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Executive Summary
 

This study evaluates a potential debt conversion transaction
 
to enhance the amount of local currency PROCOSI can obtain per

dollar of AID financing. The additional local currency would
 
permit PROCOSI to increase its program activities during the
 
project period and to retain funds to sustain its activities in
 
subsequent years.
 

A. The Proposed Debt Conversion and Its Financial Benefits.
 

PROCOSI's first step in the proposed debt conversion will be
 
to. obtain the Central Bank's approval to complete a debt
 
conversion, with the local currency proceeds devoted to the support

its program of services. DDF and PROCOSI have already discussed
 
the project with Central Bank officials who have indicated strong

support. As a result, PROCOSI has 
initiated work on its
 
application to the Central Bank.
 

Once the application has been submitted and the Central Bank's
 
approval is obtained, PROCOSI will seek to purchase Bolivian debt
 
on the secondary market at 11% (U.S. $0.11) per dollar of face
 
value. (The actual purchase of the debt will occur only after AID
 
indicates its 
concurrence with the terms of the transaction.)

Under Bolivia's debt conversion program, the Central Bank of
 
Bolivia will convert that debt first into cllateralized, 25 year,

zero coupon bonds (Bolivian Series A Investment Bonds), and will
 
then redeem the Investment Bonds in local currency for 16.5% of
 
their face value. Assuming that the debt was obtained for 11% 
of
 
its face value, the transaction will yield 50% more local currency

to PROCOSI than would have been generated by a normal exchange

transaction. This benefit will be lower if PROCOSI must pay more
 
than $0.11 per dollar of debt.
 

Under new regulations that the Government of Bolivia has
 
recently approved in principle, all of the debt conversion's
 
proceeds will be disbursed to PROCOSI immediately, instead of over
 
the course of the project as was previously the case. As a result
 
of this important change, PROCOSI will be able to hold the
 
conversion proceeds in interest bearing dollar-denominated local
 
currency accounts. The interest rate currently paid on such
 
accounts is 14-15%, significantly more than the current or expected

rate of inflation of the dollar and more than can be obtained on
 
term deposits in the U.S. or Eurodollar markets. PROCOSI will thus
 
be able to not only maintain the real value of these assets, but to
 
increase them. 
As PROCOSI will enjoy both an initial conversion
 
benefit and a positive return on investment in financial
 
instruments, the return the conversion
total from debt should
 
exceed 50%.
 

PROCOSI can utilize these resources in a variety of ways. If
 
PROCOSI uses $5 million for the debt conversion and is able to
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purchase debt at 11% of its face value, it would receive $7.5
 
million in local currency proceeds. Invested at 12% (assumes that
 
the current rate will decline be several points), these resources
 
would generzte the local currency equivalent to $900,000 annually

(in current dollars)., Used in this manner, the proceeds of the
 
debt conversion would permit PROCOSI to expand its current program

and to sustain that program well beyond the five year life of the
 
AID project.
 

The actuel amount of the debt conversion depends largely on
 
AID's ability to provide resources to POCOSI early in 1991. After
 
consultations wih Mission staff, PI"COSI proposes an immediate
 
disburseent from AID of $5 million. Assuming that it can locate
 
credito's willing to sell their debt at $0.11 or close to that
 
price, PROCOSI would use all but a small amount for the debt
 
conversion. The funds held out of the conversion would ensure that
 
PROCOSI had funds available to purchase a small amount of local
 
currency to maintain operations until the debt conversion is
 
completed and to finance its dollar costs until additional AID
 
funds are made available in FY 1992.
 

B. Special Concerns, Costs and Risks
 

1. Shortage of Debt
 

The most serious obstacle facing PROCOSI in its efforts to
 
leverage resources through a debt conversion is that there may not
 
be debt available to purchase and convert. This risk ::esults from
 
the fact that Bolivia has only about $200 million of external
 
commercial debt outstanding, and the government has indicated its
 
intention to obtain donor funds to repurchase that debt on the
 
secondary market. Once Bolivia has the necessary funds and the
 
willingness of commercial creditors to proceed, the remaining stock
 
of debt may disappear. The proposed debt conversion must occur
 
first.
 

A related concern is that debt will be available only at a
 
higher price than anticipated. With the small stock of debt
 
remaining and the expectation that there will be an effective floor
 
price of $0.11 established by the Bolivian Government's demand, it
 
may be difficult to obtain the agreement of creditors to sell at
 
that price. Additionally, the demand created by this transaction
 
as well as that generated by other NGO projects and for-profit

investors may push the price upward.
 

If the external commercial debt is unavailable to PROCOSL at
 
an attractive price, PROCOSI and DDF will explore the possibility
 
of carrying out the conversion using already existing Series A
 
Investment Bonds. These are dollar-denominated, zero coupon bonds
 
which were created in exchange for external debt during the 1988-90
 
period. DDF regards the use of Investment Bonds as a fall-back
 
instead of a first option because vf the higher priority the
 



Government of Bolivia and AID give to retiring overdue debt than to
 
retiring bonds not payable for more than 20 years and because the
 
leverage or benefit to PROCOSI is likely to be less. 
Nevertheless,

the conversion of existing Investment Bonds may be an attractive
 
option.
 

To minimize the risk that debt availability will be a problem,

DDF has sought and obtained strong assurances of cooperation from
 
Central Bank officials. In any event, PROCOSI and AID incur little
 
financial risk in pursing this opportunity vigorously. If the
 
conversion attempt because is at an
fails debt not available 

attractive price, none of the AID/PROCOSI principal will be
 
jeopardized. Sunk costs will include only some lost time by AID,

PROCOSI and DDF staff and a small retainer paid to DDF.
 

2. Lack of Local Currency
 

Assuming that PROCOSI uses $5 million for the ccnversion and
 
obtains debt at $0.11 per dollar of face value, the Government of
 
Bolivia will need to provide $7.5 million in local currency. Given
 
Government of Bolivia fiscal problems, PROCOSI has been concerned
 
that the government could fail to pay or could delay the payout of
 
local currency that it would be entitled to under the debt
 
conversion.
 

A review of recent Bolivian debt conversions with the private

sector, however, has revealed no evidence that the payment of local
 
currency has been a problem. Two-thirds of the local currency is
 
effectively guaranteed by donor contributions to a debt reduction
 
account maintained in the U.S. The remaining third comes from the
 
Bolivian Treasury. With the assistance of DDF and the USAID
 
Mission, PROCOSI bas received strong verbal and written assurances
 
from Bolivian officials that the payment of local currency will be
 
completed promptly. The involvement of AID provides additional
 
insurance that the Government of Bolivia will fully meet its
 
commitments under the conversion.
 

3. Maintenance of Value
 

The traditional mechanism of the Bolivian 
debt conversion
 
program has been for the Central Bank to pay out the local currency
 
as needed to implement the project. Until disbursed, the Central
 
Bank held the funds in what .ias effectively a dollar-denominated,

non-interest bearing account. This mechanism protected 
the
 
investor against the possibility of high Bolivian inflation,

although it left him vulnerable to the presumably modest inflation
 
of the U.S. dollar. Since most investors carrying out debt
 
conversions used the proceeds quickly, this has not been a problem.
 

Since PROCOSI wishes to use the resourcer over a longer

period, DDF sought and obtained Government of Bolivia agreement

that it would disburse the proceeds immediately to PROCOSI and
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allow it to hold those resources in interest bearing commercial
 
bank accounts. As PROCOSI will hold the proceeds in local currency

accounts which are denominated in dollars and which pay interest at
 
rates greater than the U.S. inflation rate, maintenance of value
 
should not constitute an issue.
 

4. Additionality
 

Bolivia normally requires NGOs doing debt conversions to use
 
the benefit over the normal exchange rate (the "Premium") for
 
activities that are "additional" to what they would otherwise have
 
carried out. The base for determining additionality is the budget

of-the organization in the year prior to the debt conversion.
 

PROCOSI will have no difficulty meeting this requirement,

since its program will more than double from the 1990 level.
 
Moreover, the government's new disbursement rules indicate that the
 
interest earned on the proceeds, which will constitute the bulk of
 
the funds PROCOSI expends during the project period, can be used to
 
"maintain" existing activities. It is thus unlikely that the
 
government will require that PROCOSI demonstrate additionality

until it begins to expend its principle.
 

5. Reconversion
 

AID's Office of the General Counsel has indicated that the
 
reconversion of local currency generated in a debt conversion to
 
dollars is prohibited under AID rules. PROCOSI will hold enough

dollars outside of the debt conversion to assure an adequate supply

of dollars to meets its needs. 
PROCOSI at no time will reconvert
 
local currency to dollars.
 

6. -ManaQementIssues
 

To ensure the safety of its assets and an adequate cash flow
 
from interest earnings, PROCOSI will need to continuously review
 
which banking institutions should hold its assets and the length of
 
its time deposits. This will create a need for financial expertise

that PROCOSI does not now have on its staff, but which it can
 
readily obtain in Bolivia.
 

C. Next Steps
 

To minimize the risk that debt will not be available, PROCOSI
 
has already initiated the next steps to make the proposed debt
 
conversion a reality. Working with DDF staff and its Bolivian
 
lawyer, PROCOSI is developing its application to the Central Bank
 
for the conversion. As DDF has helped to identify and resolve
 
several issues pertaining to its application, PROCOSI is confident
 
of approval. PROCOSI has also asked DDF to begin the process of
 
approaching Bolivia's commercial bank creditors.
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Introduction
 

The Debt-for-,Development Foundation (DDF) has prepared this
 
report for the U.S.AID Mission to Bolivia and for the Programa de
 
Coordinacion en Supervivencia Infantil (PROCOSI) in response to AID
 
Purchase Order No. 511-0000-0-00-1139 dated February 22, 1991. The
 
report is designed to assist PROCOSI and USAID/Bolivia to determine
 
whether to undertake a debt conversion in conjunction with the
 
proposed AID-assisted PROCOSI II project, to provide assistance to
 
PROCOSI in the preparation of its funding proposal to AID and to
 
provide guidance to AID on the documentation and procedures that it
 
might follow.
 

'71n preparing this report, DDF contracted with and benefitted
 
.from close collaboration with the Bolivian law firm of Servicios
 
Legales S.C. (SLSC). The information provided in this report

concerning the Bolivian debt conversion program and the environment
 
in which it operates is based on (i) publicly available
 
information, (ii) SLSC's experience with debt conversions in
 
Bolivia, (iii) information provided to DDF and to SLSC in numerous
 
meetings with Bolivian government officials, private commercial
 
banks and NGOs, and (iv) correspondence between SLSC and the
 
Central Bank of Bolivia. This information was gained primarily

through DDF's visits tc Bolivia in September and.December, 1990,
 
and March 1991.
 

DDF has gone to considerable lengths to confirm the accuracy

of information provided verbally and to get Government of Bolivia
 
commitments in writing when that appeared appropriate; DDF thus has
 
a high degree of confidence in the accuracy of the information
 
provided. However, the reader must appreciate that some of the
 
information contained in this report is subject to changes in the
 
Bolivian government's laws, policies, regulations or administrative
 
decisions, to changes in Bolivia's economic or political situation
 
and to decisions that may be taken by commercial creditors and
 
donor organizations.
 

DDF and SLSC believe that Bolivia's debt conversion program
 
can offer aignificant financial. returns to PROCOSI 
and to other
 
NGOs that use it in the near future. This report describes the
 
Bolivian debt conversion program, its financial benefits and
 
special considerations and risks that NGOs should consider before
 
using debt conversions to support their Bolivian prugrams..
 

DDF's conclusions in this report are based on certain
 
assumptions about intentions PROCOSI AID.
the of and These
 
assumptions include (1) that those parties plan to proceed in the
 
very near future with an expanded program of activities, (2) that
 
AID will be able to provide dollar funding as a grant to PROCOSI
 
within several months and (3) that PROCOSI will be successful in
 
quickly obtaining legal status in Bolivia and in registering as a
 
Private Voluntary Organization (PVO) with AID.
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While proceeding with a debt conversion is not without costs
 
or risks, DDF believes that the potential financial benefits and
 
the importance of those benefits for PROCOSI's long term viability

indicate that PROCOSI and AID should proceed. Should those parties

decide to proceed, this report indicates the steps that must be
 
taken and a proposed timetable.
 

DDF, with the cooperation of SLSC, is prepared to assist
 
PROCOSI to complete the proposed debt conversion. DDF and SLSC
 
would provide technical assistance that includes:
 

-- updating, as necessary, information provided in this
 
feasibility analysis,
 

identifying potential issues that may arise between the
 
Government of Bolivia and PROCOSI with respect to PROCOSI's
 
Application and proposing and negotiating ways of resolving
 
those issues,
 

-- advising and assisting PROCOSI in preparing and submitting
 
its Application to the Central Ban:,
 

-- counseling PROCOSI in its discussions and negotiations with 
governmental and regulatory authorities in Bolivia, 

-- assisting PROCOSI in identifying appropriate commercial 
creditors and negotiating for the purchase of their debt, 

-- preparing appropriate contracts and other legal documents
 
related to closing the debt conversion transaction, and
 

rendering such other advisory services (including those
 
provided by SLSC) as may be required, in DDF's judgment, to
 
complete the debt. conversion transaction.
 

Appendix B of this Information Packet provides background
 
information about DDF and SLSC.
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I. Bolivia's Debt Conversion Experience
 

Bolivia's experience with debt conversions has been almost
 
exclusively with for-profit private sector investors. Since 1988,
 
the Bolivian government has approved _ debt conversion 
applications of which conversions have been completed

(completion being defined as the local currency proceeds having

been paid by the Central Bank). The total face value of external
 
debt canreled in these conversions is $_ .
 

