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Executive Summary

This study evaluates a potential debt converszion transaction
to enhance the amount of local currency PROCOSI can obtain per
dollar of AID financing. The additional 1local 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 proposaed debt conversion will be
to.- obtain the Central Bank’s approval to conplete 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 oktained, 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 collateralized, 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 transacticn will yield 50% more local currency
to PROCOSI than wouid 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, 2zll 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 vaiuve 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 total return from the debt conversion 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 gener:te 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 actuzl amount of the debt conversion depends largely on
AID’s ability to orovide resources to PFCOSI early in 1991. After
consultations with Mission staff, PE3COSI proposes an immediate
disburser ent from AID of $5 million. issuming that it can locate
creditors 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 availakle 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 rresults 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 Boliviaz has the necessary funds and the
willingness of commercial creditors to proceed, the remaining stock
of debt may disappear. Thz 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 PROCOSI 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 ortion because ¢f the higher priority the
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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 prablem,
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 fails because debt is not available at an
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 tha cenversion 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 has 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 vas effectively a dollar-denominated,
non-interest bearing account. This mechanism protected the
investor against the pocsibility 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 problen.

Since PROCOSI wishes t.0 use the resources 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 tc 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
carriesd 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 wili 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. Management Issues

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 Centrzl 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.S5.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.

~-~IN pPreparing this report, DDF contracted with and benefitted
from close collaboration with the Bolivian law firm of Servicios
Legales S.C. {SLSCj. 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
informaticn, (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 informatiorn was gained primarily
through DDF’s visits tec Bolivia in September and December, 1990,
and March 19¢1.

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 pregram
can offer significant 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 end risks that NGOs should consider before
using debt conversions to support their Bolivian programs.. )

DDF’s conclusions in this report are based en certain
assumptions about the intentions of PROCOSI and AID. 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 menths 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 FROCOSI 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. DOF 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 Banlk,

-- counselinyg 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 (inclvding 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 DDI' and SLSC.



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 canceled in thess 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 $0.15 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 NGO 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 1legally 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. ¢Spanish
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.)



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
providing 16.5 cents in local currency for each dollar of debt
canceled and assumes that the NGC 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 agrecement 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 ccmmercial 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 PROCCSI
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 dollai 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 BRank officials have
indicated that NGOs might have recourse to an alternative form of
debt conversion. Under this alternative, NGOs would purchase and
exchange 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 jin interest
pvearing financial instruments, it receives the full value instead
of the value depreciated by inflation (the "discounted vzlue") of
the funds that AID makes availablie 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 permit 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: Figancial Alternatives

Table A shows how $5 million of AID financial assistance might
be used with and without a debt conversion. The analysis assumes
(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.



Assumptions:
1. Inflation Rate (US $) =
2. Interest Rate on USS$
(in Bolivia) =

3. Debt Conversion Yields a 50 % Gain

Features ' AID
Disburs.
A Noininal Disbursement, 5.0

No Convers. or Interest

B Immediate AID Disb.,
Debt Conversion,
Proceeds Paid & 5.0
Expended Over 5 Yearsg,
No Interest Earned.

B Immediate AID Disb.,
Debt Conversion,
Proceeds Paid immed. 5.0
Invested and Expended
Over 5 Years

D Immediate AID Disb.,
Debt Conversion,

Proceeds Paid 5.0 ,

Immeciately, Invested,
Interest Only Expencied

E Immediate AID Disbh.,
Debt Conversion,

Proceeds Pgid Out 5.0 .

immediately, Invested,
Interest Expended w/out
Decrease in Fund Value

5X.

12%

Table A

PROCOS! : Analysis of Various Expenditure Options

All amounts in US $ millions

Current Dollars

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

1.2

1.5

0.9

0.5

Expenditures
1992 1993 1994
0.9 1.0 1.1
1.4 1.5 1.7
1.7 1.9 2.1
0.9 0.9 0.9
0.6 0.6 0.6

1.8

2.3

0.9

0.7

Total JResidual

Total

7.5

9.5

12.0

Expend} (Endow. )
....... | PO
5.0 0.0
7.5 0.0
9.5 0.0
4.5 7.5
3.0 . 9.4
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1991

1.2

1.5

0.9

0.5

T A Total 'R

1991 Constant Dollars (Approx.)

-

esidual Total
1992 1993 199 1995 Expend,(Endow.)

Expenditures |

1.3 1.4 1.4 1.4 6.7 0.0 6.7

1.6 i.7 1.8 1.9 85 0.0 8.5

0.9 0.8 0.8 0.7 4.1 6.0 10.1

0.5 0.5 0.5 0.5 2.7 7.5 10.2



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
expanditures (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 progran.

Option C. Option C assumes a $5 million debt conversion,
the immediate disbursement of local currency proceeds equal to
$7.2 "illion 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 1is 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 adeqguate) savings fund to sustain the
PROCOSI program.
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Option 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 vilue 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 te 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 IX.C. provides additional information on these
variables.) No Bolivian taxes will be applied to NGO debt
conversions. ,

B. Costs and Benefits to Other :rarticipants

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 goverrment 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 here.) 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 PRGCOSI (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 absve-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 $7.5 miilion 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 i1ts activities should evaluate the following special
considerations and ris’s 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 deht 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 cents on the dollar. 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 neseded to undertake a
debt conversion, there may Le no commercial bank dzbt 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 seceking 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-back 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 $0.11 buy-back offer. In that event,
the government and DDF believe thac some of these "hold-out" banks
may” be amenable %o selling at that price to NGOs carrying out
humanitarian projects.

NGOs seeking to carry out debt conversions also face potential
competition fcr 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 firsc core, first served,
basis.

