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OBJECTIVES 

The African Development Bank is playing an important role in helping its member
 
governments deal with the interrelated problems of economic growth and external
 
indebtedness. To enhance its effectiveness in playing this role, the African Development
 
Bank will hold one seminar for senior management and two workshops for Bank staff
 
members on the subject of debt conversion.
 

The objectives of these sessions are: 

(1) to enhance Bank management and staff understanding of the potential 
role of debt conversion in achieving economic growth, resource conservation, 
or other national objectives; and 

2) to thoroughly familiarize Bank staff with the mechanics of debt conversion 
transactions, both so that they may provide member governments with 
competent, objective advice and so that where it makes sense to do so they 
can incorporate debt conversion in individual projects. 

SUMMARY OF TRAINING SESSIONS 

1. Seminar for ADB Senior Management. The ADB will hold one one-day seminar for 
senior Bank management (Vice Presidents, Executive Directors and Directors, and Division 
Chiefs) on 5 March 1990. This seminar will include presentations on types of debt 
conversion transactions ard their potential benefits and drawbacks to implementing 
countries as well as ways in which the Bank could address debt conversion both in their 
country programs and in individual loan transactions. The seminar also will include step
by-step description of an actual debt-equity swap and a debt-for-nature transaction carried 
out in Africa. There also will be substantial discussion by the participants themselves. 

2. Workshop for ADB Staff. Immediately following the senior management seminar, 
the Bank will hold two consecutive two-day training sessions on debt conversion, one in 
English (6-7 March) and the other in French (8-9 March). Participants will include 
operational staff (in particular, financial analysts, loan officers and economists) and selected 
Treasury, legal, and other staff. Each training session will include both the senior 
management seminar presentations and more intensive working-group discussion of how 
Bank staff may consider debt conversion in the context of overall country programs, tinder 
what circumstances it may be beneficial to consider debt conversion as part of a specific 
program, and the mechanics of undertaking a specific transaction. 
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AGENDA
 

AfDB ONE-DAY SENIOR MANAGEMENT SEMINAR ON DEBT CONVERSION 

5 March 1990 

9:00 am Call to Order -- Mr. G. Aithnard, AfDB Director of Training 

Introduction and Remarks -- Mr. G. Avika, Vice President, AfDB 

Remarks -- Mr. Kenneth Brown, U.S. Ambassador to Cote d'lvoire 

9:25 Moderator -- Dr. G.M.B. Varissa, Division Chief, Country Programs, 
NCPR.5, AfDB 

9:30 Overview of Debt Conversion -- Mr. Eric Hermann, FH International 
- Types of Debt Conversion Transactions 
- Potential Benefits and Problem Areas 
- Review of Debt Conversion in Africa and Worldwide 

10:45 Coffee Break 

11:00 Potential Application to AfDB -- Mr. Samuel Hale, Jr., IRG President 
- Country Programs and Policies 
- AfDB Projects/Loans 
- Private Sector Projects 

11:45 Discussion 

12:30 pm Lunch 

2:00 Debt for 
Coalition 

Development -- Mr. Jack Ross, Debt for Development 

2:30 Structuring Debt Conversion Transactions: 
Debt-Equity Swaps: Zambia, Nigeria -- Mr. Eric Hermann 

3:15 Coffee Break 

3:30 Structuring Debt Conversion Transactions: 
Debt-for-Nature: Madagascar -- Mr. David Stone, World Wildlife 
Fund for Nature 

4:15 Panel: Possible AfDB Contributions and Follow-up -Moderator; Dr. 
Warren Weinstein, AID/Washington; Mr. G.M.B. Kariisa, Division 
Chief, Country Programs, AfDB 

5:00 End of Seminar 

March 8, 1990 6:30 pm 
Reception at the residence of AfDB US Executive Director, Mr. Mima Nedelcovych 



AGENDA 

AfDB TWO-DAY WORKSHOP ON DEBT CONVERSION 

6-7 March, 1990 in English (E) 
and 

8-9 March, 1990 in French (F) 

DAY ONE 

9:00 am Introduction -- Mr. G. Aithnard, AfDB Director of Training (E,F) 

Moderator -- Mr. Zoukpo, Economist, CDEP, AfDB (E) 
Mr. Portella, Economist, WCPR, AfDB (F) 

9:15 Overview of Debt Conversion -- Mr. Eric Hermann, FH International 
(E); Ms. Oren Wyche, Private Sector Advisor, AID/REDSO (and 
formerly Citicorp) (F) 

- Types of Debt Conversion Transactions 
- Potential Benefits and Problem Areas 
- Review of Debt Convers;on in Africa and Worldwide 

10:45 Coffee Break 

11:00 Potential Application to AfDB -- Mr. Samuel Hale, Jr., IRG President 
(E); Dr. Warren Weinstein, AID/Washington (F) 

- Country Programs and Policies 
- AfDB Projects/Loans 
- Private Sector Projects 

11:45 Discussion 

12:30 pm Lunch 

2:00 Structuring Debt Conversion Transactions: 
Debt-Equity Swaps: Zambia, Nigeria --
Hermann (E); and Ms. Oren Wyche (F) 

Introduction, Mr. Eric 

Small groups moderated by: Mr. Samuel Hale (E) and Mr. Jack Ross 
(E); and Ms. Oren Wyche (F). 
Comments provided by various bank representatives (E,F). 

3:20 Coffee Break, then continue small group sessions 

5:00 Conclude Day One Session 

March 8, 1990 
6:30 	 pm Reception at the residence of the AfDB U.S. Executive Director, Mr. 

Mima Nedelcovych 



WORKSHOP AGENDA: *6-7 and 8-9 March 1990 (cont.) 

DAY TWO
 

9:00 am Summary of Day One and Introduction to Day Two 

9:15 Debt for Development -- Mr. Jack Ross, Debt for Development 
Coalition (E); 

Debt for Nature -- Mr. David Stone, World Wildlife Fund for Nature 
(E,F) 

10:00 Coffee Break 

10:15 Structuring Debt Conversion Transactions: 
Debt-for-Nature: Madagascar -- Mr. David Stone (E,F) 

12:30 pm Lunch 

2:00 Separate Small-Group Sessions: 

- Debt Conversion Considerations in Country Programs -
- Mr. Samuel Hale, Jr. (E); Dr. Weinstein (F) 

- Debt Conversion as a Component of AfDB Projects --
Mr. Eric Hermann (E); Ms. Oren Wyche (F) 

- Debt for Development/Debt for Nature -- Mr. Jack Ross 
(E); Mr. David Stone (E,F) 

3:45 Coffee Break 

4:00 Small-Group Reports and Final Discussion 
Moderator: Mr. Zoukpo, AfDB (E) 

Mr. Portella, AfDB (F) 

5:00 Workshop Close -- Mr. G. Aithnard, AfDB 



DEBT CONVERSION:
 
AN INTRODUCTION
 

Virtually all countries in Africa suffer from a combination of unsustainably high
levels of external debt, severe balance of payments imbalances, and levels of domestic 
investment which are too low to fuel the kind of economic growth necessary to lift the 
living standards of a growing population. Since the "debt crisis" of the early 1980s, the 
problem of insufficieny investment has gotten worse as international banks have ceased 
offering new credit, as international equity investors have become more nervous about the 
continent's economic prospects, and as multilateral and bilateral inflows have slowed. 