Debt conversions undertaken by private sectors investors have
 
normally taken about five months to process, measuring from the
 
time an investor submits its Application to the Central Bank to the
 
time that the Central Bank disburses proceeds. This time frame may

be shorter for NGO debt conversions. According to SLSC, private
 
sector debt conversions have proceeded smoothly, with local
 
currency proceeds normally being disbursed according to the
 
government's agreement with the investor.
 

To date, the only debt conversion completed by an NGO was a
 
1987 debt-for-nature transaction conducted by a United States
 
environmental NGO, Conservation International. In that
 
transaction, Conservation International used $100,000 to purchase

$650,000 worth of debt (about $9.15 on the dollar). The NGO agreed
 
to cancel the debt in return for the government's commitment to
 
create three conservation areas and to create a $250,000 local
 
currency fund for environmental protection activities. This
 
debt-for-nature transaction was completed successfully but faced
 
certain difficulties, including delays in disbursements and adverse
 
publicity due to the false perception that a United States NCO was
 
purchasing Bolivian national lands.
 

To encourage and facilitate debt conversions by NGOs
 
implementing social, economic and environmental programs, the
 
Central Bank, in 1988, issued Directors' Resolution No. 191/88 (the

"Debt-for-Development Resolution"). The Debt-for-Development

Resolution stipulates that debt conversions may be carried out only

by not-for-profit organizations legally established in Bolivia
 
engaged in programs of social assistance, social development and
 
environmental protection. Since passing that resolution, however,
 
the Bolivian Government has not responded positively to debt
 
conversion applications submitted by NGOs, leading many observers
 
to conclude that NGO debt conversions were not feasible. tSpanish

and-English versions of The Debt-for-Development Resolution are
 
provided in Appendix C.)
 

Central Bank and Ministry of Planning officials have recently

indicated that the Bolivian government is now interested in
 
assisting NGOs with debt conversions. (Section II.F. provides

additional information on the government's support for NGO debt
 
conversions.)
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II. The Proposed PROCOSI Debt Conversion
 

A. Potential Benefits and Costs to PROCOSI
 

The financial terms of Bolivia's debt conversion program

normally permit an NGO to receive an immediate financial benefit or
 
premium (the "Premium") of 50%, payable in local currency

("Bolivianos") for every dollar used in the transaction. 
 In
 
effect, an NGO can expect to receive $1.50 worth of Bolivianos for
 
every $1.00 it channels through the debt conversion process.
 

The 50% benefit is based on the government's policy of
 
proyiding 16.5 cents in local currency for each dollar of debt
 
canceled and assumes that the NGO obtains the debt for 11 cents on
 
the dollar. The benefits of a debt conversion may vary depending
 
on the price an NGO pays to acquire the debt. Eleven cents is the
 
price established under Bolivia's 1987 agreement with the
 
commercial banks. 
 (Section II.A. provides additional information
 
about the supply and price of Bolivian debt.)
 

1. PROCOSI: The Conversion Benefits
 

In the case of PROCOSI, were it to utilize $5 million for a
 
debt conversion, it could purchase approximately $45.4 million of
 
Bolivian commercial debt. That debt would be exchanged for new 25
 
year, zero coupon Investment Bonds with a face value equal to the
 
debt presented. Those Bonds would then be exchanged for local
 
currency equal to 16.5% of the face value, or the local currency

equivalent of U.S.$7.5 million, using the exchange rate prevailing
 
on the day of disbursement. (The conversion process is described
 
in Section III.)
 

The price of Bolivian debt is determined by market conditions
 
and is subject to negotiation. If PROCOSI is able to purchase

Bolivian debt for less than 11% of its face value, its benefits per

dollar used in the debt conversion would exceed 50%. If debt were
 
obtained for 
10.5% of face value, the direct benefit to PROCOSI
 
would rise to 57%.
 

It is more likely that the price will be higher rather than
 
lower than the 11% benchmark. There are only about 56 banks
 
holding Bolivian debt, and the total quantity outstanding is small
 
-- about $209 million. Given. the small size of the market, the

price could be pushed upward by demand coming from any of several
 
sources. (See Section II.A.) Should PROCOSI be forced to pay more
 
than $0.11 per dollar of debt, the direct benefit from the debt
 
conversion would be less than 50%. For example, were PROCOSI to
 
pay U.S. 
$0.12 or $0.13 per dollar of face value, the benefits
 
would drop to 38% to 27%, respectively.
 

The above discussion assumes that PROCOSI will be purchasing
 
and canceling Bolivian commercial bank debt currently outstanding.
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Central Bank authorities have made it clear that the current debt
 
conversion opportunity to NGOs is premised on their purchase and
 
cancellation of outstanding commercial bank debt. 
However, if an
 
adequate supply of commercial debt were not available (under

circumstances 
discussed below), Central Bank officials have
 
indicated that NGOs might have recourse to an alternative form of
 
debt conversion. Under this alternative, NGOs would purchase and
 
e-xchange investment bonds previously issued by the Bolivian
 
government. 
In the event that this option is used, the conversion
 
benefit to an NGO could be more or less than 50%, depending on the
 
market price of these instruments.
 

2. PROCOSI: The Investment Benefits
 

Aside from the direct financial benefits of the debt
 
conversion, PROCOSI will also realize important secondary benefits
 
as a result of its being able to receive and invest much of its
 
funding immediately rather that over the life of the project.

Because it will be able to invest those resources in interest
 
bearing financial instruments, it receives the full value instead
 
of the value depreciated by inflation (the "discounted value") of
 
the funds that AID makes available for the debt conversion. This
 
benefit results from AID's willingness to advance funds for the
 
purchase cf debt and from the recent decision by the Government of
 
Bolivia to bermit PROCOSI to receive all of the proceeds of the
 
debt conversion immediately.
 

The direct benefits from the debt conversion and the benefits
 
from being able to invest the proceeds of the conversion are
 
expected to generate a significant increase in the resources
 
available to PROCOSI. Those resources will permit higher

expenditures during the AID 
project period, the creation of an
 
income generating saving account to sustain project activities
 
after the AID project period or some combination of these two
 
objectives.
 

3. PROCOSI: Financial Alternatives
 

Table A shows how $5 million of AID financial assistance might

be used with and without a debt conversion. The analysis vssumes
 
(i) AID can make available $5 million for the debt conversion, (ii)

the debt is obtained at $0.11 per dollar of face value and thus
 
returns a benefit of 50%, (iii) inflation of the U.S. dollar is 5%;

(iv) the proceeds of the debt conversion can be invested in local
 
currency accounts with maintenance of value (U.S. dollar
denominated) paying 12% and (v) PROCOSI's expenditures will
 
increase by about 5% in real terms and about 10% in nominal terms
 
annually. The analysis is presented in both current and constant
 
dollars. The five options illustrated in the table are discussed
 
below.
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-------------------------------------------------------------------------------------- -- -- -- -- ----------- ---------------------------------

Table A
 
PROCOSI : Analysis of Various Expenditure Options 

Assu tions:
 

1. Inflation Rate (US S) 5k. 	 ALL amomunts in US & millions 

2. 	Interest Rate on USS
 

(in Bolivia) 12%
 

3. 	Debt Conversion Yields a 50 % Gain
 

Current Dollars 1991 Constant Dollars (Approx.)
 

, Expenditures Expenditures
FeaturesFeatures AD ".... ............. ... ot LR-sAID 	 --------------------------------------- rTotal residual Total Total[Reisidual Total....................u t Tta
Expenditures----------- ott~sdutToa 

Disburs. 1991 1992 1993 1994 1995 ExpendrEndow.) 1991 1992 1993 1994 1995 Expend:(Endow.) 

A Nominal Disbursement, 5.0 0.8 0.9 1.0 1.1 1.2 5.0 0.0 5.0 0.8 0.9 0.9 0.9 1.0 4.5 0.0 4.5
 
No Convers. or Interest
 

B Immediate AID Disb., 
Debt Conversion, 
Proceeds Paid & 5.0 1.2 1.4 1.5 1.7 1.8 7.5 0.0 7.5 1.2 1.3 1.4 1.4 1.4 6.7 0.0 6.7 
Expended Over 5 Years, 

No Intere3t Earned. 

B Immediate AID Disb., 

Debt Conversion, 
Proceeds Paid imed. 5.0 1.5 1.7 1.9 2.1 2.3 9.5 0.0 9.5 1.5 1.6 1.7 1.8 1.9 8.5 0.0 8.5 
Invested and Expended
 

Over 5 Years
 

D Immediate AID Disb., 

Debt Conversion, 

Proceeds Paid 5.0 0.9 0.9 0.9 0.9 0.9 4.5 7.5 12.0 0.9 0.9 0.8 0.8 0.7 4.1 6.0 10.1
 
Immediately, Invested,
 

Interest Only Expended
 

E Immediate AID Disb., 

Debt Conversion, 
Proceeds Pcid Out 5.0 0.5 0.6 0.6 0.6 0.7 3.0 9.4 12.4 0.5 0.5 0.5 0.5 0.5 2.7 7.5 10.2 
Immediately, Invested, 

Interest Expended w/out 

Decrease in Fund Value 
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Option A. Option A shows that, under normal AID
 
disbursement procedures, PROCOSI would receive and expend $5
 
million over five years, rising from $800,000 in 1991 to $1.2
 
million in 1995. Because of inflation, the real value of
 
expenditures (in 1991 dollars) would be about $4.5 million,
 
increasing from $800,000 in 1991 to $1 million in 1991. 
There
 
would be no funds left at the end of the period to continue
 
PROCOSI's activities.
 

Option B. This option assumes that the $5 million is
 
used for a debt conversion resulting in local currency valued
 
at $7.5 million. The Government of Bolivia holds those funds
 
.4n -a non-interest bearing dollar-denominated Central Bank
 
account until PROCOSI needs them. (As explained elsewhere in
 
this report, this was the only disbursement procedure open to
 
participating NGOs until the government recently agreed to an
 
immediate disbursement procedure.) PROCOSI spends the entire
 
benefits over the five year life of the project. Expenditures
 
on child survival activities are $7.5 million in current
 
dollars or $6.7 million in constant 1991 dollars, 50% greater

than under Option A. No funds remain at the end of the period
 
to ensure the sustainability of PROCOSI's program.
 

Option C. Option C assumes a $5 million debt conversion,
 
the immediate disbursement of local currency proceeds equal to
 
$7.£Eillion and the expenditure of all funds expended over
 
five years. Because interest is generated on the proceeds,

expenditures rise to about $9.5 million in current dollars and
 
$8.5 million in constant 1991 dollars, about 90% greater than
 
under Option A. This option offers the greatest short-term
 
impact, but there is no financial provision for 
sustainability. 

Option D. Like Option C, Option D assumes a debt 
conversion with $5 million and the immediate disbursement of
 
local currency valued at $7.5 million, but only the interest
 
on the proceeds is expended during the project period so that
 
the $7.5 million remains as savings to finance future
 
activities. Despite the fact that the $7.5 million of
 
principal is not diminished (in current dollar terms),

expenditures during the five years of the project are $4.5
 
million (in current dollars), or 90% of what they would have
 
been under Option A. Inflation of the dollar will have caused
 
the real value (in constant 1991 dollars) of PROCOSI's"savings
 
to decrease to $6 million; it will continue to decrease as all
 
interest is expended. Option D thus achieves a desirable
 
level of expenditures during the project period and creates a
 
sizable (but not fully adequate) savings fund to sustain the
 
PROCOSI program.
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ODtion E. option E is similar to option D. However,

Option D reduces the expenditure of interest proceeds during

the project period by one-third,. from $4.5 million to $3
 
million, capitalizing the remaining $1.5 million in order to
 
maintain the real vLlue of retained principal at $7.5 million.
 
The required reduction in expenditures during the project

period may not be desirable, and it is doubtful that the
 
Government of Bolivia will permit NGOs to reinvest
 
(capitalize) interest. Maintaining the real value of the
 
unexpended principal at $7.5 million will thus require that
 
PROCOSI obtain other revenue or contributions so that it can
 
expend all interest from the conversion proceeds on the
 
program and save some of those other revenues.
 

This analysis indicates that the debt conversion with the
 
immediate disbursement of resources to PROCOSI makes possible

significantly improved financial options: a $5 million debt
 
conversion could lead to expenditures during the first five years

of $9.5 million or to a combination of expenditures during the
 
period and savings at the end of the period totaling over $12
 
million.
 

4. PROCOSI Costs
 

Several factors may reduce the effective benefit of a debt
 
conversion to an NGO. These factors include costs arising from NGO
 
administrative time and expenses devoted tc the debt conversion,

technical assistance fees and commissions and legal and accounting

fees for services rendered during and after the debt conversion
 
transaction. These costs should not have a significant effect on
 
the very considerable financial gains that accrue to PROCOSI from
 
the proposed transaction.
 

The value of the proceeds received from a debt conversion
 
transaction may also be affected by interest rates, devaluation and
 
the mechanism used to ensure the maintenance of value of the
 
proceeds. (Section II.C. provides additional information on these
 
variables.) No Bolivian taxes will be applied to NGO debt
 
conversions.
 

B. Costs and Benefits to Other iarticipants
 

The proposed debt conversion will affect the other
 
participants -- the commercial banks, the Government of Bolivia and 
AID -- in the following manner. 