Once the 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 ILocal Currency Proceeds

. A successful NGO debt conversion depends on the government’s
ability and willingness to disturse 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 Boli.via 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 SLSC, 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
@s 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 gank, 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 rxisks 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 Macch. This action would eliminate the risk that.
deteriorating econcmic or political conditions would imperil the
disbursement to NGOUs. (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
- fram-~the Centrz] Bank over time, NGOs can partially mitigate
disbursement-relsted risks by building funding flexibility into
their financial plans and Applications. 7Tn 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 Aayreement 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/Raa. 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 wmay help ensure that the Central Bank performs its
agreements to disburse proceeds according to agreed-upon schedules.
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cC. Maintaining 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 of 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 NGO 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. 1If 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 peed . 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

INANC ENEFITS FROM A DEBT CONVERS
(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 holding 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 preliminary 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 1local currency accounts that are
denominated in dollars and that currently pay interest rates of
about 14%. well irn 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 prograns.
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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, reccnvert 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 float against the dollar. cCurrently, there is no shortage of
deTérs 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
who 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 associ~ted 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 Auditing

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 1V
provides a discussion of financial and management issues facing
PROCOSI and AID.)
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IVv. The Mechanics of the Debt Conversion Program

Bolivia’s debt-for-development program for NGOs is governed
prlmarlly 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
pr8cess 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.

Central 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 way contact) creditor banks that it
believes are willing to sell debt eligikle 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 "NGC 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. 1If the Central Bank chooses not to disburse the Proceeds
in a iump 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 activ1t1es, 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
managlng (investing) those resources in a manner that ensures
maintenance of value.
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V. PROCOST and AID Management Considerations
A. PROCOSI Financial Management

Assuming that the Government of Bolivia agrees to the
immediate disbursement of proceeds, DDF recommends that PROCOSI
placo all of the proceeds of the debt conversion into term deposits
¥n 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 abuut
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 tc 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 1leave 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 =ndowment, 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 estnblished 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 Management and Prccedural Issues

Assuming that AID approves the PROCOSI II project and its
proposed debt conversion, DDF recommends that the Authorization
inglude 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,
PROCOST 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 ligquidated 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, 1%91
The Central Bank approves the Application.

May 2, 1991
PROCOSI makes funds available for the conversion; the bank
creditor makes a formal submissiorn 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.



Appendix B

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

The Debt-for-Development Foundatiog'

The Debt-for-Development Foundation is a United States rot-

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
Coalistion;, Inc. ("DDC") Mr. Ross has a Ph.D. in Econcmics 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 Exzcutive 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. Be has held senior level
managerial positions with AID in Africa and Latin America and has extensive
knowledge of development programs. Mr. Wein holds advanced degreas 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 ar. 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 barnk creditors.

Dr. Valdes has studied law in Bolivia, Spain and the United States.
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REGLAMIDITO

I DEFINICIONTES

Todos los términos utilizados en est Reglamento tienen el mism
significado que en el Reglamento para la Emisidn de " 3Zonos a
Inversidon" aprobado mediante Resolucién de Directorio N°. g0/,

las definiciones expresas siguientes:

Entidad Elegibler Es aguella entidad sin fines de
legalimente cstablecida_ en Bolivia, «c¢ue cuecate ccn ore <
gratuitos de asistencia, beneficencia Y desarreollo social o aque soc
una Institucidn ge Preservacidén del ifedio ambientc.

Entidad Aceptaday Eg aquella " Entidad Alegible” que prusen%c S4
solicitud p2ra canjear " 3onos de Inversidon" por “Inversicned con
Premio". vy que obtenga ‘el dictamen favorable del Directoric del
B.C.B.,0 del Ministerio de Asuntos Campesincs 7 Acgromecuarics
conforme al articulo 24 incisos e) y f) cdel =Heglamento smara ie

Emisidn de 3onos de Inversida.

Auditores IExtermcss Para fines de este Reglamento  son aguellias
firmas de auditoria externa, que operan en Doliwvia registrades, ante
los organismos competentes vy aceptadas nor el 3.2.3. cecno
habilitadas para emitir los informes recueridos arn ol presente.

B.C.B.t Banco Central de Bolivia

II REQUISITOS

ARTICWLO PRINMERO.-Toda " Entidad , Elegible" «quc deses utilizar
"Bonos d€ Inversién" para financiar prograras de asistencia ¥
desarrollo social, deber§ presentar al 2..C. 3., una solicitud por
escrito a la cual deber§ adjuntar la documentacid: recquerica en este

Reglamento.

ARTICULO SEGUNDO.— La solicitud para utilizar "Sonos de inversién?
presentada por Entidades de Asistencia y Desarrollo Social, debe ir
acompafiada de la siguiente documentacidng

a) Estatuto orginico o documento constitutivs de la° entidad
solici;antc en el que se evidencie Gue. es una "Entidad Elegille"
Y enzel que se disponga expresamente que la totalidad de sus
ingresos y su patrimonio, estdn destinados exclusivamente a fines
no lucrativos de asistencia, desarrollo social o de
beneficencia; que en ningQn caso podrin ser distribuidos directa
nl  indirectamente entre sus asociados, ¥ que en caso de
liquidacidn, su patrimonio deberi distribuirse eantre entidades
sin fines de lucro, de asistencia, beneficuzncia o desarrollo
socidgl.

b) Documentos originales que acrediten la Personeria Juridica de 1la
"Entidad Elegible"” en ol pais.



c)

d)

e)

£)
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Dccumentos que acreditzen suficientemente a  los perschercs v
representantes legales de la "Zntidad Zlegible", en zanfsrmidad
a lo estahlecido por su estaturo o Adocusnecnto constitutivo,

Zl presupucsto de gastos corrientes y capitzsl de inversiones 4o

. - e . - . .

la "Entidad zldgible", en el que estén especificadas 3
gastos destinados exclusivamente a Programas gratuitos (o
asistencia y desarrollo social a ser ejecutados @ maner
Sistematica

El total del prenmio otorgado deke ser utilizado exclusivamente on

-

incrementar el bresupucsto de los gastos indicados anteriomnento.

.

Esto quiere decir Qque el total g&a la partida precupucsicria
destinada a los drogramas mencionadcs debe estar incremenzada,
por lo menos el monto cguivalente al premio, en relacidn a2l e
presupuestado. para dicha partida en la gestidn z
inmediatamente anterior a la fecha ae presentaciin  de ls
solicitud al B.C.3. por la "Entidud Zlegible".