At the end of 1988, the countries of sub-Saharan Africa had total external debt of 
over $135 billion, or 92% of sub-Saharan Africa's estimated 1988 Gross Domestic Product.' 
86% of this external debt is either official or publicly guaranteed long-term debt. The 
continued overhang of external debt creates continued problems of ecunomic management.
The inability fo refinance debt inhibits debt management. Although most African countries 
in fact are servicing only a small portion of their total external debt, such debt service still 
consumes a large portion of export earnings and thus reduces capital available for 
investment or other domestic needs. Moreover, resulting foreign exchange shortages 
severely constrain profit/dividend remittance, which in turn substantially lessens foreigners' 
potential interest in investing within the country. In many cases the effects of these and 
other problems may be magnified by the country's economic policies, such as running 
continued large government budget deficits, allowing the domestic money supply to expand 
at inflationary rates, creating obstacles to market competition in many sectors cf the 
economy, and so forth. 

Debt conversion is a flexible debt management tool which offers one means of 
enabling a country to achieve some reduction in its external debt while simultaneously 
helping realize other important economic objectives such as increasing domestic investment, 
which in turn should increase rates of economic growth. Roughly twenty countries zither 
hav. executed specific debt conversion transactions or currently have a formal debt 
conversion program. Although the field of debt conversion is in flux and a number of 
countries (including Argentina, Br,zil and Mexico) have changed directions many times 
since originally introducing programs, there now is sufficient experience with a sufficiently 
broad sample of countries to conclude that debt conversion can be an effective instrument 
of national economic management. This is particuarly true of those programs that - ;ather 
than being changed frequently, so investors and creditors do not know what to expect next 
have been stable and predictable over a considerable period of time. 

Countries pursue many objectives in introducing debt conversion programs.
Reduction of external debt and ensuing debt service costs generally is not the most 
important objective. Stimulation of new investment (domestic, foreign, or through return 
of flight capital) generally is of equal or greater importance. In fact, at last year's "Senior-
Level Debt Conversion Workshop" sponsored by the African Development Bank, AID, and 

1 World Bank, Debt Tables 1989-90 and World Development Report 1989. 
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OPIC, the general sense of the many workshop presentations, including particularly those
by the countries that had implemented debt conversion programs, was that stimulation of 
additional investment was both the most important initial objective and, in evaluating
results to date, the most significant benefit of debt conversion. Other objectives may
include export promotion, promotion of privatization, or development objectives such as 
enhanced natural resource management. 

Types 	of Debt Conversion Transactions 

Debt conversion encompasses a wide variety of types of transactions. These include 
swapping debt denominated in hard currency for local currency equity, cash, debt, financial 
instruments, or financing for exports. Alternatively, external debt may be swapped directly
for, e.g., equity shares in parastatals, in which case there may be no additional local 
currency generation or creation of new financial instruments. Finally, there are various 
"debt for development" approaches which may involve use of local currency by private
voluntary organizations for specified developmentally sound purposes, or it ma.y involve 
surrender to the Central Bank of some external debt in return, for example, for the 
government's agreement to protect endangered wildlife or a biologically diverse tropical
rainforest. Details on individual types of transactions are presented in the slides 
accompanying this paper. 

Typical Transaction Structure 

For all types of debt conversion, the basic transaction structure typically requires; 

(a) 	 An investor or private voluntary organization that is requires local currency
and is willing, if it can get a satisfactory discount, to use hard currency to 
purchase such local currency or a stipulated local value equivalent, 

(b) 	 A holder of extenlal debt that is willing to sell that debt a' a substantial 
discount in return for immediate payment in hard currency, 

(c) 	 A debtor government (generally represented by the Ministry of Finance or 
Central Bank) that is prepared to liquidate the external debt obligation by
releasing the full face amount of the debt (or, more generally, a percentage
of the full face amount) in local currency immediately or on some set 
schedule, and 

(d) 	 Because of the complexity of debt conversion transactions and the need to 
identify and contact a wide variety of banks that hold the country's debt (and
possibly other countries' debt as well), an intermediary virtually always is 
required. The intermediary may itself be a trader in debt of various 
countries, it may hold an inventory of such debt, or it may be a bank which 
will use its own loans to a country for all or part of the debt conversion. 
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Eligible Instruments, Participants, and Types of Activities 

There is a range of eligible debt instruments. However, in general, for commercial 
debt conversion transactions the eligible instruments are private outstanding, restructured 
or matured debt and commercial trade arrears. These typically represent 20-40% of an 
African country's total debt. The obligation must be certified as eligible by the country's
Central Bank. Use of many of these instruments -- generally excepting commercial trade 
arrears -- also typically requires specific enabling language in a country's restructuring 
agreements with its commercial creditors. 

Eligible participants and the types of activities which host governments in various 
countries may allow to be financed through debt ccnversion transactions include: 

o 	 Foreign investors or financial institutions, for a range of activities 
including new investments, expansion of existing enterprises,
acquisition or restructuring of existing enterprises including parastatal
enterprises, and provision of working capital or loans for existing 
operations; 

o 	 International or domestic private voluntary organizations, for program 
or project funding, provision of working capital, or sources of 
development assistance to others (for example, small enterprise loan 
funds); and in some cases 

o 	 Domestic investors, for new investment or joint ventures in priority 
sectors or simply to encourage repatriation of flight capital. 

Attractiveness to Potential Investors 

As stated earlier, most countries that have had debt conversion programs believe 
that the primary benefit has been the increased investment which has come about in 
response to the debt conversion program. Investment occurs in two ways. First, investors 
must invest hard currency to execute the debt conversion itself, which results in the investor 
acquiring local currency at favorable rates. Second, most productive investments require 
not only local currency but also hard currency for specialized equipment or services not 
available locally. Thus, the investor also must arrange financing of this hard currency 
component of the project. 

In a study of programs in Latin America, subsequently extended to the Philippines,
the International Finance Corpcration arm of the World Bank has concluded that debt 
conversions very clearly do lead to additional investment which would not have occured in 
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the absence of such conversions! At the same time, merly allowing debt conversions does 
not guarantee that investment will be forthcoming. 

There are a number of conditions potential investors generally would like to see 
before deciding to proceed with a debt conversion transaction in a given country. 
Conditions specific to the debt conversion program itself include: 

o 	 Allowing a wide variety of investments, 

0 	 Using an auction system to determine pricing or else having a 
reasonable and largely transparent negotiation process, 

o 	 Pricing local currency at or very near its free market rate, and 

o 	 Taking either no fee or only a small percentage fee (generally 
expressed as a discount from full face value of the loan) for executing 
a debt conversion transaction. 