Commercial Bank Creditors: Assuming that commercial bank
 
creditors sell $45 million of Bolivia's debt for $5 million
 
(for $0.11 per dollar of face value), they will recover $5
 
million and record a.loss of $40 million. The loss may have
 
been recorded for tax purposes some years ago. Banks chose to
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participate voluntarily in debt conversions such as this one
 
because the alternative may well be larger losses.
 

Government of Bolivia. The government benefits from a
 
reduction in its external debt obligations of $45 million and
 
from an NGO investment of $7.5 million. (Interest benefits.
 
and costs are not included hare.) The cost to the government

is only $2.5 million. Although it pays out $7.5 million of
 
local currency to PROCOSI, $5 million comes from 
donor
 
contributions set aside in a special IMF account for Bolivian
 
debt reduction activities.
 

AID and Other Donors. Donors view the benefits in the same
 
way as does the government: benefits include $45 million of
 
debt reduction and $7.5 million in development projects. The
 
cost to donors is $10 million. This includes $5 million
 
obligated to PROCOSI (which ends up in the hands of the
 
commercial banks) and $5 million donated to a special Bolivian
 
debt reduction fund established at the IMF. Monies in that
 
account can be used for direct buy-backs or to purchase

AAA/Aaa zero coupon bonds which collateralize Investment Bonds
 
issued when commercial debt is converted. When the Investment
 
Bonds are subsequently converted to local currency for an
 
approved investment, the collateral bonds 
are sold and the
 
proceeds go to the Government of Bolivia to provide to the
 
investor.
 

DDF understands that AID is considering allowing the
 
Government of Bolivia to use up to $6 million of its ESF cash

transfer funds to augment resources in the above-mentioned IMF
debt reduction account. Since donor funds placed in that 
account are commingled, it will be impossible to identify

which donor's $5 million 
is used to collateralize the
 
Investment Bonds which PROCOSI utilizes. Were 
 these
 
collateral funds to come from AID, it would be providing the
 
entire $10 million donor contribution required for the
 
proposed debt-for-development transaction. 
In this case, AID
 
would be providing $10 million to achieve the very

considerable "donor benefits" identified above, i.e., 
a $45
 
million debt reduction and $7.F million in development
 
projects.
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III. Special Considerations and Risks in Bolivian Debt Conversions
 

An NGO considering using the Bolivian debt conversion program
 
to finance its activities should evaluate the following special

considerations and risks before undertaking the transaction.
 

A. Availability of Bolivian Debt for Conversion
 

in December, 1990, the Central Bank indicated to DDF and SLSC
 
that approximately $209 million worth of commercial external debt
 
remained outstanding and that approximately $115 million was
 
available for purchase at 11 cents on the dollar. The amount of
 
debt available for conversion is thus very limited.
 

To assist NGOs find and purchase dent available for
 
conversion, Central Bank officials have offered to identify to DDF
 
and SLSC those commercial banks that the Central Bank believes are
 
willing to sell debt at 11 on the dollar.
cents Government
 
officials have told DDF and SLSC that many of the approximately 60
 
remaining creditor banks are willing to sell at that price.
 

DDF and SLSC believe that there is a risk that, by the time
 
NGOs have completed the preliminary steps needed to undertake a
 
debt conversion, there may Is no commercial bank debt available at
 
this price to convert. This unusual risk results from the fact
 
that the Bolivian Government is pursuing two methods for
 
eliminating or reducing its remaining commercial debt: 
 debt
 
repurchase and debt conversion.
 

Under its plan to repurchase (or "buy-back" or "retire") its
 
debt, the Bolivian government seeks to extinguish its remaining
commercial external debt by purchasing it from creditor banks. 
Assuming that all creditors agree to sell their debt to the 
Government at $0.11 per dollar, Bolivia would need about $23
 
million for the repurchase. The government has been seeking the
 
needed funds from various donors. It now appears that the World
 
Bank will provide $10 million to Bolivia from a special grant

facility created to assist heavily indebted low income countries
 
and that AID will authorize the use of $6 million of its funds for
 
the debt buy-back. The government also appears to have conditional
 
commitments from the Dutch, Swiss and Swedish Governments to
 
provide the remaining funds needed for this debt buy-back.
 

The timing of these contributions remains uncertain, but
 
government and donor officials expect that the planned debt
 
repurchase will occur in the first six months of 1991. 
 NGO debt
 
conversions can only occur if they are presented and completed

before the debt is depleted through the repurchase. DDF and SLSC
 
will continue to monitor progress on the buy-back through their
 
contacts in the Government of Bolivia and its commercial bank
 
creditors, the World Bank and AID.
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Cespite their efforts to make the repurchase successful,

Bolivian government officials have indicated that 
they would
 
welcome sound debt conversion proposals from NGOs. NGO debt
 
conversions can substantially reduce the amount of debt that

Bolivia will need to repurchase and may enable the Bolivian
 
government to redirect scarce dollar resources from the buy-Ldck to
 
other needs.
 

DDF, SLSC and Bolivian government officials believe that NGO
 
debt conversions can be completed successfully if they act in a

timely manner. It is also possible that even if Bolivia assembles
 
all of the funds necessary for a total debt buy-back, certain banks
 
may- resist the government's $0.1 buy-back offer. In that event,

the government and DDF believe thi, 
some of these "hold-out" banks
 
may- e amenable to selling at that price to NGOs carrying out
 
humanitarian projects.
 

NGOs seeking to carry out debt conversions also face potential

competition for the diminishing stock 
of debt from two other
 
sources: for-profit private sector investors and other NGOs. 
 DDF
 
and SLSC believe that the current level of interest in the for
profit private sector will not significantly affect NGO chances for

debt conversion. Government officials have indicated that they do
 
not anticipate serious applications from NGOs other than those with

which DDF and SLSC are working. In the event that two or more NGOs

which DDF and SLSC are assisting seek to purchase the same debt,

DDF and SLSC will ask participating NGOs to consider sharing the

available debt on a pro rata, and not a first core, first served,

basis.
 

Once thp supply of commer,.ial debt has been eliminated, NGO
 
debt convers'.ons may still be possible if the Government of Bolivia
 
agrees to permit NGOs to purchase and to convert Series A
 
Investment Bonds previously issued under the 1987 agreement with

its commercial bank creditors. Investment Bonds normally sell for
 
slightly over their present value. (See Appendix E.) This means

that a conversion transaction using these older Investment Bonds
 
might yield a benefit somewhat lower than the 50% gain expected

from the type of debt conversions described above.
 

A second but more remote possibility is that a limited amount
of official debt might be offered for sale on the secondary market.
 
Under a provision of the Bush Administration's Enterprise for the

Americas Initiative, the U.S. Government could sell a portion of
 
the bilateral debt that Bolivia owes to the Export-Import Bank and
 
Commodity Credit Corporation ("CCC") for use in debt conversions.
 
Bolivia has no debt to the CCC but owes approximately $33 million
 
to the Export-Import Bank. To date, no legislative action has been
 
taken on this component of the Enterprise Initiative.
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B. Availability of Local Currency Proceeds
 

A successful NGO debt conversion depends on the government's

ability and willingness to disburse the required amount of local
 
currency on the agreed-upon schedule. The availability of Bolivian
 
proceeds resulting from the debt conversion depends on the
 
following factors:
 

1. The Central Bank's Financial Position
 

Debt conversions in Bolivia are managed by the Central Bank.
 
Of the full amount to be disbursed, two-thirds are drawn from
 
Government of Bolivia resources already set aside and held in 
a

special account in the United States. The Central Bank must obtain
 
the remaining one-third, the Premium, from the Bolivian Ministry of

Finance. Senior Central Bank and Ministry of Finance personnel

have participated actively in recent discussions of this program,

and officials of both organizations have indicated repeatedly that
 
the required local currency resources will be available to meet the
 
disbursement obligations for approved debt conversions.
 

Experience with completed private sector debt conversions
 
appear to support the Central Bank's position that it can provide

the resources for debt conversions and is a reliable counterpart.

According to SL.SC, the government has a good record for timely

disbursements. In the few instances where disbursement delays have
 
occurred, the Central Bank released funds within a few weeks.
 

2. Political and Economic Instability
 

Bolivia has had a stable, democratic form of government since
 
1982 with the next Presidential elections scheduled to be held in

1993. However, the country also has had a long history of coups.

Were political instability to reoccur, this could cause the
 
government to delay disbursements. NGOs contemplating a debt
 
conversion can reduce this risk by structuring the transaction so
 
as to limit the period during which it is dependent on government

disbursements.
 

3. Administrative and Technical Obstacles
 

In any country, government disbursements can be delayed by

bureaucratic or technical obstacles. In Bolivia, because authority

to approve and monitor debt conversion projects resides exclusively

in the Central Oank, this risk is minimized. Bolivian officials
 
indicate that an Application, once approved by the Central Bank, is
 
not subject to further review by non-Central Bank authorities.
 

The Central Bank's record in private sector debt conversions
 
indicates that disbursement of proceeds-related risks are low. To

eliminate residual risks and to protect the value of conversion
 
proceeds (as discussed below), DDF and SLSC have asked the Central
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Bank to consider disbursing all debt conversion proceeds

immediately to NGOs in lieu of disbursing funds over time. 
This
 
proposal has been endorsed in principle by the Central Bank and has
 
been approved by Bolivia's Comite de Financiamiento Externo. It
 
now requires formal action by the Central Bank to become effective.
 
DDF and SLSC expect the Central Bank to approve this new provision

before the end of March. This action would eliminate the risk that.
 
deteriorating economic or political conditions would imperil the
 
disbursement to NGOs. (Documents pertaining to this new
 
disbursement mecnanism are provided in Appendix I.)
 

If the government does not make this change, limits its
 
applicability or if an NGO chooses to receive its local currency

fro;u--the Central Bank over time, NGOs can partially mitigate

disbursement-related risks by building funding flexibility into
 
their financial plans and Applications. In this case, NGOs should
 
consider projecting their expenditures slightly ahead of schedule
 
in their Applications and maintain a dollar or local currency
 
reserve fund to cover program expenses. If an NGO's project

expenditure rate exceeds the debt conversion disbursement schedule,
 
Central Bank officials have indicated that NGCs cannot expect to
 
solve this problem by revising the disbursement schedule
 
established in an approved Application.
 

In the event the Central Bank fails to pay debt conversion
 
proceeds, NGOs may have recourse to a debt conversion guarantee

mechanism created in conjunction with the Bolivian government's
 
1987 agreement with the commercial banks. This mechanism
 
collateralizes Central Bank Series A Bonds used for the debt
 
conversion with "first class international investment instruments,"
 
bonds rated AAA/Aaa. These collateralization bonds are held in a
 
fiduciary account in the United States by Merrill Lynch & Co. The
 
collateralized or "present value" of the Investment Bonds is equal

to 11% of its face value and increases by 7.45% annually for 25
 
years until it equals the face value. The collateralization bonds
 
provide debt conversion participants with a method of recovering

their investment plus a reasonable interest, but not the Premium.
 
DDF and SLSC have asked and received written confirmation from the
 
Central Bank that the Investment Bonds to be issued under future
 
NGO debt conversions will be collateralized Series A Bonds. (SLSC's

letter to the Central Bank and the Bank's response are provided in
 
Appendix F.)
 

A final factor mitigating disbursement-related risks is the
 
nature of the current list of likely debt conversion participants.

These participants include major donors (such as AID) to Bolivia.
 
Their presence nay help ensure that the Central Bank performs its
 
agreements to disburse proceeds according to agreed-upon schedules.
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C. MaintaininrQ the Value of Debt Conversion Proceeds
 

In the debt-for-development context, "maintenance of value"
 
refers to an NGO's ability to maintain the value of its debt
 
conversion proceeds. Maintaining the value uf debt conversion
 
proceeds can be a major concern in debt-for-development

conversions, especially if NGCs use debt conversions to 
change

dollars into lccal currency well in advance of their projected

funding needs. Inflation can erode the real value of debt
 
conversion proceeds over time. The longer local currency is held,

the greater the risk that the value of debt conversion proceeds

will erode. Bolivia has had a history of high inflation and
 
devaluations. Accordingly, NGOs should be aware of the need to
 
protect the value of the debt conversion proceeds.
 

To protect the NGOs against this risk, the current

disbursement provisions of the Bolivian debt conversion program

stipulate that the Central Bank hold NGO debt conversion proceeds

in dollar denominated accounts until making disbursements.
 
Bolivianos are then disbursed at the official rate of exchange in
 
effect on the day of conversion. Dollar denomination of the
 
proceeds ensures that the 14GO will not suffer a financial loss due
 
to Bolivian inflation or devaluations of the Boliviano between the
 
time the debt conversion is completed and the time funds are
 
disbursed. Thus, if Bolivian inflation caused the exchange rate to

increase from the current 3.47 Bolivianos to 5.0 Bolivianos per

dollar before an NGO received payment, the NGO would receive the
 
higher rate.
 

These provisions for maintenance of value in the Bolivian debt

conversion program compare favorably with those of many other
 
countries. However, participating NGOs can find themsalves having

effectively tied-up considerable amounts of dollars in a non
interest bearing account in the Central Bank of Bolivia. If the
 
NGO uses the debt conversion proceeds over a relatively short time
 
period, this loss of interest will be insignificant compared to the
 
gain obtained from the debt conversion premium of 50%. The loss
 
becomes increasingly significant the longer the NGO waits to use
 
the proceeds.
 