A opcidén de la "Enticad Elegible" el incremento buede efectuarsze
solamente en el dresupuesto para la gestidn en que se prascncza 1

solicitud, v/o en los futuros Proyectados. Ea este 4ltims <230
deben presentarse zambién las Proyecciocnes ce zresupuestn on oo
que se ha distribuido el prenmio.

Certificacidn de vuvna firpa de “"Audi:tores Zxternos," sghrz la

naturaleza y volfémen de las operaciones mancjadas Y controlad:s
por la “Entidad Elegible" durante todo wl afo fisc®l anterior al
de la solicitud, indicando explicitamente el presupuncs ce
gastos destinados exclusivamente a brogramas de Desarrsllo y
Asistencia Social Gratuitos. '

Certificados de los "Bonos de Inversién" endosados en favor de la
Entid~d Elegible.

ARTICULO TERCERO.- El B.C.BD. revisari 1la documentacidn:

'q)

b)

Si &sta’ fuera observada, ser§ devuelta a la "Entidad Elcgible"
especificando los motivos de la observacidn, en cuyo caso é&s:
deberd " ser presentada nuevament cuando las observaciorcs

hubiesen sido subsanadas.

Una vez que la "Entidad Elegible" hubiese cumplido con. todos los
requisitos, el Directorio decl B.C.B. emitird un dictamen sobre la

solicitud presentada.

ARTICULO CUARTO .-~ 56lo las entidades interesadas en la

breservacion d-l medio ambiente, sin fines de lucro, deben presentar
al B.C.B. los siguientes documcntos;:

d!

}
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a) Solicitud para 1a utilizacién  de Bonos ¢e Inversidn  para
financiar Programas especificcs de  precervacidn del  meii
ambiente sin fines deo lucro.

ry )

b) Resolucidn dey Ministerio do ASUNtos Campesinos con diztaie;
favorable,

[ ]
¢) El presupuesto de la "Entidad Elegiple" en el que 5 Spacif
las partidas .destinadas exclusivamente ga fines de oros

del medio ambiente.

®
o
13
[
(>

El total del premio otorgado debe ser utilizagdo exclusivamznce on
dacis

incrementar lag partidas antes mencionadas. Esto Guiaero
que esas partidas deben estar incromentadas en p
monto equivalente a) premio en relacidn a dichas parcids

Presupuestadas en la gestién fiscal inmediatamente antaricr a2 g4
fecha de’ presentacidn de la solicitud al B.C.3. por 1la "Lntidag
Elegible". '

A opcidn de la "Entidag Zlegible", el incremento puede cs
solamente en el Dresupuesto para la gestidn en sue se Brezanta
solicitud, Y/o en los futuros proyectados. =n este {l=-: o
deben presentarse tambidn las froyecciones de Presuopue
que se ha distribuido e] premio.

d) Los recueridos en el Art. 2 inciso £) de cste Reglamen:zo,

El B.C.B. revisarji la documentacidn, Y si &s:ca as obsexrvada, szord
de aplicacién el inciso a) del Articulo 3ro.

Una vez que el B.C.B. obtenga 1la documentacidn raguorida,

. -

. €omunicard a la Entidag Elegible mediante oficio su decizisn.

ARTICULO QUINTO.- El B.C.B. se reserva el dcrecho de calificar v
elegir las &reas de asistencia social y prescrvacida del medins
ambiente de acuerdo a.prioridades en &stos brdenes:

ARTICULO SEXTO.- E}l Premio seri depositado, en el BE.C.3. en una
cuenta en fideicomiso, a nombre de la "Fntidad Aceptada"

‘Para . retiro de log fondos de la cuenta en fideicomiso nor las-

"Entidﬁﬁes Aceptadas", serj. requisito indispensable que una firma de
"Auditétes Externos" certifique que  hasta 15 dias hibiles
anteriores a ila fecha del retiro efectivo los §astos corrientas y
capital - de inversiones destinados 2 Programas gratuitos 4o
‘asistencia Y desarrnllo social se hayan cumplido en ¢l modn con que
estaba previsto en Su presupuesto. Tratindose Qe una Entidad dec
Preservacidn del Medio Ambicnte, el retiro de fonidos s¢ cfectuara
previa certificacign de una firma de "Auditoria - Extacnan que
acrediten que log fondos han 5ido utilizados welusivamenie  an
Programas de Preservacidn del Medio Am iente.
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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 THE 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 Inveetment 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.

X11/6/88

[Signature]



[Signature]

[Signature]

[Signature]
[Signature]

GOVERNOR
Central Bank of Bolivia

APPENDIX C
Page 7

[Signature]
[Signature]

GOVERNOR
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Central Bank of Bolivia

Board of Governors

REGULATIONS
I DEEINITIONS

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:

Eligible Entity: 1Is that non-profit entity, legally egtablished 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

Accepted Entity: 1Is 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 c) and f) of the Regulations for the Issuance of Investment Bonds.

External Auditors: 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

JI1 _REQUIREMENTS

ARTICLE ONE.~ Any "Eligible Entity" which wishes to utilize "Investment Bonds"
to finance programs of assistance and social development must pregent to the
C.B.B. a written application to which there must be attached the documentation

required in these Regulations.

ARTICLE TWQ. -~ 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 distributed among non-profit entitjes of
assistance, welfare or sacial develnpment

b) Original documents which establish the legal Status of the "Fligible
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 cspital 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".

ARTICLE THREE. - The C.B.B. will review documentation:
a) If there is a comment indicated on the latcer, it will be returned to the
"Eligible Entity" specifying the reasons for the comment, in which case it

must be presented again when the comment 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.
ARTICLE _FOUR, -~ Only entities aecnrerned with 1le juager—cation of the
environment, non-profit, must present the fnllowing documents to €.B.P.:
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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.

¢) The budget of the "Eligible Entity"” in which the items assigned
exclusively to purposes of preservation of the environment are specified.

. The total of the interest granted must be utilized exclusively to increase
the aforementjored 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 1n 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.