As was discussed at great length at last year's Workshop, in determining investor 
interest the country's general economic management and political climate may be even 
more important than the details of the country's debt conversion program itself. Mr. 
Edesis, co-author of the IFC additionality study, made this point forcefully at last year's
Workshop: investors will be attracted to the extent that they have confidence in the 
country's economic management, debt management, and political climate. 

At the same time, investors generally recognize and accept that there will be 
features of a country's debt conversion program that may lower investors' prospective
returns but are necessary to protect the country's interest or to further specific government 
objectives. For example, almost all countries' debt conversion programs include restrictions 
on the use of local currency proceeds, to prevent "round-tripping" (using debt conversion 
to acquire local currency at a discount and then using the local currency to buy back dollars 
or other hard currency at a more favorable rate on informal markets). Most countries do 
not provide the full face value of the loan in local currency but instead hold back a small 
percentage, so that the government captures some of the benefit of the debt's discount 
from face value. In some cases countries lower this retention or eliminate it altogether for 
investment in certain favored sectors. There also are likely to be statutory waiting periods
before profits or capital from the resulting investments can be repatriated. 

Inflation and Other Potential Adverse Impacts 

Governments considering debt conversion programs often cite a number of potential 
adverse impacts of such programs. There isconcern about the potential inflationary impact 

'Joel Bergsman and Wayne Edisis, "Debt-Equity Swaps and Foreign Direct Investment 
in Latin America", IFC Discussion Paper Number 2, 1988. 
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of expanding the local money supply in order to provide the local currency needed to 
complete a debt-for-equity or debt-for-cash swap. Concerns sometimes are expressed about 
potential increases in government budget deficits if the government either must incur new 
expenditures or issue high-yield local currency bonds to absorb some of the additional 
money supply. There often are feelings that debt conversion discounts provide an unfair 
advantage to foreign investors vis a vis their domestic competitors. Finally, there may be 
fears that certain debt-for-nature or debt-for-value transactions may result in selling 
national assets at fire sale prices. 

Of these, by far the greatest concern is the potential adverse inflationary impact of 
releasing additional local currency to fund debt conversion transactions. Fear of this 
potential impact generally is considered the most serious obstacle to adoption of debt 
conversion programs. At last year's workshop, there was considerable disagreement among
the participants over the nature and likely magnitude of this impact. Many participants
(especially those from countries that actually have debt conversion programs in place) felt 
that the potentially inflationary impact of debt conversion was modest compared to the 
impact of government budget defici:s and other causes. Also, there was general agreement 
that investment in a sound enterprise was inherently anti-inflationary since it increased the 
productivity of the economy. At the same time, there was extensive discussion of a number 
of policy options which a government may use to minimize or mitigate the potential 
inflationary impact of debt conversion. 

The principal options to limit inflationary impacts of debt conversions, each of which 
can have many variants, include: 

o 	 Limiting the amount of conversions allowed in any single monthly, 
quarterly or yearly period (as, for example, Nigeria does); 

o 	 Using investment approval criteria, incentives, or other tools to 
channel debt conversion investments into export projects, agricultural
expansion, or other sectors where productivity gains are expected to 
be high; 

o 	 Requiring that debt conversions represent no more than, say, one-half 
or two-thirds of a nev' investment, with the remainder being hard 
currency brought from outside the country, so that the productivity
enhancing effect of the investment itself will further offset the impact
of the release of local currency; 

o 	 Requiring that the local currency be released over a period of, say 2
3 years (corresponding to the typical schedule of capital requirements 
for a new greenfield investment project) rather than immediately, with 
the balance kep on deposit at the Central Bank; 

o 	 "Sterilizing" any additional local currency generation by issuing an 
equivalent amount of government securities, increasing bank reserves 
on deposit at the Central Bank, or other means -- realizing that 
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sterilization measures may put added pressure on the government's 
budget deficit; and 

o 	 Stressing debt conversions which do not necessarily involve additional 
local currency generation, such as debt-for-nature or conversion of 
external debt into equity in domestic parastatals (realizing that this 
involves a number of additional potential concerns to host 
governments). 

Not all of these options will be available to every African government. For example,
the preferable way to sterilize local currency generation is to issue medium or long-term 
government securities. However, only Cote d'Ivoire, Egypt, Kenya, Morocco, Nigeria,
Zimbabwe, and perhaps a few other African countries have a capital market which would 
permit issuance of such securities. As discussed elsewhere, the CFA Franc zone countries 
face unique money supply management issues which can be addressed only in concert with 
the central banks of the two CFA monetary unions. 

Concerns Specific to CFA Franc Zone Countries 

There are two concerns which relate specifically to countries in the CFA franc zone. 
First, money supply growth is controlled at the level of the Central Banks of the two 
monetary unions. Also, were one country to approve debt conversions which required
large quantities of local currency, the monetary effect would be felt throughout the zone, 
so that in fact other countries would be forced to bear part of the inflationary impact of 
such conversions. Therefore, except for debt conversions which would have little or no 
monetary impact -- for example, a debt-for-nature project or a debt conversion to finance 
sale of a part-ownership in a parastatal being privatized -- a country would need to work 
extremely closely with the BCEAO. The monetary effect on other countries also 
presumably has been an important reason for an apparent hesitancy to approve debt 
conversions in the CFA franc zone. 

A second important concern is with "roundtripping." As discussed previously, this 
is a concern in any country. However, it is of particular concern in the CFA franc zone 
countries because of the CFA's fixed parity with the French franc. Without very tight
controls, the opportunity would exist for an investor to use a debt conversion to purchase
CFA francs at a deep discount and then to use these CFA to purchase French francs at the 
fixed rate. Controls used elsewhere -- including requiring the investor to establish a special
local currency account controlled by the Central Bank and then allowing release of funds 
from this account only based on bona fide invoices for new project construction or other 
pre-approved uses -- should be effective in preventing roundLripping. It also probably
would be necessary to be more conservative in defining approved uses, permitting only
bricks-and-mortar investment, acquisition of restricted common stock which cannot be re
sold for a long period of time, and other long-term uses and precluding debt conversions 
for working capital or other short-term needs. 
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Designing a National Debt Conversion Program 

The discussion of investor interests and country concerns should make it clear that 
designing a national debt conversion program is not simple. Ideally, it requires careful
definition of the country's objectives in launching such a program, consideration and careful 
balancing of the many disparate interests involved, and thoughtful adoption of measures to 
assure that the program strengthens rather than endangers the count.y's economic and 
monetary management. 

A critical first step is to understand exactly why a country intends to adopt a debt 
conversion program. Debt conversion objectives are likely to include some combination of 
the following (which are not at all mutually exclusive): 

o 	 Investment promotion, whether generally, in specified priority sectors 
such as resource-based industries, or in priority activities such as 
parastatal restructuring; 

o 	 Promotion of non-traditional exports; 

o 	 Reduction in external debt and consequent debt servicing 
requirements; 

o 	 Repatriation of flight capital; and/or 

o 	 Developmental objectives such as expansion of health or education 
opportunities, small enterprise development, or natural resource 
conservation. 