In the event that Bolivian government does not agree to permit

NGOs to receive their funds immediately and to hold them in an
 
interest bearing commercial bank account, NGOs will need to

consider how much of their dollar resources to use in a debt

conversion transaction. The following table illustrates how an NGO
 
might evaluate this question. For illustrative purposes, we assume
 
that the NGO has a five-year project costing $5 million. The funds
 
are available at the start of the project, and the NGO could hold
 
them in safe U.S. securities or in U.S. bank certificates of
 
deposit earning 9%.
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TABLE B
 
FINANCIAL BENEFITS FROM A DEBT CONVERSION
 

(U.S. $000)
 

DEBT CONVERSION INVESTED IN U.S. PERCENTAGE 
DOLLAR VALUE DOLLAR VALUE GAIN FROM 

YEAR OF PROCEEDS OF PROCEEDS CONVERSION 

1 1,500 1,000 50%
 
2 1,500 1,090 41%
 
3 1,500 1,190 31%
 
4 1,500 1,300 20%
 
5 1,500 1,410 9%
 

TOTALS 7,500 5,990 20%
 

The table shows that if debt conversion proceeds are held in
 
a non-interest bearing account, the benefits are greatest (50%) in
 
the first year, and they diminish by 9% (compounded) annually.

Under these assumptions, the NGO would be almost as well off to
 
finance expenditures in the fifth year by simply holding one-fifth
 
its dollars ($1 million) in a U.S. bank account. The small
 
financial loss derived from holdinig those funds outside of the debt
 
conversion would be offset by savings on transaction costs and
 
risks. Because the Bolivian government does not require that a
 
debt conversion be for the entire amount of a project, NGOs should
 
consider using the debt conversion to finance project expenditures
 
over the project's initial years, during which time the debt
 
conversion benefits are greatest.
 

As noted above, the Government of Bolivia appears ready to
 
disburse all conversion proceeds immediately to NGOs. These
 
proceeds could then be held in interest bearing accounts in
 
commercial banks or in other financial instruments. NGOs will need
 
to determine how best to hold these funds, minimizing risk while
 
earning a return that will protect them fully from inflation and
 
devaluation. DDF's prelimiriary review of the Bolivian financial
 
market has found that a variety of commercial bank time deposits

and certificates of deposit pay interest rates exceeding current
 
inflation. Options include local currency accounts that are
 
-denominated in dollars and that currently pay interest rates of
 
about 14%. well in excess of the London Inter-bank Offer Rate
 
(LIBOR) standard. NGOs should be aware that the Government of
 
Bolivia intends to bring interest rates down as part of its
 
economic strategy.
 

The Central Bank's willingness to permit immediate
 
disbursement of conversion proceeds will allow NGOs to hold and
 
invest such proceeds for up to ten years. During that period, it
 
is anticipated that NGOs will be required to utilize interest
 
earned and paid on the invested capital to maintain their programs.
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It appears that capital can be maintained for up to ten years,

after which NGOs will be required to indicate how the remaining

capital will be used. (DDF and SLSC are attempting to obtain

written confirmation regarding the rules that apply to the ten year

limit.)
 

NGOs that receive their debt conversion proceeds immediately

and that are permitted to hold those funds in interest bearing

accounts have an unusual opportunity to ensure program and
 
institutional sustainability over at least a ten year period. The
 
possibility also exists, assuming that this investment or endowment
 
fund concept is successful, that the Government of Bolivia will
 
permit NGOs to hold funds in an endowment form.
 

D. Additionality
 

Under its existing disbursement rules (based on expenditures

identified in the Application), Bolivian authorities expect NGOs to
 
use the Premium from debt conversions to fund new programs or
 
expand ongoing programs in Bolivia. This provision ensures that
 
NGOs will not use the better exchange rate offered through a debt
 
conversion as a way of reducing their dollar commitment to Bolivia.
 
NGOs may use the base amount (the two-thirds of the debt conversion
 
proceeds which do not include the Premium) to finance on-going
 
program activities. The Bolivian government uses the level of

expenditures in the most recently completed fiscal year to
 
determine whether the debt conversion premium is being used in
 
accordance with these principles.
 

The immediate disbursement mechanism permits NGOs to use the
 
proceeds to generate interest which may be used to maintain
 
programs over the medium term. It thus appears that NGOs are not
 
required to use the interest earnings to expand their level of
 
activities. However, in no case should NGOs attempt to use the
 
debt conversion to reduce their dollar commitment to Bolivia.
 

E. Reconversion of Bolivianos to Dollars
 

Debt conversions are generally viewed as a means of obtaining
 
more local currency per dollar than would be obtained in a normal
 
foreign exchange transaction. Most countries forbid reconverting

local currency debt conversion proceeds'back into dollars. This
 
practice (sometimes referred to as "round-tripping") has been
 
associated with fraudulent schemes in which "investors" obtain a
 
government's authorization to engage in a debt conversion and then,

having received the local currency, do not carry out the stipulated

investment, but rather, reconvert the local currency into hard
 
currency and remove it from the host country.
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Bolivian officials have indicated that NGOs may, in certain
 
cases, reconvert Bolivian debt conversion proceeds into dollars on

the free market for legitimate project-related dollar expenses.

The intention to reconvert, and the amount to be reconverted must

be identified in the NGO's Application. Government officials have
 
explained these provisions to DDF and SLSC staff, but the
 
provisions do not appear in government regulations. NGOs

contemplating any reconversion to dollars should first secure the
 
written approval of the Central Bank.
 

DDF 	believes that the Bolivian government's position on
 
reconversion reflects the current economic 
situation of the
 
country. Bolivia's foreign exchange system permits the Boliviano
 
to f 	oat against the dollar. Currently, there is no shortage of
 
dollars in the free market. However, access to dollars on the free
 
market could change markedly over the implementation period of an

NGO project. NGOs with dollar project costs will need to assess
 
carefully whether to hold dollars outside of the debt conversion or.
 
whether to assume the additional risks inherent in reconversion.
 

AID's Office of the General Counsel has informed DDF that NGOs

using AID financing for debt conversions are prohibited from
 
reconverting local currency proceeds into dollars. 
 AID does not
 
prohibit NGOs from maintaining local currency accounts in the
 
Central Bank or commercial banks which are denominated in dollars
 
for accounting and maintenance of value purposes.
 

F. 	 Government of Bolivia Support for NGO Debt
 
Conversions
 

Bolivian authorities in the Central Bank, the Committee for

External Finance, the Ministry of Finance and the Ministry of
 
Planning and Coordination have pledged their full support for NGO
 
debt conversions that will fund activities consistent with the

country's development priorities. Clear statements to that effect
 
have been offered in meetings with NGOs, donor agencies (including

AID and UNICEF), the U.S. Ambassador to Bolivia, DDF and SLSC. The
 
strong support of senior Bolivian officials is an important asset
 
to the debt conversion program.
 

As previously noted, the Government of Bolivia's renewed
 
interest in NGO debt conversions reflects its desire to eliminate
 
the country's outstanding commercial debt obligations at relatively

little financial cost to the government or to the economy. The
 
government realizes that all of the local currency resources which
 
it provides in these conversions will be invested in economic,

social and cultural projects that are priorities for the country.

Additionally, the government will benefit from the excellent
 
international press coverage that NGO debt 
conversions can
 
generate. 
That press coverage can help to inform the international
 
community about Bolivia's dramatic economic turn-around. As noted
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above, the humanitarian appeal of NGO debt conversion might also
 
serve to convince commercial banks that do not participate int the
 
government's debt buy-back to offer their debt to NGOs at the 11
 
cent per dollar price.
 

Much of the support generated for NGO debt conversions is the
 
result of the efforts of Mr. Peter McFarren, a Bolivian-American
 
urho heads the Quipus Cultural Foundation (QCF). Mr. McFarren has
 
mobilized support for debt conversions to attract financing for a
 
cultural center in La Paz. This cultural center will incorporate

cultural, child welfare and small-scale enterprise programs. DDF
 
and SLSC expect that debt conversion applications associpted with
 
the QCF project are likely to attract favorable attention from
 
Central Bank authorities. (Appendix D provides a sampling of press
 
reports on QCF's project.)
 

G. Post-transaction Management and AuditinQ
 

NGOs using debt conversion will need an annual audit conducted
 
by an independent firm. The results of those audits will be made
 
available to the Central Bank.
 

NGOs will also need to manage the considerable amounts of
 
local currency proceeds that will be generated from the debt
 
conversion. NGOs which obtain immediate disbursement of all
 
proceeds will need considerable in-house financial planning and
 
management skills and should consider obtaining professional

assistance in managing their investment portfolio.
 

NGOs would appear to have a choice of a number of sound
 
financial institutions in which to hold debt conversion proceeds.

Nevertheless, DDF believes that it would be desirable to insure
 
those holdings if this could be done at a reasonable price. DDF is
 
exploring the possibility with the U.S. Overseas Private Investment
 
Corporation (OPIC). DDF will make the results of its inquiries

known to interested parties as soon as possible. (Section IV
 
provides a discussion of financial and management issues facing

PROCOSI and AID.)
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IV. The Mechanics of the Debt Conversion ProQram
 

Bolivia's debt-for-development program for NGOs is governed

primarily by Bolivian legislation and Central Bank resolutions
 
issued in connection with the 1987 agreement with the commercial
 
banks. Certain aspects of the program concerning disbursements and
 
the timing of the debt purchase may be modified as the result of.
 
SLSC and DDF negotiations with the Central Bank.
 

The NGO debt conversion procedure described here reflects
 
these Bolivian law and regulations, the administrative position of
 
government officials and DDF and SLSC's judgments regarding how to
 
ensure successful NGO debt conversions that mitigate risks. The
 
prSc'ess described below assumes that the NGO has decided to proceed

with a debt conversion in cooperation with DDF and SLSC. (Numbers

in parentheses indicate the estimated amount of time required to
 
complete each step.)
 

Preparation of the Debt Conversion Application (3 weeks)
 

1. To participate in a debt conversion, an NGO must prepare
 
an Application in Spanish for submission to the Central Bank.
 
The Application provides the basis for the Central Bank's
 
agreement to convert debt into Bolivian proceeds (the
 
"Proceeds"). The Application describes the NGO, the project
 
to be funded by the debt conversion (the "Project"), the use
 
of the Proceeds and other relevant points. NGOs working with
 
DDF and SLSC will receive detailed suggestions regarding the
 
Application's contents and format. The NGO will be
 
responsible for completing an initial draft Application.
 

2. DDF and SLSC will review the draft to ensure that it is
 
complete and to identify and resolve issues that might be
 
raised by the Central Bank. DDF and SLSC will provide the NGO
 
with suggested revisions to the Application. The NGO will be
 
responsible for preparing the final version of the
 
Application.
 

3. The completed Application will be transmitted to the
 
Central Bank. Submitting an Application to the Central Bank
 
does not commit an NGO to completing the debt purchase.
 

Contral Bank Review of the Application (4 weeks)
 

4. The Central Bank will review the NGO's Application. To
 
ensure that the process moves smoothly, DDF and SLSC will
 
suggest that the NGO designate DDF and/or SLSC as the NGO's
 
agents in receiving and answering Central Bank questions or
 
comments regarding the Application. DDF and/or SLSC will help
 
the NGO prepare its responses to the Central Bank regarding
 
the Application.
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5. Once the Central Bank has reviewed the NGO's Application

and is satisfied that all requirements have been met, it may

issue a formal approval (the "Approval") of the Application to
 
the NGO. Issuance of the Approval does not obligate the NGO
 
to proceed with the debt conversion.
 

NGO Purchase of the Debt (4 weeks)
 

6. If an NGO decides to proceed with the debt conversion, DDF
 
and SLSC will assist the NGO with the debt purchase and
 
cancellation. To assist with the debt purchase, the Central
 
Bank will identify (and may contact) creditor banks that it
 
believes are willing to sell debt eligible for conversion at
 
11 cents'on the dollar. DDF will contact the selling creditor
 
bank on the NGO's behalf. The NGO should be prepared at this
 
point to provide debt purchase funds either to an escrow
 
account or to a major money center bank with which it will
 
have executed a debt participation agreement with an "unwind
 
provision" that provides the NGO with reimbursement of the
 
purchase funds (with interest) if the debt conversion
 
transaction is not completed. in either case, the NGO will
 
retain the rights to its funds until the successful completion

of the transaction. Completing the debt purchase requires the
 
Central Bank to issue and redeem bonds.
 

Following the redemption of the bonds, the Central Bank will
 
open an account (the "NGO Account") in the NGO's name. The
 
Central Bank will then credit the NGO Account 
with the
 
Proceeds in an amount calculated according to the official
 
conversion rate in effect on the date of conversion. As
 
indicated previously, the funds credited by the Central Bank
 
to the NGO Account will either be (i) held at the Central Bank
 
in an NGO Account that is pegged to a dollar value with
 
disbursement being according to the Application's disbursement
 
schedule, or (ii) be provided to the NGO in a lump sum.
 
Whether NGOs have this latter option depends on the Central
 
Bank's decision regarding a DDF and SLSC proposal now under
 
consideration by the Central Bank.
 

Disbursements of Funds from NGO Account (Immediate)
 

7. If the Central Bank chooses not to disburse the Proceeds
 
in a lump sum, disbursements from the NGO Account shall be
 
made in accordance with the schedule provided by the NGO in
 
its Application. On the specified dates, the Central Bank
 
will transfer Proceeds from the NGO Account to the local NGO's
 
commercial bank account in Bolivia. 
The value of the Proceeds
 
to be disbursed will be calculated against a dollar value at
 
the official rate of exchange to ensure that the real value of
 
the Proceeds is maintained.
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Post-transaction Activities (Until funds are fully expended)
 

8. Aside from normal implementation activities, the
 
participating NGO will be responsible for ensuring that it can
 
show that the Proceeds were used in accordance with the
 
Application. As evidence of this, the Central Bank requires.

that the NGO provide audited financial statements, with the
 
audit being done by a recognized independent accounting firm.
 