ARTICLE FIVE, - The C.B.B. reserves the right to qualify and choose the areas
of soclal 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.

i)
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A Debt Plan to Aic Bolivian Children

By SHIRLEY CHRISTIAN

Special s The Mew York Thmas

LA PAZ, Bolivia, Dec. 13 = Further
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Bolivian Debt Swap
Hikes Aid to Children

By Yames Patnter
Speciel 16 The Oivistion Scionce Maniter

e I LA PAY, BOUMVIA

MPROVING the dire living conditions endured by many Bo-
I livian children is the aim of an unpreccdcmcddphn to swap

a quarter of the country's commerdial bank debt for pro-
grams to aid children and preserve Bolivian culture.

The United States Agenc for International Development and
two private agencies, Save the Children Federation and Foster
Parents Plan, are expected to donate between $5 miltion and $l0
million to help Gnance the plan, This money will be used to buy
back at least $45 million of Bolivian debt on the secondary
market, where its current value is 11 cents on the dollar.

The “debt-for-children" plan is a new twist on the debt swap
theme. If; a3 seems ceruain, the plan is approved by the Bolivian
Central Bank, Save the Children and :e ther organizations will
receive a 50 percent premium on the debt paper. Between $7.5
million and §18.5 million will be used for health, education, and
water projects to help children across the country,

UNICEF's latest report on the world's children confirms
Bolivia's position at the bottom of the South American poverty
league. Last year, 165 Bolivian children under five years of rge
died for every 1,000 live births, More than half of childrer: oe-
tween two and three years old are malnourished.

“International satstics show there is a direct correlation be.
tween a country's ger capita debt and child mortality,” says David
Rogers, Save the Children's director in Bolivia. “So by reduding
Bolvia's debt, in the long run we hope we can mak.e inroads into
mortality rates.”

Foster Parenu officials are also hopeful the swap vill help their
pro for children. In Catacora, a rural community tucked at
the base of the eastern range of the Andes mountains, Foster Par.
ents already have several {icalth, education, and sanwation pro-
jects going - which could be expanded if the swap comes off.

In one tiny thatched cottage, the family of two-month-old
Javier Marcos Machicado sat in mourning for him. Javier had
died the previous afternoon of illnesses wEose causes are attrib.
uted to malnutrition and sanitation in the area.

"With just a litde more money, we are convinced we could re-
duce the chance of this happening,” says Victor Ramos, Foster
Parenus’ program chief. “This child should never have died.”

Part of the money from the “debt-for-children™ swap will also
go toward funding a new Museum of Popular Art and gullure to

¢ built in the heant of the capital, La Paz. The museum will in-
clude a craft village and a children's section designed to promote
appreciation of Bolivian cultupa,

“Boliviz has one of the richest cultures in the Americas, and
makes specuacular textiles - protably the finest in all Latin Amer-
i2, says Peter McFarren, who heads the Quipus
Foundation, which is orchestrating the “debt-for-children™ swap.

“We will be reviving Bolivian handicraft traditions and at the
same ime providing employment for hundreds of Bolivians,” he
adds. At the eraft village artisans, particularly Aymara and
Quechua Indian women, will be given credits, special training
programs, and assistance 1o market handicrafis in the US.

15!‘:: Wuhinflon-bued Debt-for-Development Foundation,
which has completed debt swaps in a number of Latin American
and African countries since its inception thres vears ago, is pro-
viding technical and legal advice o uipus and other groups.

Its most recent success was a $5 million “debt-for-education™
swap in Ecuador, which established an endowment to dprovide
scholarships at Harvard University for Ecuadorian students. If
the Bolivian deal'comes off, it will be the largest debt-for-develop-
ment swap to date. .

Since 1987, successive Bolivian governments have with money
mosuy donated from European governments, bought back about
$500 million of $700 million owed to commerda! banks. One pos-
sible obstacle o the debt.for-children swap is that Citibank and
other banks want a better deal than the current lelfem:m return
on the nominal value of the money they are owed, .

“For the banks, the money is jpeanuts,” Mr. McFarren says.
“Citibank is owed $28 million which it will never get back fromy

the government. The banks could make an impomns gesture

and say, ‘Yes, we would like to help Bolivian children.'

Appendix D
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La Paz, viemes 7de sepuembre de 1990

Representante de “Coalicién Deuda

por |

El represente de la “Coali-
cién Deuda por Desarrollo” con
scde en Washington, Owen Ku-
pferschmid, llegard a Bolivia,
invitado por la Fundacién Cul-
tural QUIPUS de La Paz, el
préximo dia 8 para entablar ne-
gociaciones conautoridades del

‘gobiemo y representantes del -

‘sector privado en aspectos refe-

ridos a la financiacién de pro- -
yectos especiﬁcos mediante

programas de .canje de deuda
exterior por desarrollo.

La “Coalicién Deuda por
Desarrollo”, establecida hace
tres afios, aglutina a reconoci-
dasuniversidades, cooperativas,

,centros de mvesugacxén agrf- -
colay. orgamzacwnes pnvadas ,

de voluntariado estadouniden-
ses. . _
Desde sucreacién, la CoaJi-

Desartollo” llega a

ciénha negociado aproximada-
mente un monto de 132 millo-
nes de dblares en diversos pro-
gramas de canje de deuda exte-
rior por desarrollo.

Uno de sus logros més re-
cientes, fue la negociacién
efectuadaentrela Coalicién yel
gobierno del Ecuador, acuerdo
mediante el cual se ha concreta-
doun can_;e de “deuda por edu-
cacién”, por un monto de cinco

millones de délares, entre ia
+ Universidad estadounidense de
Harvard y el gobiemo ecuato-
riano, cambio que permitird a
-docentes y estudiantes de esta
regién andina,’ estudiar. en la’

mencwnadd universidad norte-
amencana
"Durante su estadfa en La

Paz, Kupferschmid se reunird
* con autoridades del gobiemo y

@ana

ejecutwos de Ia banca estatal y -

‘privada,. con ¢l propésito de -

identificar ‘4reas deinterés para
el desarrollo de programas, asf
como evalvar un paquete pre-
liminar de.proyectos como la
creacién del Museo de Artes

.y Cultural Populares en La

Paz. ..
Mediante los progmmas es-
pectficos, se prrveerd capacita-

* cién y desarrollo artfstico a di-

VErsos grupos artesanales, con
el fin de mejorar la actual cali-

" dad de sus productos e incenti-

var una esmerada produccién
de artfculos artesanales.