While 	each country will have a unique program reflecting its unique characteristics 
and priorities, there are certain common elements which must be included in any debt 
conversion program design. These program design elements include: 

1. 	 Definition of eligible participants; 

2. 	 definition of eligible transactions; 

3. 	 Establishment of debt conversion mechanisms and procedures,
including procedures for approving/certifying sources and uses of funds 
and either an auction system (as Nigeria has done) or negotiation 
process (used by Zambia and 'Tanzania) for establishing discount rates 
and conversion fees; 

4. 	 Establishment of a system, such as use of carefully monitored blocked 
accounts, to prevent roundtripping; 
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5. 	 Establishment of conversion fee discounts, special funds or other 
incentives to encourage investment in priority sectors or activities; 

6. 	 Participation of international financial institutions, possibly including 
use of concessional funds for co-financing or other purposes. 

It may be desirable to start, in the early stages of a country's debt conversion 
program, with broad guidelines within which transactions could be undertaken on a case
by-case basis. As experience is gained and market receptivity and benefits and costs to the 
country can be assessed in greater detail, more detailed regulations can be developed. At 
the same time, national debt conversion programs are most successful where they are 
consistent over time and least successful where, as in Brazil, groundrules are changed
constantly and auctions or negotiations are abruptly started and stopped and restarted again
later. Thus, successive program development stages should build on and be consistent with 
what has come before. 

The Broader Context 

Finally, it is important to place debt conversion within the broader context of the 
economic and debt crises facing Africa. As previously mentioned, commercial debt -
which presently is virtually the only debt eligible for debt conversions -- on average
constitutes only around 15% of sub-Saharan African countries, and around 25% of all 
African countries', total external debt. For the lowest income countries, the percentage 
may be 10% or even less. "Solving" the debt problem of Africa therefore ultimately will 
require addressing Africa's much more substantial official multilateral and bilateral debt. 
Whether through debt writedowns (some of which aready has taken place as a result of 
bilateral initiatives), the securitization approach proposed by the African Development
Bank, other options, or most likely a combination of all of these. Similarly, many African 
economies have problems -- continued trade imbalances, overvalued exchange rates, pricing
and other market rigidities, low capital productivity, and so on --which must be addressed. 

In this context, debt conversion can provide a valuable contribution, but only a 
partial contribution, to restoring a country to economic health. At a time of net capital
outflow from the region, debt conversion in particular represents a market-driven source 
of long-term equity for countries that with few exceptions have neither well-developed
domestic capital markets nor access to international capital markets. The examples of 
Nigeria and countries such as Chile ciearly show that properly structured debt conversion 
programs can be successful in attracting new investment into productive enterprises. These 
two examples also demonstrate that success is much more likely where debt conversion is 
undertaken in concert with exchange rate adjustments, money supply management, and 
other steps to create an improved economic climate for investment and enterprise 
generally. 

Until now, the overwhelming source of debt paper for conversion transactions has 
been claims of the private sector. Excluding publicly guaranteed trade credits (which, once 



9 

rescheduled, are treated as official credits), zommercial debt constitutes only a small 
proportion of Africa's total debt (less than 15% on average and less than 10% for the 
porrest countries). The use of even this proportion is constrained by the terms of the 
various debt rescheduling agreements, few of which have yet been modified to provide for 
debt conversion. 

Despite these limitations, debt conversion nevertheless is a particularly attractive 
option for encouraging new external capital inflows. When considered as a percentage of 
a country's annual new capital inves.rnent rather as a percentage of total external debt,
the debt owed to private creditors represents a vast pool of potential investment capital.
For example, in 1987, in the entire sub-Saharan Africa region gross domestic investment 
was 16.4% of gross domestic product (GDP), but in a few African countries it was 11% or 
less of GDP. Domestic savings -- the capital provided for such investment --was only 9.4% 
for the region as a whole, and in a number of countries it was 6% or less.' Conversion of 
just just 5% of the outstanding non-guaranteed commercial debt of the region would, if 
used entirely for new investment, increase the region's rate of investment by almost 40%, 
from 16.4% to 22.6% of GDP. In fact, since local currency typically accounts for half or 
less of total investment, the actual increase in investment would be substantially higher.
(Interestingiy, these percentages -- from around 16% to over 20% -- closely parallel actual 
experience in Chile.) 

Summary 

At the end of last year's workshop, the conclusions regarding debt conversion were 
summarized in very concise and readable form by M. Mondeil of the African Development
Bank's Training Center. These conclusions remain relevant today: 

0 	 Debt conversion programs have been extremely effective in increasing 
the rate of capital investment and in attracting the repatriation of 
flight capital; 

o 	 It seems possible to minimize the impacts of inflation by controlling
the release of local currency, encouraging invest.ments which will 
generate additional foreign currency, and other measures; 

o 	 The government budgetary impact deserves careful scrutiny but with 
forethought can be minimized; 

o 	 The potential loss of national decisionmaking authority is a very real 
concern to many countries; but for most countries the need to increase 
capital investment is so acute that this risk may have to be accepted
for the time being; and 

3World Development Report 1989. 
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o 	 There are specific problems for the two CFA monetary unions, already 
summarized above. 

There are important constraints to debt conversion in Africa which need to be 
recognized and addressed: the relatively low percentage of external debt owed to private
creditors, the fact that secondary markets for African debt are very narrow, and the limited 
absorptive capacity of most African economies. More important, as discussed in other 
sections of this report, it is clear that debt conversion by itself will be of only limited 
benefit. Rather, debt conversion is best undertaken as one element of a comperehensive
national strategy of debt, investment, and macroeconomic management. 



INTRODUCTION 
TO 

DEBT CONVERSION 

M 



WHAT IS DEBT CONVERSION? 

0 	 A FLEXIBLE DEBT MANAGEMENT TOOL BY WHICH 
GOVERNMENTS MAY REDUCE FOREIGN CURRENCY OBLIGATIONS 

WHAT COUNTRIES HAVE USED SOME TYPE 
OF DEBT CONVERSION OR CURRENTLY HAVE 
FORMAL PROGRAMS?
 