Assuming that the Central Bank disburses the local currency

proceeds immediately upon completion of the debt conversion,
 
the NGO will also have the additional responsibility of
 
managing. (investing) those resources in a manner that ensures
 
maintenance of value.
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V. PROCOSI and AID ManaQement Considerations
 

A. PROCOSI Financial ManaQement
 

Assuming that the Government of Bolivia agrees to the
 
immediate disbursement of proceeds, DDF recommends that PROCOSI
 
place all of the proceeds of the debt conversion into term deposits

in the commercial banking system, even if for only one or two
 
months. Although the project planning team will need to study this
 
question more closely, DDF believes that it may be possible through

careful planning and financial management to generate sufficient
 
interest to avoid expending any of the debt conversion proceeds.

Thus, PROCOSI might be able to start and to maintain the endowment
 
at the full value of the debt conversion.
 

Placing all of the proceeds, even if temporarily, into the
 
endowment may also help to avoid complicated discussions about
 
additionality. If.some of the proceeds are used immediately for
 
expenditures, the Central Bank may view this as falling under its
 
older disbursement rules and expect that one-third of the funds
 
expended, those which it might consider to represent the Premium,

be used for "additional" activities. However, if the funds
 
expended are from interest on the proceeds, DDF and SLSC believe
 
that the use of these funds to "maintain" on-going projects will be
 
deemed appropriate. Although PROCOSI will more than double its
 
budget under this project and should have no difficulty meeting

additionality requirements if necessary, it would be simpler for
 
all concerned if that were not necessary.
 

DDF also recommends that PROCOSI leave sufficient funds
 
outside of the debt conversion to meet two requirements. First,

PROCOSI will need sufficient dollars to pay for non-Bolivian goods

and services not available off-the-shelf in Bolivia. Second,
 
PROCOSI needs to ensure that it does not run out of local currency

if there is an unexpected delay in completing the debt conversion.
 

Of the funds placed into interest bearing accounts, DDF and
 
SLSC believe that the government will require that interest that is
 
earned and paid be used rather than capitalized. If this proves to
 
be correct, and if PROCOSI wants its endowment to grow, it must put

aside funds from other sources other than interest earnings. AID
 
funds are not available for this purpose; only AID funds converted
 
to local currency through the debt conversion can be placed in the
 
endowment fund.
 

To the extent that PROCOSI has sufficient resources of a type

that can be put into the endowment, DDF recommends that it consider
 
establishing a second endowment account separate from the
 
conversion proceeds. If the Government of Bolivia requires that
 
the capital from the conversion be expended in conjunction with the
 
ten year limit it has esta.blished for deposits, PROCOSI might still
 
be able to maintain some endowment.
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A government decision that interest paid must be spent would
 
force PROCOSI to carefully manage its funds so that the term
 
instruments falling due generated only the amount of interest that
 
PROCOSI needed in that period. Changing interest .rates will
 
further complicate PROCOSI's efforts to manage its endowment.
 
PROCOSI should expect to review and update its financial plans and
 
projections on a frequent basis.
 

B. AID ManaQement and Prccedural Issues
 

Assuming that AID approves the PROCOSI II project and its
 
proposed debt conversion, DDF recpmmends that the Authorization
 
in(;2ude language indicating that the debt conversion is anticipated

(.although not required). The grant agreement should indicate that
 
debt conversion is expected and that AID's approval for the
 
transaction will be required. PROCOSI will need to notify AID in
 
writing when it is ready to proceed. In that correspondence,

PROCOSI should identify the source and cost of the debt, the
 
anticipated closing procedures and any deviations from the terms
 
and procedures identified in this document. The Mission should be
 
prepared to review PROCOSI's request and to disburse the needed
 
funds quickly.
 

The disbursement of funds for the debt conversion will clearly

be far larger than typical AID advances. However, according to
 
DDF's understanding of the procedures adopted by AID's Office of
 
Financial Management, that advance will be liquidated as soon as
 
the debt is purchased.
 

The liquidation of the advance does not relieve PROCOSI from
 
its reporting responsibilities nor AID from its oversight

responsibilities. These will continue for the five year life-of
the-project. PROCOSI would be expected to follow AID's procurement

rules to the same extent that it would if it had obtained its local
 
currency in a normal foreign exchange transaction. DDF believes
 
that this is the case even though PROCOSI may be expending interest
 
generated from the conversion and not the proceeds themselves. (The

Mission may wish to check this point with AID/Washington.)
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Appendix A
 

PROCOSI Proposed Transaction Timetable
 

March 4, 1991
 

DDF distributes Information Packet to PROCOSI.
 

March 8, 1991
 

PROCOSI commits to undertake a debt conversion.
 

March 19, 1991
 

PROCOSI provides a draft of its Application to DDF and SLSC
 
for comments and revisions. DDF and SLSC seek clarification
 
from the Central Bank regarding issues in the Application and
 
provide comments, as necessary, to PROCOSI. DDF and SLSC
 
begin contacting potential debt sellers.
 

March 28, 1991
 

PROCOSI provides DDF with a completed Application for
 
submission to Central Bank; SLSC submits the Application.
 

April 15, 1991
 

DDF and SLSC begin assembling commercial bank debt documents
 
for unofficial Central Bank review.
 

April 25, 1991
 

The Central Bank approves the Application.
 

May 2, 1991
 

PROCOSI makes funds available for the conversion; the bank
 
creditor makes a formal submission of debt documentation to
 
the Central Bank for pre-cancellation review.
 

May 17, 1991
 

The Central Bank authorizes the cancellation of debt eligible
 
for conversion in return for its issuing bonds.
 

May 24, 1991
 

Closing of transaction. Bonds are issued to commercial bank.
 
PROCOSI pays commercial bank. Commercial bank assigns bonds
 
to PROCOSI. PROCOSI redeems bonds at the Central Bank.
 

June 14, 1991
 

Central Bank disburses funds to PROCOSI.
 

I 



Appendix B
 

Description of The Debt-for-Development Foundation
 
and Servicios Legales S.C.
 

The Debt-for-Development Foundation
 

The Debt-for-Development Foundation is a United States not
for-profit organization that promotes debt conversions as a means
 
of NGO financing. DDF receives its core funding from AID. DDF's
 
staff includes:
 

President: John B. Ross
 

Mr. Ross is President of DDF and Executive Director of The Debt-for-Development
 
Coajtion, Inc. ("DDC") Mr. Ross has a Ph.D. in Economics from Duke University.
 
He served for 20 years as an officer of Bank of America at senior positions in
 
Latin America, Japan and the United States. He also held a senior position for
 
two years at the Institute of International Finance in Washington.
 

Deputy Exmcutive Director: Margaret Fahs
 

Ms. Fahs is Deputy Executive Director of DDC and its Chief Operating Officer.
 
She is also a director of DDF. As DDC's Chief Operating Officer, Ms. Fahs is
 
responsible for relations with DDC's member organizations, for tracking U.S.
 
legislative activities and for monitoring and developing policy issues regarding

debt for development. She had been with the National Association of State
 
Universities and Land-Grant Colleges for the past 10 years working in federal
 
relations for international programs.
 

Vice President: Gerald Wein
 

Mr. Wein is an experienced United States foreign service officer on loan to DDF
 
from the Agency for International Development. He has held senior level
 
managerial positions with AID in Africa and Latin America and has extensive
 
knowledge of development programs. Mr. Wein holds advanced degrees in economics
 
and administration.
 

Director of Legal Affairs: Owen Kupferschmid
 

Mr. Kupferschmid is responsible for many of DDF's transactional activities and
 
for its legal work, including coordinating DDF's pro bono program. A former
 
associate at Shearman & Sterling, he served as assistant legal counsel in the
 
international banking group of The Chase Manhattan Bank, N.A. He has worked in
 
Latin America and Nepal.
 

Director of Finance and Administration: Craig Sarsony
 

Mr. Sarsony conducts financial analysis of transactions and manages the internal
 
financial and administrative systems for DDC and DDF. He holds Masters of
 
.Businesg Administration and Masters of Public Health degrees from Columbia
 
University. Mr. Sarsony has held the position of Director of Finance and
 
Administration for Save the Children Federation in the Dominican Republic. He
 
has also worked for The Robert Wood Johnson Foundation as a Financial Officer.
 

Servicios Legales S.C
 

SLSC is a preeminent Bolivian law firm with extensive experience in debt
 
conversion work. SLSC's attorney working with DDF, Susana Valdes Andreatta, is
 
the former chief of the Central Bank's international legal division where she was
 
in charge of the 1988 buy-back of debt from foreign commercial bank creditors.
 

Dr. Valdes has studied law in Bolivia, Spain and the United States.
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I D!FIICIO:T.S 

Todos 
los tirminos utilizados 
en este .oglamento ticn.n
significado que el nmism.
 on el Reglamiento 
para la Emisi6n
Inversi6n" de " Bonso; daprobado mediante Resoluci6n do Directorio N*. 
020/0-,

las definiciones expresas siguientes, 

Entidad Eleqible, 
 Es aquella entidad sinlegabnente establecida fines de iuc.-'o,en Bolivia, que cuante con p r r r z.:.,gratuitos de asistencia', beneficencia y desarrollo social o queuna Instituci6n de Preservaci6n 
sac 

del Icdjo Ambiente. 

Entidad Accptada, Es aqucllasolicitud po.'a canjear " Bonos 
" Entidad Ele.,.ob'a" que przeunte nudo Inversi6n" -or "Inversionas.Primio". y que obtenga cLn*el dictamen favorable del Directo-ioB.C.f.,o del Minizterio dtldo Asuntos Cimpasinoz y Agro:ecuariosconforme al articulo 24 incioes e) y f) del ".uglamento sara ia
Emisi6n de Bonos do inversi6n.
 

Auditorcs Extcrncs, Para fines de e'ste ReOla=-,Lxto son aquellasfirmas de auditoria extorna, que operan en Do~ivia regist radas. antelos organismos comnpetent as v ace otadas -nor el B.C.B. coOhabilitadas para emitir los infornes recuoridos c:- e). prosente. 

B.C.B., Banco Central de Bolivia 

II REQUISITOS 

A2RTICITLO PRIMERO.-Toda - Entidad , Elegible" crue 4eseo htilizar"Bonos de Invcrsi6n" para financiar progra.-es de asistanciadesarro-llo social, deberd Y 
presentar al B. .C. 3., una solicitud porescrito a la cual deberg adjuntar !a documentaci6% requerida cn esta


Reglamento.
 

ARTICULO SEGUNDO.- La solicitud para utilizer Bonos de Invorsi6r."presentada por Entidades de Asistencia y Desar-m-1-o Social, debe iracompafada de la siguiente documentaci6n,
 

a) Estatuto orginico o documento 
 constitu*.v. 
 de la entidad
solici.ante en el qud se evidencie qua es xna "Entidad Elegiule"y nan]l quo se disponga expresam.ente que la totalidad do susingresos y su patrimonio, estn destnados exclusivamente a finesno lucrativos 
 de asistencia, 
 desarrolto 
 social
beneficencia; que o do en ningin caso podrfin ser distribuidos directani indirectamento entre sus asociados, 
 y qua en caso de
liquidaci6n, su patrimonio deber. distribuirse entre entidadessin fines de lucro, do asistoncia, benefIccncia o desarrollo 
Social. 

b) Documentos originales qua acrediten la Personer:a Juridica do la"Entidad Elegible" en al pals. 
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c) Docunontos qua acrediten 
 suficientento 
a 	los pcrsZon 

.'srepresontantes legales de 
la "Entidatd Eiegibl~a, an confor::midad
a 	lo establecido por su astatu-o a doct ento constitutivo.
 

d) 	 E1 presupuczto de 	 gastos corricntcs capit.al de inversioi.
la "Entidad ZEleibla", 	
y 

an 

gastos 	

e! qua est-n espncificados a-,e-llo:.dst inadTos exclusivamento 
 a programas aratuitos
asistencia 	 dey 	 desarrollo social a ser ejecutados 
 de .ancr:*

pisteo.rntica 

El 	 total del premio otorgado debe ser utilizado cxclusivan-enteincrement'ax el orcsupucsto do los 	
en 

gastos indicados antoricnre. 

Esto quiere decir que el total do la partida prezuPu.st.riadestinada a 	 los programas mancion'adcs debe estar incrmanta-a, .2:,por lo menos el monto oquivalente al premio, cn 	 rellaci.)n ae.;.presupuestado 
. para dicha partida en la 
 gesti6n i
inmediatamente 
 anterior 
 a. 	la fecha de prosentacin Ie _a
solicitud al D.C.B. por la "Entidad .16gibl".
 

A opci6n do la "Entidad Elegible 
" el incremento puede efectuarse
solamente en el oresupuesto para la gesti6n on que sesolicitud, y/o en pr2se:za lalos futuros proyectados En este .tr-
deben presentarse ta-mbiin las proyecciones de presuuesto n, 
z 

qua se ha distribuido el premio.
 

a) 	Certificaci6n 
de una firna de "Auditores Extarnos," 

-a
naturaleza y voliomen 	 r
do las operacionen; manojadas y controlas
por la "Entidad Elegible" durante todo el' afio fisc.l anterior al
de la solicitud, indicando 
explicitamante 
el presupuccto
gastos destinados 	 do
exclusivamente 
a 	programas 
de Desarrollo yAsistencia Social Gratuitos.
 

f) 	 Certificados de los "Bonos de Inversi6n" endosados en favor do la
Entidp.d Elegible.
 