El. proyecte incorpora un
programa de exportaciones y
un fondo rotatorio de préstamos
a. pequeiios -artesanos que per-
mita optimizar su actual nivel
de produccibn.’
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The Value of Eolivian Series A
Iavestment Bonds Nvertime

Year Present Value of Value of Bond

Investment Bond with Premium Cremium
0 11.00 16.50 5.50
0.5 1150 n 561
T 1202 17.13 5.1
1.5 12.56 1838 5.82
13.12 13.06 594
25 13.712 18.76 6.04
3 1434 2048 6.14
35 19 1.3 625
4 15.66 22.01 635
45 16.37 22.82 6545
5 17.10 2366 656
5.5 17.88 24.53 6.6
6 18.68 2543 6.75
65 19.53 2636 6.83
7 2041 21.33 6.32
1.5 2133 2833 7.00
Y 2.28 2337 7.08
8.5 2330 3045 2.15
S 2435 31.56 1.21
9.5 2545 3272 1.2
16 26.60 33.92 132
10.5 21.80 35.17 7.37
11 29.05 3546 141
11.5 30.36 37.80 7.44
i2 31.73 39.18 745
12.5 3.17 40.62 145
13 3466 4211 145
135 3623 4356 743
14 37.86 45.26 740
145 39.57 4692 735
15 41.36 48.64- 7.28
155 4322 50.42 1.20
16 45.18 5228 7.10
16.5 .21 54.19 6.98
17 4935 56.18 6.83
175 5157 .58.24 6.67
18 53.90 60.38 648
18.5 5633 62.60 6.27
18 58.88 64.83 6.01
19.5 6153 67.27 5.24
20 6431 69.74 543
20.5 67.21 7230 5.08
21 70.25 74.95 4.70
215 1342 71.70 428
2 76.73 80.56 3.83
225 80.19 83.91 332
23 83.81 86.58 2.1
225 87.60 89.75 2.15
24 91.55 93.05 1.50
245 95.68 3646 0.78

7 100.00 100.00 8.00
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A
'Qﬁg,
Sefior

Dic. Fecterto Durbery

Gerente de Asunice lnterovacvicnales:
sANCO C3INTRAL T'F BOLIVIA
Ireseols. -

Distingoido Or. Gerente:

Jomn ee de @u Lonotlmiento, ealeten varias canclLades aia fines
d&e  luero Interceadas en pertbticipar Jdel programa da Bonos de
aversicén que . lene el Bauco Central de Belivia (BCB).

entidad que
fines de

vebt--for-Develvpnent Fouadesdii (LD¥F), e¢g 1la
coordlantd la garticlpaciér Jo dichas entidades ein

LdCro e vl pruarama  de biroes antes menclonado. Pars tal fin
{DDF), Dbesanduse en el Acegoramisento lsgal del extudi..

Juridice que reyrecenlo, ha Preparado  un paguete Je&
informacién que serd distribuideo entre las entidades cin fince
de lucro invereseda en purticipar del programa.

lucro, cuyas solicitudes scan
del BCB, sadquirirédn bonog de
como resuitadd Ge un  uueve

Las entidader sin flnec Je
aprobades por el Directoric
inveraidn, emilidos por el BCE,
retiro de deuda por parte del gecllerno de Dolivia., El dis de
ayer, consulte a Ud. telefdnicanente, 81 los ehuve a e
ewltidns por . BCB, producte de un nueve retiro de devda vy
Que eerdn adquiridos por 1l&s enticaues e&.n fines de lucro,
cerédn Bonoe Ju  lrvergién Ja la seris "A", wolstareélizsdos pos

honoe AAA/A&a, tal como =c especifica en el articulo 1% del
"Feglamente Peotua Jz Emleldn do Dones de Irvesdidn” wlaént . o

la fecha, habiendo recibids esu respuesta afirmctiva.

L‘\\‘{
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Puesto que esio puntes Asiw mer inciuiza en el Fagnuie  ac
informacién antes menciconodn.  pide o 3. que tengs Ja
gentlleza de propoveionarncs ane  wenfirmacion cocrits al
respecto, Ju cusl eserd utilizada como  respaldu itgo) por
rarte nucgtra.

Agradeciendo su conpsracion en asoe Lidas, az2i como el valiceo
4700 5d@ hd venlido prediaanis A owsbe  prosecto, lo salude con
toda atencién.

. L4
aervlioinveg Lega

boaoe anseo barderi.car
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MNAVIAHAN C —— e
Coitn Poctal N 3118
la Paz - Bolivia

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

Sefora

Dra.Susana Valdez
SERVICIOS LEGALES S.C
Presente.-

Sefnora:

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 inversidn en el
pafs, serdn de la serie "A", los mismos que de acuerdo al Articulo
12 del Reglamento para la Emisidén de Bonos de Inversidn deben ser
colateralizados,

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

hn “:ll]“ l‘.f’
i AT o5 BLINIA

Cp/cla
cc.Arch,
Corr.
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Bolivia's External Debt &/

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. 1In
June, 1986, Bolivia's creditors in the Paris Club agreed to a rescheduling of
scme $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.

3/ 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 IIT meetings held in March of 1990, Bolivia
_renegotiated $284 million, or about 17% of its $1.67 billion bilateral debt,
falling due during the pericd January 1, 1990, to December 31, 1991. Bolivia
has asked for - and was granted - the very concessionary "Toronto Debt Palief
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. 1In
September, 1987, Bolivia's outstanding medium and long term debt to Argentina
of approximately $689 million, was resclieduled 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 GNE's debt
buy~back arrangement permitted Bolivia to buy back its debt at 1l 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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RESERVADO

COMITE DE FINANGIAMIENTO EXTERMO
BECRETARIA EJECUTIVA

aCIA blo_003/91,

ACTA RE_LA_REUMION. DEL
CONITE DE_FINONCIANMIENTO EXTERNQ
DEL._DIA VIERNES 15 DE FEERERO_DF_1991

X. En la sala te reunlones del Mindsterio de Flanearmiento
y GCoordinacién, a horas 18100 del dia viornes 19 de
Tabhrero de 1991, w2 idnicia la senién ordinaria deld
omitd do  Financiamiento Externe con  lonm siguientes
saimtontons Lic. Enrique Gareda, dnintro clar
Plansaniento y Coordinacidng, Lic., Ratl Hoada Franldaente
di2l  Haneo Contral  de Enlivia, Lic. Jadme Delgadille
Secretarin Ejeccutive del Comitd dee Flnanciamiento
Externo ¥ el Lie. Roberto Earbery Gerenie de Aaunton
Internacionaled del Fanco Contral de Holivia. Coneduyd
la gewion a horas 168130.