* ARGENTINA 

* 	 BOLIVIA 
* 	 BRAZIL 
* 	 CHILE 
* COSTA RICA 


0 DOMINICAN 
REPUBLIC 

0 ECUADOR 

* GUATEMALA 
0 HONDURAS 
0 JAMAICA 

* MEXICO 
0 NIGERIA 
0 PERU 

0 PHILIPPINES 
0 SUDAN 

* 	 TURKEY 
* URUGUAY 

0 VENEZUE.LA 

0 ZAMBIA 

http:VENEZUE.LA


DEBT CONVERSION OBJECTIVES
 

1. Reduce external debt 

2. Reduce debt service 

3. Repatriate flight capital 

4. Attract foreign investment 

5. Increase domestic investment 

6. Promote privatization 

7. Increase exports 

8. Encourage conservation areas 

9. Promote development 



DEBT 

* 

* 

* 

* 

* 

* 

* 

* 

* 

CONVERSION TRA14SACTIONS:
 

Debt for Equity 

Debt for Cash 

Debt for Exports 

Relending Programs/Debt for Debt 

Debt for Value 

Privatization 

Financial Instruments 

Debt for Development 

Debt for Nature 



* DEBT 

-
-
-
-

* DEBT 

-

-
-

FOR EQUITY 

Creation of new companies/investments 
Expansion of current investment 
Privatization of select government entities 
Conversion of foreign private sector debt 
Into equity 

FOR CASH 

Funding of working capital requirements 
Payments of local loan/tax obligations 
Funding of local non-commercial organizations, 
such as development/aid agencies for specific 
purposes 

C->
 



* 	 DEBT FOR EXPORTS 

- Promote incremental exports/obtain market share 

- Promote traditional exports/maintain or regain 
market share 

- Purchase of exports with debt 

- Combination of cash and debt 
most realistic method
 

- Competitiveness of exports enhanced
 

- Enlarge market for exports
 



* RELENDING PROGRAMS/DEBT FOR DEBT
 

Local currency on deposit with 
Central Bank (or designated commercial 
banks) can be re-lent by creditor 
to new local private sector borrower 

- As borrower is subsidiary of foreign 
corporation, original creditor would sell 
loan to parent company at a discount 

Local borrower receives access to scarce 
domestic credit/Parent effectively makes 
intercompany loan at a discount 

- May apply to Central Bank for permission 
to capitalize loan 



* DEBT FOR VALUE 

Trading of debt directly for 
shares in a State owned 
company (parastatal) 

Primary difference between this 
and DEBT FOR EQJITY is that 
no local currency is required 
from the Government 

Mitigates money supply impact 

Could be used in conjunction with 
DEBT FOR EQUITY/CASH to 
encourage privatization but reduce 
inflationary consequences 



PRIVATIZATION 

- Partial or complete sale of specifically 
targeted state-owned companies 

- Debt redemption could be combination 
of shares and local currency 



* FINANCIAL INSTRUMENTS 

- Central bank issues local currency 
debt obligations/instruments may be 
sold for cash if secondary market exists 

- Reduces money supply impact of conversion 

* SECURITIZATION 

Refinancing of external debt through 
issuance of long term local currency or US$ 
denominated bonds backed by a redemption 
fund or US$ zero coupon bonds 

Exit mechanism could be through a debt 
conversion transaction 



* DEBT FOR DEVELOPMENT 

-Variation on DEBT FOR CASH/ 
government earmarks volume of debt 
to be converted to fund specific 
development projects or general working 
capital of private voluntary 
organizations (PVO's) 

- May work as development 
trust fund/PVO's and multilateral 
aid organizations could underwrite 
purchase of debt 



DEBT FOR NATURE 

Debt surrended to government 
in exchange for governmentos agreement 
to protect wildlife/forests or 
other natural resources 

Debt may be converted to 
local currency to support conservation 
progra. 

- Conservation funds pool debt & donors 

- Bonds can be floated to pay for
 
programs and minimise inflation
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ELIGIBLE DELT INSTRUMENTS
 

* Matured Debt: Public/Private 

* Restructured Debt: Public/Private 

* Outstanding Debt: Public/Private 

* Commercial Trade Arrears 

* Bilateral or Multilateral DEBT? 



ELIGIBLE PARTICIPANTS 

* Foreign Investors/Financial Institutions 
- New investments
 
- Joint ventures
 
- Expansions
 
- Working capital
 
- Loan and tax repayments
 
- Capitalization
 
- Privatization
 

* International Agencies/Private Voluntary Organizations 
- Working capital
 
- Project funding
 
- Development assistance
 

* 	 Local Investors 
- New/Joint ventures 
- May encourage capital repatriation 



FINANCIAL PROBLEMS FACING
 
HEAVILY INDEBTED NATIONS
 

* 	 Inability to refinance debt inhibits 

debt management 

* 	 Debt service consumes large portion 
of export earniklgs 

0 	 Foreign Exchange shortage inhibits profit/dividend 

remittance 

* 	 Foreign investment slows 

0 	 Domestic prices volatile: if heavily import dependent, 

prices rise 



OPTIMAL MARKET/ECONOMIC CONDITIONS
 

* 	 Transactions at a free market rate or official rate if close 
to free rate 

* 	 Reasonable conversion fees and/or auction determined 
pricing 

* 	 A wide range of uses for conversion proceeds should 
be available which allows for a wide range of participants 

* 	 Stable investment environment including established rules 
for capital/dividend remittance, taxation, and pricing 

* 	 A defined and flexible investment and debt conversion 
approval process 

0 	 Diverse investment opportunities 



POLICIES TO CONTROL MONEY SUPPLY
 
GROWTH AND INFLATION
 

* 	 Establish a maximum amount of debt eligible for 
conversion monthly and yearly 

* 	 Increase bank reserves at Central Bank 

* 	 Issue government securities or other local instruments 
equivalent to proceeds with restrictions on sale 

o 	 Proceeds not immediately used should be kept 
on deposit at the Central Bank 

o 	 Establish Trust Funds with concessional funding by 
International Agencies 

@ 	Implement matching funds or new money requirement 

o 	 Establish an auction system with volume ceilings and 
fee schedule II 



RESTRUCTURING AGREEMENTS 

* 	 To accommodate debt conversion, debt restructuring 
documentation must be adjusted to allow for 
prepayment in local currency for any type of debt 
conversion purposes/this may be specified or left general 

* 	 Converted debt must have similar capital repatriation 
terms to that of restructured debt principal payments/ 
dividend remittances restricted but may be more flexible 

" 	 Establish that new money liability is -extinguished if 
converted to approved uses 

* . Include language insuring that conversions do not
 
trigger repayment clauses
 

ELIGIBILITY OF DEBT INSTRUMENTS 

* 	 Obligation must be verified by Central Bank 

* 	 If part of restructuring must comply with conditions of 
transfer 



DEBT CONVERSION PROGRAMS 

Debt Redemption Amount of Volume Done as
Country History Price Price 	 Outstanding Debt % of Total Debt 

(Billions of Dollars) 

Brazil Case by Case-1982 19-30% 65.5-99.5% 117.18 5.12% 
New Program-Feb 1988 
Program Suspended-Jan 1989 

Chile May 1985 57-59% 79-91% 21.78 37.7% 

Mexico 	 April 986 
Program Suspended-Nov. 1987 35% 75-100% 111.27 2.5% 

Turkey 1979 95-100% 9% 

Philipines August 1986 45-47% 76-100% 28.1 3.5% 

Argentina October 1987 17-18% 26-63% 58.85 3.33% 

Nigeria 28% 29.5 

Sources: Salomon Brothers, Inc.; LDC Debt Report; The Debt-Equity Swap Handbook, Business International 