ARICULO TERCERO.- El B.C.B. revisarli la documntaci6n,
 

a) Si isti fuera observada, ser5 devuelta 
a 	la "Eftidad El,-gible"
especijicando los motivos de la observaci6n, 
on 	"cuyo caso
deber i -	 gstaser presentada nuevamento 
 cuando las 
 observaciones
 
hubiesen sido subsanadas.
 

b) 	Una vez 
que la "Entidad Elegible" hubiese cumplido con. torlos losrequisitos, al Directorio del B.C.B. emitirg un dictamen sobre lasolicitud presentada. 

AiRTICuLO CUARTO .- las entidades 
 interesadas
preservaci6n 
s6lo 	

ell lad.l medio ambiente, sin fines de lucro, deben presentaal 	B.C.B. los siguientes documntos, 

http:capit.al
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a) Solicitud la utilizaci6n
financiar 

para 
do aonoS de IrverZijprogramas pa resnecIffco: 
 de prez raci6; d-l nc2Loambiente sin fines do lucro.
 

b) Re.oluci6n 
 del Ministerio dc Asuntos Campesinos 
con dict.,:-..favorable. 
0 

c) El presupuesto do lalas partidas ".ntidad Elegible" en el q-odestinadas c er!,,exclusiVa-.ente a fines de ,sor'.aci;ndel medio armbiente. 

El total del premlo Otorgado debeincrementar ser uti"izado c::clusiV:t._nr:las partidas antes eonmencionadas.que esas partidas doben Esto qiro deci1esta'r incromentadasmonto equivalente al en por lo ncnoc '22premio en relaci6npresupuestadas a dichasen la gesti6n na. .fiscal inmediatameontefecha de' presentaci6n anterior ade la solicitud al B.C.B. por La ....Elegible". 

A opci6n do la "Entidad Elegible";
solamente el increrento puedeen el presunuesto c':cuarSe parasolicitud, y/o 

la gesti6n e;i *ue se precentaen los futuros proyectados. !a 
deben presentarse tambin las 

"'n este Gi:i:mo caioproyecciones de prosupuesto an Icsque se ha distribuido el premio.
 
d) Los req'ueridos 
 en el* Art. 2 inciso f) do oste Feclanen:o.
 

El B.C.B. revisar5 la documentaci'n,de aplicaci6n y si es:a os obzse"-:ad,el inciso a) del Articulo 3ro. 
Una vez que 
 el B.C.B. obtenga 
 la documentaci6n
comunicarS a la Entidad Elegible med'ante o'icio su 

requeriaa,
 
decl5orn.


AR1ICUI,O QUISro.- El B.C.B. se reservaelegir las el dorechoareas de de calificarasistencia 
social
ambiente do acuerdo 
y prese'vaci6n del medic
a.prioridades en 6 stos.6rdenes. 

ARTICULO SEXTO.- El premio 
ser. depositado, 
en el
cuenta en fideicomiso, a B.C.B. en unanombre de la "Entidad Aceptada" 
Para W.retiro de los 
fondos do
"Enti4. ges la cuenta enAceptadas,,, fidoicomiso orser. -. lasrequisito indispensable que"Audit6ies 
 Externos", una fir.nacertifique do
anteriores que hasta
a ila fecha del 15 d~as hbiles

capital *de 

retiro efectivo los
inversiones gastos corriontes y
destinados
asistencia a programa.y desarrollo gratuitossocial do
estaba previsto se hayan cunmplido en elen su modo onpresunuesto. queTrat.ndose
Preservaci6n dodel una EntidadMedio Ambiente, do
previa el retiro decertificaci6n fon:!or se Cfoctunrdido una firma doacrediten "Auditorlaque •Extnr:na"los fondos quehan sido utilizados ex::clusiva-mcil.eprogramas do Prcscrvaci6n ondcl M4edio Xmbiente. 
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Central Bank of Bolivia 
Board of Governors 

BOARD OF GOVERNORS RESOLUTION No. 191/88 

MATTER: OFFICE OF THE PRESIDENT--APPROVAL REGULATIONS FOR THE ISSUE OF 
INVESTMENT BONDS TO NON-PROFIT ENTITIES OF ASSISTANCE, SOCIAL 
DEVELOPMENT AND PRESERVATION OF TiHE ENVIRONMENT. 

WHEREAS: 

The article 43 of D.S. 21660 which authorizes the Central Bank of Bolivia to
 
issue Bonds with the purpose of exchanging them with its external debt and
 
that of the Bolivian Nation, which is due and will become due, with private.
 
foreign creditors.
 

The Article 24 paragraph e) of the Regulations for the issuance of Investment
 
Bonds which states that said Bonds may be utilized to finance specific
 
programs of assistance and social development, carried out by National and/or
 
international non-profit entities, whether of social assistance or welfare,
 
subject to the favorable opinion of the Board of Governors of the Central Bank
 
of Bolivia.
 

WHEREAS:
 

It is necessary to establish a clear and specific policy to regulate the
 
issuance of Investment Bonds to non-profit entities of assistance and social
 
development.
 

Said policy must take the shape of standards of compulsory compliance on the
 
part of the aforementioned entities, for which reason it is necessary that
 
said standards be issued by means of a Board of Governors Resolution.
 

Therefore,
 

THE BOARD OF GOVERNORS OF THE CENTRAL BANK OF BOLIVIA,
 

RESOLVES:
 

Single Article. - to approve the regulations for issuance of Investment Bonds
 
to non-profit entities of assistance and social development
 
and preservation of the environment.
 

XII/6/88
 

[Signature]
 

4 
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[Signature] (Signature] [Signature] 

(Signature] [Signature] [Signature] 

GOVERNOR 

Central Bank of Bolivia 

GOVERNOR 
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Central Bank of Bolivia
 

Board of Governors
 

REGULATINS 

All the terms utilized in these Regulations have the same meaning as in the
 
Regulations for the Issuance of "Investment Bonds" approved by means of Board
 
of Governors Resolution No. 020/88, and the following explicit definitions:
 

Eligibea_t'Atjy Is that non-profit entity, legally established in Bolivia,
 
which has programs free of charge of assistance, welfare and social
 
development or which is an Institution for the Preservation of the Environment
 

A. tedE.y: Is that "Eligible Entity" which presents its application to
 
exchange "Investment Bonds" for "Investments with Interest." and which obtains
 
the favorable opinion of the Board of Governors of the C.B.B., or of the
 
Ministry of Rural and Agricultural Affairs in conformance with article 24
 
paragraphs e) and f) of the Regulations for the Issuance of Investment Bonds.
 

_E_terna Audito For purposes of these Regulations are those external
 
auditing firms which operate in Bolivia, registered at the competent agencies
 
and accepted by the C.B.B. as authorized to issue the reports required in the
 
present.
 

C.B.B.: Central Bank of Bolivia
 

APICLE ONE.- Any "Eligible Entity" which wishes to utilize "Investment Bonds"
 
to finance programs of assistance and social development must present to the
 
C.B.B. a written application to which there must be attached the documentation
 
required in these Regulations.
 

.- _.E TWO. - The application to utilize "Investment Bonds" presented by
 
Entities of Assistance and Social Development must be accompanied by the
 
following documentation:
 

a) 	Bylaws or founding document of the applicant entity which demonstrates 
that it is an "Eligible Entity" and which explicitly stipulates that all 
of its income and assets are assigned exclusively to non-profit purposes 
of assistance, social development or welfare, which may not in any case be 
distributed directly or indirectly to its members, and that in case of 
liquidation, its assets must be distributod imong non-profit -ntities of 
assistance, welfare or social develnrm-,. 

b) 	 Original documents which establish the I.eF:, I Status of Lh- "El igible 
Entity" in the country. 
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Central Bank of Bolivia
 

Board of Governors
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c) 	Documents which sufficiently establish the officials and legal
 
representatives of the "Eligible Entity", in conformity with what is
 
established by its bylaws or founding document.
 

d) 	The budget of current expenses and capital expenses of the "Eligible
 
Entity", which specifies those expenses assigned exclusively to programs
 
free of charge of assistance and social development to be carried out in a
 
systematic way.
 

The total of the interest granted must be utilized exclusively to increase the
 
budget of the aforementioned expenses.
 

That means that the total of the budget item assigned to the aforementioned
 
program must be increased by at least the equivalent amount of the interest,
 
in relation to the budgeted amount for said item in the fiscal period
 
immediately before the date of presentation of the application to C.B.B. by
 
the "Eligible Entity".
 

At the choice of the "Eligible Entity" the increase may be effected only in
 
the budget for the period in which the application is presented, and/or in
 
projected future ones. In the latter case the budget projections in which the
 
interest has been distributed must also be presented.
 

e) 	Certification from a firm of "External Auditors" about the nature and
 
volume of the transactions managed and controlled by the "Eligible Entity"
 
during the entire fiscal year before the application, explicitly stating
 
the budget of expenses assigned exclusively to programs of Social
 
Development and Assistance Free of Charge.
 

f) 	Certificates of the "Investment Bonds" endorsed in favor of the "Eligible
 

Entity".
 

ARTICLF1HR E. - The C.B.B. will review documentation: 

a) 	If there is a comment indicated on the latter, it will be returned to the
 
"Eligible Entity" specifying the reasons for the comment, in which case it
 
must be presented again when the comnent has been resolved.
 

b) 	Once the "Eligible Entity" has complied with all of the requirements, the
 
Board of Governors of the C.B.B. will issue an opinion on the application
 
presented.
 

ART.ICLE.FOUR. - Only entities cr,, ' l ,I.. , "' . 
environment, non-profit, must present the ,Il,,wing documents f.. .to ... 
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a) 	Application for the utilization of Investment Bonds to finance specific
 
programs of preservation of the environment without profit-taking motives.
 

b) 	Resolution of the Ministry of Rural Affairs with favorable opinion.
 

c) 	The budget of the "Eligible Entity" in which the items assigned
 
6kclusively to purposes of preservation of the environment are specified.
 

The total of the interest granted must be utilized exclusively to increase
 
the aforementionred items. That means that those items must be increased
 
by at least the equivalent amount of the interest in relation to said
 
budgeted items in the fiscal period immediately previous to the date of
 
presentation of the application to C.B.B. by the "Eligible Entity".
 

At the choice of "Eligible Entity", the increase may be effected solely in
 
the budget for the period in which the application is presented, and/or in
 
future projected ones. In the latter case the budget projections in which
 
the interest Is distributed must also be presented.
 

d) 	The requirements in Art. 2 paragraph f) of these Regulations.
 

The C.B.B. will review the documentation, and if there is an objection,
 
paragraph a) of Article 3 will be applied.
 

Once the C.B.B. obtains the required documentation, it will inform the
 
Eligible Entity of its decision via official letter.
 

tTR7JCLE FIVE, - The C.B.B. reserves the right to qualify and choose the areas
 
of social assistance and preservation of the environment in accordance with
 
priorities in these regulations:
 

ARTICLE 6. - The interest will be deposited at the C.B.B. in &n account in
 
trust in the name of the "Accepted Entity".
 

For 	the withdrawal of these funds from the account in trust by the "Accepted
 
Entities" there will be the indispensable requirement that a firm of "External
 
Auditors" certify that up to 15 business days before the date of the actual
 
withdrawal the current expenses and capital investments applied to programs of
 
assistance and social development free of charge have been in compliance in
 
the manner in which it was provided in its budget. With regard to an Entity
 
of Preservation of the Environment, the withdrawal of funds will be effected
 
subject to certification of a firm of "External Auditing" which verifies that
 
the funds have been utilized exclusively in programs of Preservation of the
 
Environment.
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A DebtPlanto Aid Bolivian Children
 
By SRULY CHRISTIAN 

IVKW mW, l kI 

LA PAZ, Bolivia. Dec. 1- Further


rthna the ways In w thrd 
word can bered and con-
vertedtoproductive projects, agup
here Is V cultural programs by.nefarean to raise money for child
*efIlbfck some of Bolivia's fobe* 
= 4 emn 

While the delt-fdevelpment 
ncept his alto been usedIn a few other countries, those In-

volved here say this will the big-
gest effort to dat. 

Peter J.McFarren. aJournalist and 
hsinessnaz with dual Bolivian and 
thilted States citiUenship. saidKft 
Qulpus Foundation, which be heads, 
was trying tn raise $5million to 17.5 
milon In donations to buy back Do. 
ivian commercial debt at Its currnt 
value In the secon&ry market of 
about 11 cents on thedollar, 

Under Mr. McFarren's Plan the 
mna-foundation would buy at lest c4 

ion worth of debt paper at s d& 
Counted price Inthe conda mar. 
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for Its projects. Ufom
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A way to convert
 
thirdworld debt
 
into something.
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Foundation In Waitkaton, said Do. 
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Gerald X. Wen, vice prdent 
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Bolivian Debt Swap
 
Hikes Aid to Children
 

By 7-nes Painter 

LAFAX. O4JflA 

MPROVING the dire living conditions endured by many Bolvian children isthe aim of an unprecedented plan to swapa quarter of the country's commercial bank debt for pro.grams to aid children and preserve Bolivian culture.
The United States Agenc- for 1nternation,.1 Development andtwo private agencies, Save tbe Children Federation and FosterParents Plan, are expected to donate between $5 million and $10million to help finance the plan. This money will be used to buyback at least $45 million of Bolivian debt on the secondarymarket, where its current value is11 cents on the dollar.
Thc "debt-for-children" plan isanew twist on the debt swaptheme. If,as seems certain, the plan isapproved by the BolivianCentral Bank, Save the Children and ,heother organizations willreceive a 50 percent premium on the dcbt paper. Between $7.5million and $13.5 million will be used for health, education, andwater projects to help children across the country.