IT. AGELDAN=

Cunte. Unicp.—- Bolicitud de ia Fundacidn Cultural
Wuipus.

{I1.PETERIIHACIONRS ADOPTADAS, =

Eunto. tnieco.~ rue aprabada La a0l d ed tud e 1w
Fundaeidn  Cultural twdpun,  habléndppe
Tirmado la carraoapondiente resolducidn.
Esta antidad habia informado al Fanco
Centra) . de FEolivia Y &l Comite de
Financiamionta Extorno que  divarsaeas
instituciones win  finog de  lucro o
hallaban intercsadan an wtilizar bonon

de inversion para financiayr num
progranas en Folivia. En  egte sentido,
moldclitd que tllchan ingtitucionon

raecibieaen el tojal del valor presente
do lom  bonom, mds el premio de) 90%, on
Cartiticados de Dapdnito (CDn) del Nanco
Central.

i

/ -
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Gl arounente  de La Fundacion estrdba oo
que lat actividaden que  demsarvolla con
Joag aportien te euno  dnstituclones
podrdian, de aeonta manara, beneflclarse
con lom intereaes ganadon y aud mantener
wna  continuidad an vl tiempo. win
reoquerle de  continuan gentionem  para
consagquir recwruos  adlcionales da las
corrospondilentan GAMAL ma bl cen o
donaciones da otras fugnten.

Bl Conitd aprobd qua  las entidades ain
finges de lucro gque participon  en el
Prograna de Bonom do Inversidn, utilicen
los ‘rfondos corraeopondienten a los bonons
Yy sus premiow para  ofectuar depdsitos a
plaze  fijo an bancon del olstema
Tinanciero naclonal, excepto en o] Hanco
Cantral da DBolivia.  on belivianos con
mantandmiento cde valor, eon un plazoe
maxino de diez affon.

Log dnterenen provenientes do  talea
dapdaiton dabon g utildzados en
maritenew Programas do amimtencia vy
desarirollo doclal en el pain,

Asiminmo, ol Comitéd recamendard  al
Directorio del Haneo Canteral de Bolivias

considerar la modlfieacldn del
Raglanento para la emisién de Eonows de
Invarddon Pt viabliizar ol a
operacidn,

Hx

Lice ‘Enrdqgue Oarclia R
Mintatro de Flaneamiento
y Coordinaclin

Lic. dJaime Dalgadillo C.
Secretarin Eincutivao

CGomltd da

Finanaiamiento Externo
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(Presidencia de ta Repiiblica
MINISTERIO DE PLANEAMIENTO
Y COORDINACION
BOLIVIA

COMITE DE FINAMCIAMIENTO EXTERNO
RESOLUCION DEL COMITE DE FINAMCIAMIENTO BEXTERNG No. 003/91,

La Paz, febrero 15 de 1991

VISTOS Y COMNSIDERANDO:

e, exilsten varias entidades 6in fines de lucro interesadas en
participar en el Frograma de Bongs de Invereion del Banco Central
de Bolivia.

ey, alaunas de dichas entidades no pueden crear NUevos programnas
de asistencia Y desarrollo social  en el Ppais o  continuar con
Progiamas  yva existentes, por falta deo Tondos para mantenerloq en
@l futuro.

ey, @) gobierno estd interesado en  promover logs  programas de
agistencia ¥  desarrollo sacial  en el pais Yy en que estos tengan
une duracidn permanente, con el Tin de que  sus efectos gean ma s
beneficlogsos.

Muey a  traves de esta operacion  de Bonos, el pPais no edlo se
heneficiaria con programas de asistencia y desarrollo social silno
que tambilén retirardia nueva deuda externa.

Que, ol gobierno esta interesado en relirar nueva deuwda externa e
impulsar programas de alto contenido social.

Que, alaunos de log Proyectos de estlas entidades sin fines de
lucro se desarrollarian en el Compleio Cultural Santa Rarbara,
que tendrd programnas especifticos an beneficio de la nifez, los
artesanos y los minusvalidos.

Quers @l - Comité de Financiamiento Externo. en su reunion de 1% de
febraero de 19914 considerd la necesidad de encontrar el modo mdés
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adecuado para que las entidades sin fines de lucro e pae bl el pen
en &l Frograma  de Ronos de  Inversion dol HDanco Central do
Bolivia, puedan wtilizar los Tondos pwavmnientem tle los Ronoe de
Inversidn y el prenio corraspondiente, pard mantener profgranan de
asdaterncla vy desarrollo social en el padt.  existentes o por
crearae.

SE RESUELVE:

Frimero.—- aAprobarr quae  las  entidades sin fines de lucro que
Aavticipen en el Frograma de DRonos de  Inversion, utilicen los
fondos correspondientes & log bonos y sus premios para efectuar
depOaiton & plazo fiio en bancos del sistema financiero naclonal .
excepto  en el Ranco Central de Rolivia, en  bolivianos con
mantenimioento de valor, con un plazo maxdamo de diez alos. '

Begundol- Los dintereses provenientes de tales dopdsitos debon oer
utillizados  en  mantensr  programas  de  asistencia  y desarrollo

gocial en el pass.

Terewr .~ Recomencar al Directorio del Danceo Central de Bolidvia,
congidarar la moditicacipn del Reglamento para la emisidon de
bonog de Tnvereidn para viabilizar esltla opoeracidn.

Regdetrese, comundgquese v archiveus.