APPLICATION TO
 

AFRICAN COUNTRIES
 



DEBT CONVERSION PROGRAMS
 
FOR
 

AFRICA
 

* 	 Each country will have a unique program designed 
to address national priorities and policies/as well 
as specific problems 

* 	 No blueprint for program development as every 

country is different 

* 	 Existing programs may be studied and adapted to 
meet goals of other countries 

* 	 African nations can learn from successes and failures 

already tested 



OBJECTIVES TO BE SERVED BY
 
DEBT CONVERSION INITIATIVES
 

1. 	 Reduce private external debt - focus on certain debt 
instruments and creditors 

2. 	 Promote non-traditional export growth with an emphasis 
on diversification of both products and markets 

3. 	 Encourage investment In resource-based Industries (mining, 
fishing, agribusiness and tourism) 

4. 	 Attract private joint ventures partners for state enterprises 
targcted for priv-.tization 

5. 	 Utilize Donor Funds and International Agency assistance 
for promotion of debt conversion programs 

6. 	 Encourage investment in particular geographic areas and 
economic sectors of the country 

7. 	 Attract back flight capital by encouraging local businesses 

8. 	 Promote development and selectively encourage projects 



PROGRAM DESIGN ELEMENTS 
1. 	Definition of eligible participants

which parties holding which types of instruments may seek 
conversions and which category of investor will be encouraged? 

2. 	Definition of eligible transactions - for what purpose may
 
debt conversion proceeds be used?
 

3. 	Establishment of debt conversion mechanisms and procedures 
from the application stage to receipt of the proceeds 

4. 	Establish a system to prevent round tripping problems 
possibly blocked accounts which are monitored regularly
 

5. 	Establishment of special funds or projects 
6. 	Participation of international financial institutions In the 

debt conversion process, possibly introducing concessional 
funds 

7. 	In early stages, establishment of broad guidelines is best
 
with transactions occuring on a case by case basis.
 

'A 	 After receptivity of the market and benefits to the country 
are evaluated more detailed regulations could be issued 



EXAMPLE I
 

DEBT CONVERSION AND INVESTMENT PROMOTION
 

Participants: 	The Government, foreign creditors, 
foreign investors and local investors 

An international financial institution or a government 
aid agency would be invited to participate 

Objectives: 	To reduce the country's external debt and provide an 
incentive to foreign investors, select local investors 
and international organizations, by converting debt 
into local currency for approved purposes, at 
favourable effective exchange rates 

To minimise 	the money supply impact of the 
conversion through a strategic use of concessional 
funding from the international agencies 



ALTERNATIVE STRUCTURES
 
TO REDUCE MONEY
 

SUPPLY IMPACT
 

A. Conversion Fees 
Impose a conversion fee on the investor
 
by redeeming debt at less than face value
 
or at an exchange rate lower than
 
current rate
 

Government may charge different conversion fees based on 
transaction, sector, industry and amount of new money 

Attractive since money supply impact is 
reduced and revenues for the Government are 
generated 

- Unattractive since incentive to investor is reduced 



ALTERNATIVE STRUCTURES (CONT) 
B. 	 Auction System 

- Allocate an amount of debt to be 
converted monthly/bimonthly and annually 

- Establish bidding procedure and auction 
mechanics 

- Approved transactions and participants would 
have right to bid 

-	 Pricing becomes market determined; 
Government couid set a base level as well 

C. 	Issuance of Local Financial Instruments 
- Debt converted into local government securities 

-	 Provided secondary market exists, securities 
could be sold for local currency 

-Institute some restrictions on sale of instrumentsE
 



ALTERNATIVE STRUCTURES (CONT)
 
D. Conces "onary Financing 

- International Financial Institution funds part of the 
debt purchasa as concessional loan to the government 

- More debt than the approved investor/project requires 
is purchased 

- The Central Bank redeems the total face value of 
the debt at a % of current exchange rate 

- The investor receives local currency for the project 
without paying a conversion fee-incentive maintained 

- The cost of the debt on the ir,*ernational market 
is split between the investor and internationai institution 

-	 The Government has reduced the money supply 
impact by redeeming at a lower exchange rate 

-- The additional debt purchased is transformed to 
a concessional loan at a lower face value 



BENEFITS 

* 	 Government reduces external debt 
* 	 External creditor is paid out by an investor 

in hard currency at a discount 
* 	 Investor receives attractive incentive to 

make the investment 
0 	 Government promotes investment in select 

sectors of the economy 
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EXAMPLE If
 
DEBT CONVERSION FUND
 

Participants: The Government, foreign creditors 
and a newly created fund for debt conversion/
retirement financed with International 
Agency/Government Donor assistance 

Objectives: To reduce the external debt burden of the country 

To provide a debt conversion/retirement mechanism 

To utilize International Agency and Government Donor 
financing for promotion of debt conversion 
and debt retirement programs as well as to assist 
with new money required for approved 
investments/projects 

Creditors would have the option of investing in 
the fund with the external debt as equity 



DEBT CONVERSION FUND (Cont.)
 

The fund could be designed to provide financial 
assistance for the following categories: 

1. 	DEBT RETIREMENT/CONVERSION PROGRAMS
 

2. 	NEW MUNEY REQUIREMENTS tor
 
select investments/projects
 



DEBT CONVERSION FUND
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1.DEBT RETIREMENT/CONVERSION PROGRAMS
 

* Fund could be used to purchase debt on the 
international market at a discount 

-0 The debt could either be extinguished by the
 
Central Bank 
or used by the FUND to target 
projects for DEBT CONVERSION 

* Funds to be used for DEBT CONVERSION could be 
•"1 e form of loca! currency loans/grants or 
equity financing 

* FUND is financed by International Agency 
.money and external debt; the Agency, creditors 
and Government would determine investments and 
projects to target 



2. NEW MONEY REQUIREMENTS
 

0 	 High priority investments/projects which require 
foreign exchange in addition to local currency 
which is to be provided through DEBT CONVERSION 

* 	 The investor/project sponsor would apply to the 
FUND for foreign exchange financing (debt or equity) 
and would give details of the project and proposed 
uses of the foreign currency proceeds 

* 	 The FUND may take equity positions in certain 
projects or provide foreign currency loans 

0 	 Companies targeted for privatization, in need 
of foreign exchange would also be eligible to 
apply to the FUND 



POTENTIAL APPLICATION
 
TO THE
 

AFRICAN DEVELOPMENT BANK GROUP
 

Potential Areas of AfDB Groap Involvement 

There 	are four areas in which the African Development Bank Group potentially 

could 	be involved in debt conversion: 

o 	 Information and Advisory Services 

o 	 Incorporation of Debt Convcrsion into AfDB Public Sector Financing 

o 	 Possible Private Sector Initiatives 

o 	 Internation Promotion 

Each of these four areas is described briefly below. Then, we focus on one of these 
applications, namely, assisting member countries to investigate and design debt conversion 
programs which are appropriate to their needs and objectives. 