UNICEF's latest report 
 on the world's children confirmsBolivia's position at the bottom of the South American poverty
league. Last year, 165 Bolivian children under five yers offrge
died for every 1,000 live births. More than half ofchildret. 'etween two and three years old are malnourished.
"International staustics show there isa direct correlation be.
tween acountry's per capita debt and child mortality," says David
Rogers, Save the Children's director in Bolivia. "So by reducing

Bolivia's debt, in the long run we hope we can make inroads intomortality rates."

Foster Parent offcials
are also hopeful the swap %i'l help their
 programs for children. In Catacora, arural community tucked at
the base of the eastern range of the Andes mountains, Foster Par.
ens already have several health, education, and san5rationyrojects going - which could be expanded if the swap comes .
In one tiny thatched cottage, the family of two-month-old

Javier Marcos Machicado sat in mourning for him. Javier haddied the previous afternoon of illnesses whose causes are attributed to malnutrition and sanitation in the area."With just a little more money, we are convinced we could reduce the chance of this happening," says Victor Ramos, FosterParents' program chief. "This child should never have died."Part of the money from the "debt-for-children" swap will alsogo toward funding anew Museum of Popular Art and Eulture tobe built in the heart of the capital, La a'az. The museum will in.dude acraft village and achildren's section designed to promote
appreciation of Bolivian cultui.

"Bolivia has one of the richest cultures in the Americas andmakes spectacular textiles - pro;:ably the finest in all Latin Amer.ic,." says Peter McFarren, who heads the QuipusFoundation,which isorchestrating the "debt-for-children" swap."We will be reviving Bolivian handicraft traditions and at the 
same time providing employment for hundreds of Bolivians," headds. At the craft village artisans, particularly Aymara andQuechua Indian women, will be given credits, special trainingprograms, and assistance to market handicrafts in the US.The Washington.based Debt-for-Development Foundation,which has completed debt swaps inanumber ofLatin American
and African countries since its inception thre vears ago, ispro.viding technical and legal advice to Quipus and other groups.Its most recent success was a$5million "debt-for-education" 
swap in Ecuador, which established an endowment toprovidescholarships at Harvard University for Ecuadorian students. Ifthe Bolivian deal comes off,it will be the largest debt-for.develop
ment swap to date. 

Since 1987, successive Bolivian governments have with moneymostly donated from European governments, bought back about$500 million of$700 million owed to commercial banks. One possible obstacle to the debt for-children swap is that Citibank andother banks want abetter deal than the current 11rpecent return 
on the nominal value of the money they are ow .
"For the banks, the money ispeanuts," Mr. McFarren says.*Citibank isowed $28 million whch It will never get back fromthe government. The banks could make an important geitureand say, 'Yes, we would ike to help Bolivian children.'" 
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La Paz, vieomes 7 do septem' do 1990 

Representante de"'Coalicion.Oeuda
por Desarrollo" Vega a 
El represente de la "Coali-

ci6nDeuda porDesarrollo"con 
sede en Washington, Owen Ku-
pferschmid, llegard a Bolivia, 
invitado por la Fundaci6n Cul-
tural QUIPUS de La Paz, el 
pr6ximo dia 8 para entablarne-
gociaciones conautoridades del 
•gobiemo y representantes del 
-sector privado en aspectos refe-
ridos a la financiacidn de pro-
yectos especfficos, mediante 
programas de.canje de deuda 
exterior por desarrollo. 

La "Coalici6n Deuda por 
Desarrollo", establecida hace 
tres afios, aglutina a reconioci-
dasuniversidades,c operativas, 
centros de investigaci6n agrf-
colayoranzaciones privadas 
de voluntariado estadouniden-
ses. 

Desde su creaci6n, la Coaii- 

ci6nhanegociad0 aproximada-
mente un monto de 132 milo-
nes de d6lares en diversos pro-
gramas de canje de deuda exte-
rior por desarrollo. 

Uno de sus logros mis re-
cientes, fue la negociaci6n 
efectuadaentrelaCoalici6nyel 
gobiemo del Ecuador, acuerdo 
mediante el cual se ha concreta- 
do un canje de "deuda por edu-
caci6n", porunmonto de cinco 
millones de d6lares, entre la

estadounidense do 
Harvard y el gobiemo ecuato-
riano, cambio que pemri h'.r a 
docentes y estudiantes de esta 
regi6n andina,'..estdiar en la 
mencionada.universidad norte-
amencana. 

Durante su estadfa en La 

olivia 
ejecutivos d a banca estatal y 
pivada,. con el prop6sito de 
identificar reasdeinterdspara 
el desarrollo de programas, asf 
como evaluar un paquete pre
liminar de.proyectos como la 
creaci6n del Museo de Artes 
y Cultural. Populares en La 
Paz. 

Mediantelos programas es
peefficos, se prvcveerA capacita
ci6n y desarrollo artfstico a di
versos grupos artesanales, con

4Universidadel inde mejorar la actual cali
dad de sus'productos e incenri
var una esmerada producci6n 
de artfculos artesanales. 

ELf proyecto incorpora un 
pmgrama de exportaciones y 
unfondo rotatoriode prdstamos 
a.pequefios artesanos' que per-

Paz, Kupferschmid se reunir nita optinizar su actual nivel 
con autoridades del gobiemo y de producci6n. 
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The Value of Bolivian Series 
A
 

Investment Bonds Overtime
 

Value 	of Bond Premium
Year 	Present Value of 

Investment Bond 
 with Premium
 

5.50
16.50
11.00
0 

5.6117.1111.500.5 
5.7117.7312.021 

5.8218.38
1.5 12.56 
5.9419.0613.122 

2.5 13.72 	 19.76 6.04 
6.143 14.34 	 20.48 

3.5 14.98 	 21.23 625 
6.3522.0115.664 	 6.4522.8216.374.5 
6.5623.6617.105 
6.6524.5317.885.5 
6.7525.43
18.686 6.8326.3619.536.5 6.9227.3320.417 7.0028.3321.337.5 7.0829.3722.298 7.1530.45
23.308.5 7.2131.5624.359 7.2732.7225.45
9.5 
7.32
33.9226.6010 7.3735.1727.8010.5 7.4135.4629.0511 7.4437.8030.3611.5 7.4539.1831.7312 
7A5
40.6233.1712.5 7A5
42.1134.6613 7.4343.6636.2313.5 7.4045.2637.8614 7.3546.9239.5714.5 7.2848.64-41.3615 7.2050A2
43.2215.5 7.10522845.1816 6.9854.1947.2116.5 
6.8356.1849.35
17 6.6758.2451.5717.5 
6.4860.3853.9018 
6.2762.6056.33
18.5 
6.0164.8958.8819 
5.7467.2761.5319.5 
5.4369.744.3120 
5.0972.3067.2120.5 
4.7074.9570.2521 4.2877.7073.42
21.5 
3.8380.5676.7322 
3.3283.5180.1922.5 2.7786.58
83.8123 

2.15
89.7587.6023.5 

1.5093.0591.55 


9G.4(1 0.78
 
24 

2.1.5 95.68 

0.00
100.0025 100.00 
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DIP.ECCON TZLEGRAFICA BANCO CENTRAL DE BOLIVIA
 
"NAVIANA"
 
Con Pactol N9 3116
 
Lo Paz - Bolivia
 

La Paz, 28 de Febrero de 1991
 
Cite.Gcia.Asunt.Int.042/91
 

Se&ora
 
Dra.Susana Valdez
 
SERVICIOS J2GALES S.C
 
Presente.-

Sefora:
 

De acuerdo a lo conversado con usted el dfa 26 de Febrero del
 
presente, y a pedido expreso suyo, confirmamos que los Bonos a ser
 
emitidos a las entidades sin fines de lucro para inversi6n en el
 
pais, serin de la serie "A", los mismos que de acuerdo al Artkculo
 
12 del Reglamento para la Emisi6n de Bonos de Inversi6n deben ser
 
colateralizados.
 

Con este motivo, aprovechamos la oportunidad para saludar a usted
 
con toda atenci6n,
 

CP/cla
 
cc.Arch,
 

Corr.
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Bolivia's External Debt a/
 

Bolivia falls into the IMF category of "severely indebted low income
 
countries." It suffers from one of the largest debt service burdens in Latin
 
America, resulting in great pressure on both the GOB budget and the balance of
 
payments. Bolivia has no alternative but to press for relief through debt
 
renegotiation.
 

Debt servicing continues, even after rescheduling, to represent a heavy
 
burden on the economy. Total debt service to be paid, $263 million in 1990
 
and $304 million in 1991, constitutes 29% and 33% respectively of total
 
projected legitimate export earnings in these years.
 

Unlike most Latin American nations, most of Bolivia's debt is owed to
 
official creditors, a category that includes multilateral agencies and foreign
 
governments. Debt to foreign commercial banks now represents a very small
 
part of Bolivia's obligations. Since 1985, the GOB's debt strategy has been
 
to keep reasonably current on its debt to multilateral entities and to
 
reschedule or renegotiate official bilateral and commercial debt.
 

Regarding the multilateral debt situation, Bolivia has largely
 
maintained payments following promulgation of the New Economic Policy in
 
August 1985. Total disbursements have increased continuously, and these
 
payments have been facilitated through positive net transfers from the
 
multilateral agencies. Bolivia's outstanding debt to the multilateral
 
agencies as of June 30, 1990, was $1.54 billion, or 44% of its total
 
outstanding debt. Debt service charges to the multilateral agencies alone
 
came to $193 million in 1989.
 

Bolivia's outstanding public bilateral debt (to official donors) as of
 
June 30, 1990, was $1.58 billion, or 46% of its total debt. Of that amount,
 
approxi'ately $368 million is owed to the U.S. Government.
 

Major concessions have come from official bilateral creditors, In
 
June, 1986, Bolivia's creditors in the Paris Club agreed to a rescheduling of
 
some $450 million of Bolivia's bilateral debt service, a package which
 
included postponement of interest payments and rescheduling of all
 
amortizations and arrears. The terms obtained in the Paris Club 1986 debt
 
renegotiations were very favorable to Bolivia as they provided for the
 
capitalization of all interest payments on both arrears and current maturities
 
falling due through June .30, 1987. A five-year grace period was granted on
 
all amortization of principal.
 

a/ This section borrows extensively from USAID/Bolivia's FY 1991 PAAD.
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At the Paris Club II negotiations of November, 1988, some $400 million
 
falling due between July 1987 and December 1989 were rescheduled on terms
 
similar to the previous Paris I session. Moreover, debt service payments
 
already renegotiated under the Paris I agreement were also rescheduled.
 

At the Paris Club III meetings held in March of 1990, Bolivia
 
renegotiated $284 million, or about 17% of its $1.67 billion bilateral debt,
 
falling due during the period January 1, 1990, to December 31, 1991. Bolivia
 
has asked for - and was granted - the very concessionary "Toronto Debt Pelief
 
Terms" extended heretofore only to the sub-Saharan countries. They involved
 
three alternatives, including reduction of debt service payments, extension of
 
the maturity period or reduction of interest rates. The creditor countries
 
chose different alternatives. The United States chose to reschedule Bolivia's
 
debt falling due to twenty-five years with a fourteen-year grace period.
 

In addition, Bolivia may be able to obtain partial forgiveness of its
 
bilateral debt to the United States under President Bush's Initiative for the
 
Americas. According to the Central Bank, this debt amounted to $368 million
 
as of June 30, 1990.
 

Argentina was Bolivia's most important bilateral creditor. In
 
September, 1987, Bolivia's outstanding medium and long term debt to Argentina

of approximately $689 million, was rescheduled outside the Paris I session as
 
part of an overall agreement that also dealt with Bolivia's gas exports. In
 
August, 1989, both countries cancelled their debts to each other. While
 
Bolivia owed Argentina $689 million in medium - and long-term debt plus $106
 
million in short term debt, Argentina owed Bolivia about $313 million for
 
unpaid gas imports. Although Bolivia has traded cancellation of current for
 
capital debt, it has reduced its total outstanding debt by about 20%, and cut
 
back its annual debt service payments by $55 million.
 

Commercial debt has not been serviced since 1984 and the country has
 
not attracted any new commercial bank loans since then. The GOP's debt
 
buy-back arrangement permitted Bolivia to buy back its debt at 11 cents of
 
face value from foreign commercial banks, without recognizing any interest
 
accrued, using funds donated specifically for this purpose by donor
 
governments. Bolivia has also established a debt coversion program through
 
which for-profit entities and NGOs can purchase debt at a discount and convert
 
it to local currency equivalent to U.S. 16.5 cents. To date, Bolivia has
 
extinguished all but about $209 million (as of December, 1990) of its external
 
commercial debt. That remaining debt is expected to be extinguished through
 
debt conversions or through a government repurchase during 1991.
 

3254A
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man&teInirgionta do valor,4 con, un p).azo mndx~rnmo do diez Ms.i~ 

Segund~ric:o -- L~o in terow p d1o t a .os ~ itca d e: Lo:I tc.*:~Iro~v'on :ent*orm d14? 
uti.1i z4 doin en mnitc'oi progjramfa dm am; 'inimtcyrecri y l 
s.cia~l on el*Ipain.. 