L e Bnedogue—CGarreda R
Ministro de Flangamiento

y Caoordinaction

lLieg. Jaime Delgadillo C.
Secretario Ejacutivo
Camite de Financlamiento Externo
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SIKECUION TELIGHARICA -
“NAVIANA" BANCO CENTRAL DE BOLIVIA
Caién Poatc! N 3118
La Par « bolivia SENOR

e

OWEN XUPFERSCHMID
FAX 202 - 467 40
WASHINSTON D.C.

L Paz,2] ce Enero do 1991
Cite.Goiu. Asunt.Int. 006/9)

Seflor

Peter Mc Parren
PRESIDINTE

FUNDACION CULTURAL QUIPUS
Presente. .

De nuestra considerscion:

APPENDIX I
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Tenemos ¢l agredo de ecusar recibo de Su nota de facha 28 de
dicienbre pasado, mediante lu cual solicita la confirmacidn de la
posibilided do desambolsar ol valor presante mis el premic de los
Donos. de Inversidn en Cortir icadog. - de Depdsito (CD) del Banco

Central de Bolivia, a las entidxdes-sin fines do ducro,

En principio se considera factible dicha posibilidad, pues nues-

tra Institucidon tienc lu mejor disposicidn para ayudarles

& concre~

tar los objetivos trazedos; sin enbargo les hacencs netar que
hemos pasado su carta junto con 1§ informacidn pertinente a consi-

deracidn del Comité de rinanciemiento Pxterno para su aprobecién.

Abenas tengamcs la vespuests a esta modalidad de operaciédn de
canje de Bonos de Inversidn sc la comunicarencos a la brevedad

posible.

Con este motive, eprowchamos la oportunidad de saludar a usted

my atentamente,

v

Zie Bskrts &, of
Of NS ABUTION BET(ARASTRUM D
by Uintng 9§ AMA

CP/cla
" Areh
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SERVICIOS LEGALES S.C.
C. Loaysa Cdif."Mcak. de Ayucucho”
Primer Piso, Oficina 110

LA PAZ - BOLIVIA
ABOCADOS: Telf2 324349 - 369201 - 367198

Ramiro Quevara Rodrigues Tdex DV 3261 ILLIMAN]

Primiivo Quilérrez Sdachez Tax (599 - 2) 391205
€. Antonlo Mirands Qurmuclo P0.DOX 4122
Bduardo Rodriguot Valtzd LA PAZ - BOLIVIA
Susana Vald(s Andonlla

ASOCIADOS DE:
Dabisovic y Asoclades
(Argeatina y Unuguay)

La Faz, i1 de marzo de 19%1.
CITEIBLEC/BVA/108/91

Seflor

Lic. Radl Boada
Fresidente del

Banco Central de Bolivia

El"gsgn gg [

Distinguido Sr. Presidentel

REF 3 Ronos de Inversion para
entidades sin fines do
lucro.

A nombre de FROCOSI, la Fundacion Cultural QUIPUS y la
Fundacion Deuda por Demarrollo, quisiera agradecer a los Eres.
Armando Mendez, dJavier Pantoja vy Fabaerto Barbery por haber
tenido 1la gentileza de reunirse con los representantes de
estas entidadea el & de marzo del affig en curso. Nuestro
intercambic de ideas en relacidn al proyecto de utilizacion de
Bonos de Inversiodn del Banco Central de Rolivia por parte deo
entidades sin fines de lucro que {trabajan en sectores
prioritarios fue muy - util y demostré a todos los
participantes de dicha reunidon = la seriedad y buena
predisposicion de los @jecutivos de esa institucion bancaria
para que distintas ONG’'s vy entidades &in fines de 1lucro
utilicen el sistema de bonos de/-+inversion para financiar
programas de asistencia y desarrollo social en el pais,

En dicha reunion, el representante dei USAID hizo conocer que,
sujeto a la disponibilidad de tondqs para este propésito y al
acuerde de las partes para llevar ‘a cabo este proyecto, UBAID
tiene planeado proveer hasta cincoimillones de délares a
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SERVICIOS LEGALES S.C.

FROCOBI, que es un congorcio da ONG's dedicadas a financlar vy
desarrollar programas de asistencla en favor del bienestar de
la niBez y la mujer. = En 1la medida en que exiasta mayor
evidencia de que el programa dae bonos de inversion para
entidades ®in fines de lucro se llevard a cabo tomando en
cuenta loas puntos planteados en este oficio, USAID tendrd
mayores posibilidades de qbtener tondos adicionales en favor
de FROCOSI, incrementando de este mado el monto de asistencia
planificado por USAID para Bolivia,

USAID presta suU apoyo a PROCOEI porque es una entidad Gnica
entre las ONG's. Fue creada para coordinar, dar apoyo Y
mejorar 1a calidad y cobertura de los programas de asistencia
y desarrollo en favor del bienestar y la salud de nifios y
mujeres, que llevan & cabo las ONB’'s miembros de PROCOSI.
Actualmente PROCOBI estd4 integrada por nueve ONB's americanas
y una naclonal, pero durante los proximos cinco affos planea
incrementar sus miembros a mas del doble, principalmente con
la ‘ncorporacién de ONBG's bolivianas entre las cuales e
encuentra la Fundacion Cultural Quipug, uno de cuyos proyectos
importantes actualmente es @l del Complejo Cultural da Santa
Rarbara (Musco de Artes y Culturas Fopulares).

PROCOSI tiene planeado enviar, en los primeros cias del mes de
abril del presente afe, una solicitud de utilizacidn de bonos
de inversidn para programas da asistencia y desarirollo soclal.
La solicitud indicara de modo mds preciso la manera en que
FROCOSI opera, los sectores en que los miembros de FROCOSI
desarrcllan proyectos, el criterlo de geleccidn, modo de
evaluacidn, mecanismos de contabilidad vy auditoria de dichos
proyectos. Asimismo, en la. solicitud se presentardn lose
proyectos que actualmente se desarrollan y gque continuaran
1levdndose ' @ cabo con fondos provenientes de lor bonos de
inversion y el premio. En dicha solicitud tambien se
degeribird de manera general el modo ¢n  qu? &e financian los
proyectos que s& planea ejecutar en el futuro, ®in embargo no
e especificardn ni detallaran proyecto per proyecto debido &
que a 1la fecha no ea posible formular loas proyectos que €4

Biorntaran en 8l futura pusadn  gu2 oy dnrmulacisn v sprobaclidn
responde & la afiliacien de nuevas ONB’'8 y las necesidades
criticas que tiene el pais en cada momento. Deseamos

enfatizar que dichas prayectos se desarrollan dentro de un
4Ambito preestablec’do por FROCOSI vy USAID, siguiendo el metodo
do seleccion descrito anteriormente.