1. 	 Information and Advisory Services 

At last year's Debt Conversion Workshop. the participants recommended that the 
African Development Bank form a unit which would provide member countries with 
information and technical assistance relating to debt conversion. Such information and 
advisory services could include: 

0 	 An Information Center which would collect, analyze, and upon request
provide members with information on the status of debt conversion 
programs worldwide (for example, the status of Nigeria's debt auctions, 
investments undertaken using debt conversions, etc.), the details of 
individual countries' programs (including maintaining an up-to-date
database on legal and regulatory changes in various countries), and a 
roster of qualified debt conversion experts and intermediary 
institutions. 

o 	 Technical Assistance to help member governments, upon request, 
assess the desirability of debt conversion, investigate various debt 
conversion options, and help structure national debt conversion 
programs An important role of such technical assistance would be to 
assure linkage and consistency with the country's general economic 
management, debt management, and investment promotion activities. 

o 	 Incorporation of debt conversion considerations into AfDB 
participation in Country Missions, to assure that debt conversion 

al
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options are addressed in the contexts of national structural adjustment 
and policy reform, sectoral planning and adjustment/rehabilitation, 
and even individual project studies. For example, in addressing 
national investment and export promotion, debt-equity swaps and 
other commercial debt conversion options should be considered. 

There are impoi tant advantages of AfDB involvement in providing such information 
and technical assistance. Perhaps most important, the AfDB is trusted by its members on 
the one hand, as both an advisor and a defender and promoter of their interests, and by
multilateral and bilateral institutions on the other hand. The AfDB therefore is in a 
unique position to be bridge between these two groups, who while generally cooperative 
can find themselves in adversarial positions. Related to this is the fact that, as an African 
institution, the AfDB is regarded by its members as more sensitive to African social and 
economic concerns. Finally, a central repository of information and expertise provides an 
efficient way for one African country to take advantage of the experience and insights 
gained in other African countries as well as in countries outside Africa. 

2. Incorporation of Debt Conversion into Public Sector Financings 

There are a number of ways in which the African Development Bank Group could 
incorporate debt conversion into its usual public sector financings. 

First, in individual project financings, it could employ debt conversion to use a 
portion of its allocated project funds effectively to purchase at a discount the local currency
which it requires for the project. Projects financed in 1988, for example, include a number 
-- for water supply expansion, timber plantation expansion, rural roads, and other purposes 
-- where the local currency component may be more than 50% of total project financing
needs. Even in energy sector projects the local currency component may be 25% or more 
of the total. Of course, much of the local currency component may be provided as the host 
country financing contribution; but, as the host governments cut back their own budgets to 
meet IMF and World Bank deficit reduction targets, there still may be a need for 
additional local currency. 

Since many AfDB projects are co-financed with the World Bank or other institutions 
and since such debt conversions would affect the host government's ability to meet IMF 
money supply targets, the AfDB presumably would need IMF and probably World Bank 
approval to use its funds for such debt conversions. Nevertheless, there is some precedent 
for such financing. The USAID "Debt for Development Guidelines" issued in late 1988, for 
example, permit non-governmental organizations (NGOs) receiving AID funds to use those 
funds to acquire external debt for conversion to local currency. 

Second, and perhaps having broader near-term potential, the AfDB could identify
and promote opportunities to have NGOs execute debt-for-nature or other debt-for
development conversions the purposes of which woulld be complementary to an AfDB 
project financing. As an example, the AfDB has been working with the government of 
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Cote d'Ivoire to investigate the possibility of employing a debt-for-nature conversion to 
finance habitat preservation and enhancement along a sensitive portion of the planned road 
to be financed as part of the Roads II Project. Interestingly, the road itself and the debt
for-nature investment also would be likely to attract private investment, possibly using a 
debt-equity swap, in related tourism development. 

Just as many past AfDB financings potentially could have included a debt-equity 
swap component, many such projects could have had a complementary NGO debt for 
nature or debt for development component. For example, expansion of tree plantations
could have a complementary debt-for-nature investment in preservation or exapansion of 
a buffer of natural forest. NGO debt-for-development initiatives which potentially could 
complement an AfDB rural road development include funding low-cost feeder roads or 
assisting residents to identify and exploit agricultural marketing opportunities made possible
by such road development. A number of NGOs are involved in village and rural water 
supply, which potentially could complement AfDB water supply projects. 

Finally, in countries such as Uganda, the Bank Group has been assisting member 
governments in identification, assessment, and financing of parastatal restructuring
opportunities. In countries which have opted to bring in the private sector as a joint
venture partner, performance-based management contractor, or purchaser of a parastatal,
the Bank Group could cofinance a debt-for-asset conversion. The advantage to the 
member government in this case is that no new local currency is required, so there need 
be no adverse monetary impact. Also, if the parastatal in question has required
government subsidies, the restructuring should lead to some reduction in the government's
budget deficit. 

Just as an investor in a new greenf-ields project almost certainly will have to make 
new hard-currency investments in addition to investment via a debt-equity swap, a 
purchaser of a parastatal also is likely to have to make new investments in productivity
improvement, new facilities, etc. For example, a private company that used a debt-for
asset conversion to acquire an electric power distribution company almost certainly then 
would invest in efficiency improvement throughout the transmission and distribution system. 
It also may invest in a subsidiary to conduct energy efficiency improvement studies in 
clients' facilities and to install, lease and in some cases even operate energy efficiency
improvement or cogeneration equipment. This already is happening in many U.S. utilities 
and is being actively explored by, for example, privatized regional power distribution 
companies in Chile and the Philippines and the Jamaica national oower company (which
is considcring a joint venture or management contract with the private sector). 

3. Posqible Private Sector Initiatives 

The African Developnent Bank Group has undertaken a number of initiatives, such 
as the President's Business Roundtable, to promote private sector development in Africa. 
The Bank Group reportedly is in the process of considering various private sector financing 
or cofinancing options. A number of alternative models exist including the IFC, the 
European Investment Bank, and others. 

'Ii
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If and when it decides to launch a private sector financing facility, the Bank Group
could use such a facility to help assure total financing of private investment projects which 
its member governments consider to be high priority. In many if not most cases, debt
equity swaps would constitute an important component of such financing in countries with 
debt conversion programs. 

In such cases, AfDB financing of the debt-equity swap itself probably would not be 
either appropriate or the best use of the Bank's limited resources. Debt-equity investment 
would be inappropriate because, at least in the early years of a new facility, the AfDB 
probably would elect to provide long-term debt financing rather than equity investment. 
It would not be the best use of the AfDB's resources because, as those engaged in project
financing in Africa will attest, the most difficult piece of the project financing package to 
secure generally is the long-term hard currency-denominated debt component. As will be
clear from discussion of two case examples in Zambia (Gwembe and Masstock), since the 
withdrawal of commercial banks from such financing, there are very few sources of this 
component, and with very few exceptions they are entirely partially public sectoror 
institutions (the IFC, European Investment Bank, OPIC, etc.). 