T r cer.*- Re comoiici ari al D.i>:.rec:torio.: de Banx~i:co C.ent ral d:o BolA.ivi., 
con s;ideorar la mroc:Ii 1'icc ::ipn de to p:aia 1la emi.si~6ri do1*~1Regj1~Imen 

oli~i: parm' vi ab :1 1 bon 0m do Inerm n a ota 0 pora:i.6n. 

Li :itc .'1an .0I..i c Fg. :-ique~t CGtaca R. 

y Corcdinart(,'
 

I..ic~. JaiLme Del9Adil3.O C.
 
Secrete r'i Ejo~rcuibvo
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FUCCIN aL2UAL =IW
Prtsente.-

Do ni&.atra conideaci~n; 

Tmem~s 01 agrado de~ ocusar recibo do su not& de fach, 28 cdtdiCi.enbrf PaSado, Vrtdiftnte 141 eu&Ii So.icita la confiriac±ln de laposibilidad do desxnbojar ci Valor ;reswte vat .1 p-ernio de JosD:mns. do Znversia6n on r-ortj.ica Dep6sitoop. (CD) do, unrcoContrkl de Boivi..a kas Ontirets -Sih £±nes do luCro.
 
En Principio 
 so considera factibie dicha Fposibilidad, pues nuts-.tra .tnstituci6n tiene I& me.jor dJispoaici&n par& ayudarles a oxxretar 'us 0bjetitv0G trada; min wb&rgo Joe hacwihos notar quoIvimoS Maao, su carta )rmto con lit ± for iiai6 partinente a coider&C16n del Canit4 de rinanCIlmerto Uterno para au aprobaci6n. 
Apenas t&Vm=o I& rtapliest-i a vita modalided do omerat16n decanjit Beono& Ge Invera,6n UC la COTUniCargWo a la kgVCdaz
posible. 

Con eat* mtivO, aprYCovc)Q5 I& Wortuaidaid do 8aludar a usted 
muy aeutafentep 

N'? J/w7 gftgIM
b' di, v 

CP/c*aela04at 
kE> u£rA 4 M 
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SERVICIOS LEGALES S.C. 
de AyAci11d'C. o/ K"di.Mo. 

Prhncr Piso, Ofcdna 110 

Tt1r. 324349 30201367198Tdox OV 3261 ILUMANI
juAiOucAr2RDOS F LA PAZ- DOLIVIA 

rA C591• 2) 391203
Primv u~dvamS0dwl= 

P.O. DOX 4122
C. Anl o I tnds LA PAZ- DOU VIA
Eduardo Roddrpot 1(z& 
Sum&na V&I&Afsta 

ASOCIADOS DE: 
Dabisovic yAsodado 
(Af ,aUu yUugu) 

La Paz, 11 do marzo do 1991. 
CITEi SLSC/SVA/iO8/9L
 

6egor
 
Lic. Ral Boada
 
Presidents del
 
Banco Central de Bolivia
 
Eresent-q .-


DitingUlido Sr. Presidenteo
 

Banos de inversi6n para
REF; 

sin fine% do
entidades 


SLtcro
 

nombre de FROCOSI, la Fundaci~n Cultural QUIPUS y la 
A 

Fundacidn Deuda par Desarrallop,quisiera gradecer a los Sres.
 

haber

Armando Mendezy Javier Pantoja y ! r3barto Barbery par 


los representantem do

tenido la gentileza de reunirse con 


marzo deL ago en curso. Nuestro
 
estas . entidades el 6 do 

do utilizacidn de
intercambio de ideas en relaci6n al proyecto 


BOnos de Inverxi6n del Banco Central do Bolivia por parte do
 

do lucro quo itrabajan en sectores

entidades sin fine* 


tue muy - dtil y demostr6 a todos los

prioritarLas 


dicha reunion t la seriedad y buena
participantes do 


do Pma inmtitucn bancariapredisposici~n do los ejecutivos 
lines do lucro
 

para que distintas ONG's y entidades sin 
sistema do bonom defi/nvermi6n para financiarutilicen el 


programan do amistencia y desarrollo social en el pais.
 

En dicha reuni6n, el representante de4 USAID hizo conocer que,
 
para este prop6sito y al
sujeto a la disponibilidad de fcndqs 

:a cabo este proyectop UBAID
acuerdo do lam partes para llevar 

tiene planeado praveer hasta cincolmillones de d6lares a
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ONG's dedicadas a financiar y
consorcio do
FROCOSI, que es un 

favor del bienestar
desarrollar programan de asistencia en 

de 

la ni±ez y la mujer. En la medida en que exista mayor 

evidencia de qul el programa do bonos do inversin para
 

se 1levarA a cabo tomando en
 
entidades sin lines do lucro 


on este oficio, USAID tendrA
 
cuenta los puntos planteados 


fondoas adicionales en favor
 
mayores posibilidades do obtener 


de este mcdo el monto do asistencia

de PROCOSIp incrementando 

planificado por USAID para Bolivia.
 

es una entidad dnica
a FROCOSI porque
USAID presta su apoyo 

creada para coordinar, dar apoyo y


entra las ONe's. Fue 

asistencla


meJorar la calidad y cotiertura do los programas do 

nigos y
en favor del bienestar y la salud do 


y desarrollo 

las ONO's miembros de PROCOSI.
 

mujer'es, que lievan a cabo 

nueve ONG's americanas
PROCOSI estA integrada por
Actualmente 


cinco aPos planea
durante los pr6ximom
y una nacional, pero 

del doble, principalmente con
miembros a mAs
incrementar sus 


las cuales me

do ONG's bolivianas entre
la Incorporaci6n 


uno de cuyou proyoctos
-encuentra la Fundaci5n Cultural Quipu, 

es el del Complejo 	 Cultural do Santa 
importantes actualmente 

de Artes y Culturas Populares).B~rbara (Museo 

planeado enviarl en los primeros dias del mes de 
PROCOSI tiene 	 6 
abril del presonte 	afo, una solicitud dO utilizaci n do bonos 

programas do asLstencia y desarrollo social.
de inver'si6n para 

modo mds preciso la mancra en quo

La solicitud indicarA do 


en quo los miembros do F'ROCOSI

PROCOSI operap lon oectores 

el criterio de solcccinA modo do 
desarrollan proyectosp 


do contabilidad y auditoria do dichos

evaluaCi6n, mecanismos 

en la. solicitud se presentarln Io
 
proyectos. Asimismoo 


que contilnuarAn
 
proyectos que actualmente so desarrollan y 


a cabo con fondom provenientes de lor bono4 do
 
1lev~ndose 


premlo. En dicha solicitud tambi6n se 
inversin y el 

que so financian loa
dezcribirA do manera general el modo un 

no
en el flhturo, sin 	embargo
proyectos quo so planea ejecutar 
so especificar~n ni detallardn proyecto por proyecto debido a 

formular los proyactos quo so 
que a 1. fecha no es posiblo 

ONG'S y las necesidades
responde a la afiliaci6n do nuevas 

Desoamos
pals en cada momento.
crLticas que tiene el 
dichos proyectos 	 se demarrollan dentro do un 

enfatizar que 

por PROCOSI y USAIDp siguiendo el mtodo 

Ambito preestablec~do 

descrito anteriormente.
do selecci6n 

solicitud estA de acuerdo
Creemos que este tipo de 	 y es 

Banco Central de
 
con la actual posici6n delconsistente 


de Ponos de Inversi~n por
relaci6n a la utilizaci6nBolivia en 


parte de entidades win fines do lucro.
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Como explicamos a la0 ejecultivos del Banco Central do Eolivia,

Lino de lon mayores problemas que enfrentan las entidades sin
 
fines de lucro, es el de no contar con 
 fondos para mantener
 
sus programas de asistencia y demarrollo social on ol 
 pals,

poer lo que muchos de ellos tienen que ser cancelados. Nos
 
parece muy importante hacer qL.e estos programas tengan Una
 
durac16n permanente, para asi 
 lograr que sus efectos sean mes

beneficiosos. El modo de lograr este prop~sito es que el
 
Banco Central autorice a las entidades sin fines de lucro la
 
utilizaci6n de los fondos provenientes de los bonos de

inversidn y sus premios correspondientes, para ofectuar
 
dep6sitos a plazo fijo 
en bolivianos con mantenimiento de
 
valor y per un plazo mAximo de diez afosp en los bancos del
 
si'stema financiero naclonal con excepci6n del Banco Central de
 
Bolivia. Los Intereses provenientes de dichos dep6sitos

serlan utilizados para mantener los 
 programas de asistencia y

desarrollo 
social de las entidedes sin fines de lucro que

obtengan la aprobaci6n do su solicitud, poer parte del
 
directorio de esa instituci6n. AdJuntamos a la presente
Resoluci~n del ComitO do Financiamiento Extorno N9 ('03/90 

la 
que

da zu aprobaci~n a la utilizaci6n de este mtodo. 

A la fecha, USAID esta efectuando trdmites para lograr fondos
 
adicionales para Bolivia, los inismos 
 que estarn destinados a
PROCOSI, Sin embargo, antes do concretar la tramitaci6n do 
fondos adicionales, USAID, PROCOSI Y la Fundacin 
do DeUda por

Desarrollo necesitan saber si 
el Directorio del Banco Central

de Bolivia estarLa on condiciones de otorgar su aprobaci6n a
 

se describirA de manera general las areas en las qLIE1 
se desarrollar~n los proyoctos, el criterio
 
utilizado para seleccionarlosp el mode de
 
evaluacidn y los mecanismos 
de contabilidad y

auditorla de dichos proyectos, sin que sea
 
necesario que so especifique y detalle proyecto per

proyecto, debido a las razones 
antes vegaladas!
 

lam entdades sin fines do 
 lucre puedan utilizar el
 
sistema do dep6sitos 
 a plazo fiJo en las condiciones
 
antes Indicadas y;
 

en case do no existir deuda externa disponible par
 
montoe suficientes, las entidades 
 sin fines de lucre 
puedan adquirir bones do inversi6n ya emitidos. 

a.-.== doq el 1r-,.Lwr.iLu pruebe estoe tres puntos, les
agradeceremos que tengan la gentileza de hacernos conocer por
escrito la decisi6n de eso alto cuerpo ejecutivo a fin do que,
respaldados en dicha aprobacin,, tanto las entidades sin fines

de lucre interezadas 
 como con USAID, puedan Iniciar los
 
tr~mites respectivos para preventar suG solicitudes.
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Agradecemos la cooperac16n y gran apoyo recibido por parte de
 
todos los ejecutivos del Banco Central en lograr el 6xito de
 
esfe programa, que indudablemente tendrA una repercus16n
 
positiva en favor deI pals, como puede verse en los recortes 
de prensa aparecidos en el New Ybrk Times y en el Cristian 
Science Monitor que adjuntamos a la presente. No dudamos en 
quO una vex que el programa est6 en marcha contribuirA a 
resaltar la imagen positiva del Bolivia a nivel internacional 
y a enfatizar el compromiso manifestado por Su Excelencia el 
Lie. Jaime Paz Zamora do apoyar proyectom do dearrollo 
maternoinfantiles. 

En espera de su respuesta, saludamos a ustedes con toda
 
atencimn.
 

Dra. Susana Vald~s
 
SERVICIOS LEGALES S.C.
 

PI0COSJI3
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L' Paz. Bollvia
 

La Paz, March 12th, 1991
 
Cite.Gcia.Asunt.Int.044/91
 

Mr.
 
Carl H. Leonard
 
Mission Director
 
United States Agency for
 
International Development

La Paz,Bolivia
 

Dear Mr. Loonird: 

USAID/Bolivia, the United States Embassy, members of the Banco Centralde Bolivia and Bolivia 's Ministries of Planning and Finance havediscussed using USAID funds granted to 
a Bolivian non-governmental
organization, PROCOSI,in 
a debt conversion. Under the terms of
Bolivia 's debt conversion program, PROCOSI would realize a 50 %benefit on the funds used in the debt conversion.
 
It is our understanding that PROCOSI will use the debt conversionproceeds to fun,' and expand its child survival work,some of whichwill be implemented through the Quipus Cultural Foundation. 
Per our discussion with USAID/Bolivia officials, we look forwardreceiving PROCOSI to"sdebt conversion applicatio-, by April 1,1991. 
 As
I have Indicated previously, this application will receive a promptand sympathetic review by the Central Bank. 
 Assuming that the application is satisfactory, the Central Bank expects to assist PROCO.iand its advisors identify potential sellers of commercial bank debtat S.11 per dollar. I am highly confident that if PROCOSI 's application order, ifis in and funds are available to complete the transaction, a successful transaction can be assured. 
It is our current intention to assit PROCOSI use up to $ 5 million ina debt conversion. You can be assured of my office 's support with
this matter. We have reviewed the local currency disbursement effectof such a transaction and assurecan you that local currency funds 

//2..
 



APPENDIX I
 
Page 9
(/2.. 

DMUi:ccio0 TC;IZGnAnCA BANCO CENTRAL DE BOLIVIA 
"NAVIANA" 

Ccj',n Poatal No 3118
 
L'2 Paz- Bolivia
 

Cite. Gcia. Asunt.Int.044/91 

- 2

will be availablo Jr . timely manner upon the closing of the transac
tion. As you unde.stand, however, time is of the essence with the 
respect to the Central Bank's ability to ensure that commercial debt 
will bo availalo for a conversion transaction. 

Sincerely yours,
 

/ CCAu0r11 Aulaos INILIONAL" 

EA/clak 