Creemos que este tipo de solicitud estd de acuerdo y es
consistente con la actual posicién del Banco Central de
Eolivia en relacién a la utilizacion de Konos de Inversion por
parte de entidades sin fines de lucro.
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Como explicamos a los ejecutivos del Ranco Central de Eolivia,
uno de 1los mayores problemas que enfrentan las entidades sin
fines de lucro, es el de no contar con Tondos para mantener
sus programas de asistencia vy desarrollo social en el pals,
por lo que muchos de ellos tienen que ser cancelados. Nos
parece muy importante hacer qua estos programas tengan una
duracién permanente, para asi{ lograr que sus efectos cean mas
beneficlosos. El modo de lograr este propdsito es que el
Eanco Central autorice a las entidades sin fines de lucro la
utilizacidn de 1los fondos provenientes de loe bonoe de
invarsion y sus premios correspondientes, para efectuar
depésitos & plazo fijo en bolivianos con mantenimiento de
valor y por un plazo mdximo de diez afos, en los bancos del
sistema fimanciero nacional con excepeidn del Banco Central de
Bolivia. Los intereses provenientes de dichos depésitos
serdian utilizados para mantener los programas de asistencia y
desarrolle wsocial de las entidades #in fines de lucro Que

obtengan la aprobacién de su solicitud, por parte del

directorio de esa institucisén. Adjuntamos & la precente la
Resolucidn del Comité de Financiamiento Externo N2 Q0X/90 que
da su aprobacidén a la utilizacidn de este método.

A la fecha, USAID esta efectuando tramites para lograr fondos
adicionales para Bolivia, los mismos que estardn destinados a
FROCOSI . Bin embargo, antes de concretar la tramitacion de
fondos adicionales, USAID, PROCODSI Y la Fundacién de Deuda por
Desarrollo necesitan saber si el Directorio del Banco Central
de Poldivia estaria en condiciones de otorgar su aprobacién a

SmlADAALN oL Jl el tldade e adi Taiii o uE savel W €11 dds ULEl
- 68 describird de manera general las &reas en las que
ge desarrollaréan los proyectos, el criterio
utilizado para seleccionarlos, el moda de
evaluacidn y 1los mecanismos de contabilidad vy
auditoria de dichos proyectos, sin que sea

necesario que se especifique y detalle proyecto por
proyecto, debido a las razones antes gefaladas)

- las entidades sin fines de lucro puedan utilizar el
sistema do depdsitos a plazo fijo en las condiciones
antes indicadas vy

- en caso de no existir deuda externa disponible por
montos suficientes, las entidades @ein fines de lucro
puedan adquirir bonos de inversion ya emitidos.

En fazz de Gus &) Cifeciuriu @pruebe estos tres puntos, les:

agradeceremos que tengan la gentileza de hacernos conocer por
escrito la decisién de ese alto cuerpo ejecutivo a fin de que,
respaldados en dicha aprobacién, tanto las entidades sin fines
de lucro Iinteresadas como con USAID, puedan iniciar los
tramites respectivos para pregentar sus solicitudes.

APPENDIX I
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Agradecemos la cooperacidn vy gran apoyo recibido por parte de
todos los ejecutives del Banco Central en lograr el éxito de
este programa, gque dindudablemente tendrd una repercusion
paesitiva en faver dael pais, como puede verse en log recortes
de prensa aparecidos en el New VYbork Times vy en el Cristian
8cience Monitor que adjuntamos a la presente. No dudamos en
qua una ver que el programa esté en marcha contribuird a
resaltar la imagen positiva del BRolivia a nivel internacional
y & enfatizar el compromigo manifestado por 8u Excelencia el
Liec. Jaime Paz Zamora da apoyar proyectos de desarrollo
materncinfantiles.

En espera de &u respuesta, saludamos a ustedes caon toda
atencidn.

Dra. Busana Valdés
SERVICIOS LEGALEB S.C.

PROCOST.BCB
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La Pur - Beolivia

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

Mr.,

Carl H. Leonard

Mission Director

United States Agency for
International Development
La Paz,Bolivia

Dear Mr. Leonard:

USAID/Bolivia, the United States Embassy, members of the Banco Central
de Bolivia and Bolivia ‘s Ministries of Planning and Finance have
discussed 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 usa the debt conversion
proceeds to fun? and expand its child survival work,some of which
will be implemented through the Quipus Cultural Foundation.

Por our discussion with USAID/Bolivia officials, we look forward to
raceiving PROCOSI ‘s debt conversion applicatio by April 1,1991. As
I have indicated Previously, this application will receive a prompt
and sympathetic review by the Central Bank. Assuming that the appli-
catlon is satisfactory, the Contral Bank expects to assist PROCOSI
and its advisors identify potential scllers of commercial bank debt
at S.1l per dollar. I am highly confident that if PROCOSI ‘s appli-
cation is in order, and if funds are available to complete the tran-
saction, a successful transaction can be assured.

It is our current intention to assit PROCOST use uwp to $ 5 million in
a debt conversion. You can be assured of my. office s support with
this matter. We have reviewed the local currency disbursement effect
of such a transaction and can assure you that local currency funds

//2,.
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Cei4n Posial N* 3118
i Paz - Bolivia

Cite.Geia.Asunt,Int.044/91

will be available ir . timely manner upon the closing of the transac-
tion. As you understand, however, time is of the essence with the
respect to the Central Bank’s ability to ensure that commercial dobt
will ba availale for a conversion transaction.

Sincerely yours,

:ARNTE AGUNTOS INTERNICIONALES
“ DANCD CENIASL OF AUl

/ /é?a Polerte Bmbiry off

EA/cla