At the same time, there may be occasions where it would oe desirable for the Bank 
Group to be able to fund a portion of the debt-equity swap itself, perhaps with the Bank's 
participation structured as long-term debt with a convertible feature, warrant, or other form 
of income participation. It is for this reason that OPIC, for example, will coasider such 
participation. (In more than a dozen cases, including in Zambia, OPIC has provided either 
political risk insurance for U.S. investment made via debt-equity swaps or has provided
cofinancing for investments which included a debt-equity swap component.) 

Another option to consider would be for the AfDB to finance a debt-equity swap to 
establish a domestic equity investment fund in one or more member countries. Such funds 
currently exist in the Philippines, Chile, and other Latin American countries; and there 
have been a number of proposals by commercial and investment banks to establish other 
such funds (but not in Africa). An advantage of the investment fund approach is that the 
AfDB could use it to finance smaller enterprises owned by nationals of the member 
country, where discrete debt-equity swaps generally are executed by multinational 
coporations for large projects. 

Since management is critical to the success of any such fund and since the Bank 
Group itself has only a very limited field presence (and one with little private sector 
financing experience), it probably would not be wise, at least initially, for the AfDB to 
launch such a fund on its own. Rather, the Bank Group could invest as a partner in a fund 
which has as general partner/investor a highly qualified equity management company. This 
is the approach that the IFC, for example, has adopted in investing in equity funds 
worldwide. 

Finally, the AfDB could make a valuable contribution by providing partial financing
for the financial structuring of private sector projects which appear financially sound and 
which are considered high priority by the government. There are some programs for cost



5 

sharing feasibility studies and initial project structuring -- although in the U.S. the gap left 
by OPIC's withdrawal from this area has been only partially filled by the U.S. Trade
Development Program --but not to complete the project financing. In Africa, this last step
is critical and one which keeps many worthy projects from proceeding. 

Again, the Zambi case is instructive. For some projects it has taken 12-24 months, 
once the feasibility studies were complete and all project agreements concluded, to 
complete the financing. 

4. International Promotion 

Finally, as representative of its members' interests, the Bank Group already plays an
important role in international promotion of policies and programs which address the need 
to reduce African countries' debt burden and to stimulate economic development. The
Bank Group has actively promoted securitization of both private and official debt -- an 
approach which has been adopted as part of the Brady Plan for private debt but which has 
yet to be accepted for official debt. Due in part to its promotion efforts, a number of 
bilateral donors have cancelled a portion of the debts owed them by African countries, and
AID and other donors have launched initiatives to help finance as well as generally 
promote debt conversions in Africa. 

The Bank Group also has undertaken some efforts to promote debt conversion or
other approaches to NGOs, private investors, and commercioi creditors. The Bank's NGO 
Outreach Program is one example, as is the current effort to make potential public sector 
or NGO donors aware of the possibility of a debt-for-nature swap in Cote d'Ivoire. Last 
year's Debt Conversion Workshop brought member governments and major international 
banks together, really for the first time in Africa, to discuss common approaches
topromoting debt conversions in Africa. 

These and other promotional activities make an important and valuable contribution 
toward lasting progress in reducing menmbers' debt burdens, increasing their currently
inadequate levels of domestic investment, and returning to the levels of per capita income 
growth which will be necessary to give all Africans the prospects for economic and social 
betterment which they deserve. 

C( 



POTENTIAL APPLICATION TO AFDB GROUP
 

A. INFORMATION AND ADVISORY SERVICES
 

B. PUBLIC SECTOR FINANCING 

C. POSSIBLE PRIVATE SECTOR INITIATIVES 

D. INTERNATIONAL PROMOTION 



INFORMATION AND ADVISORY SERVICES 

O 	 INFORMATION CENTER 

o 	 STATUS OF DEBT CONVERSION 
o 	 DETAILS OF COUNTRY PROGRAMS 
o QUALIFIED INTERMEDIARIES, EXPERTS 

O TECHNICAL ASSISTANCE 

o 	 ASSESS DESIRABILITY OF DEBT CONVERSION 
o 	 STRUCTURE NATIONAL PROGRAMS 
o 	 LINKAGE WITH ECONOMIC MANAGEMENT, 

INVESTMENT PROMOTION 

O 	 COUNTRY MISSIONS 

ADDRESS DEBT CONVERSION IN CONTEXT OF: 

o 	 STRUCTURAL ADJUSTMENT 
o 	 SECTORAL REHABILITATION 
o 	 PROJECT STUDIES 



PUBLIC 	SECTOR FINANCING: DEBT CONVERSION OPTIONS 

o 	 CONVERSION AS PART OF AFDB PROJECT FINANCING? 

EXAMPLES: WATER SUPPLY, TIMBER, RURAL ROADS 

AID DEBT FOR DEVELOPMENT GUIDELINES 

o COMPLEMENTARY NGO DEBT FOR NATURE/DEVELOPMENT 

- COTE D'IVOIRE ROADS II? 

o 	 PARASTATAL RESTRUCTURING (e.g. Uganda): 

- DEBT-FOR-ASSET COFINANCING? 



POSSIBLE PRIVATE SECTOR INITIATIVES 

o 	 COFINANCING OF SPECIFIC PROJECTS 

(ZAMBIA EXAMPLES: CRITICAL NEED FOR COMPLEMENTARY 

HARD CURRENCY DEBT FINANCING) 

o 	 IFC-TYPE FACILITY 

ALLOW FUNDS TO BE USED FOR DEBT COVERSIONS 

o 	 DOMESTIC EQUITY INVESTMENT FUNDS 

(EXAMPLES: CHILE, PHILIPPINES) 

o 	 COFINANCING OF INITIAL PROJECT STRUCTURING 



INTERNATIONAL PROMOTION 

o 	 BROAD DEBT INITIATIVES 

(E.G., SECURITIZATION) 

o 	 PROMOTION TO NGO'S, POTENTIAL INVESTORS 

(E.G., COTE D'IVOIRE ROADS II) 



DEBT FIGURES FOR SELECTED AFRICAN COUNTRIES
 

(Billions of US Dollars) 
COMM. DEBT AS 

COUNTRY COMMERCIAL TOTAL DEBT % OF TOTAL 
DEBT DEBT 

1980 1987 1980 1987 1980 1987 

Nigeria 3.74 7.01 5.30 28.38 70.6% 24.7% 

Sudan 0.62 2.04 4.20 8.46 14.8% 24.1% 

Tanzania 0.23 0.17 2.09 4.26 11.0% 4.0% 

Zaire 1.22 0.57 4.16 7.05 29.3% 8.1% 

Benin 0.00 0.17 0.34 0.93 0.00% 18.3% 

Malawi 0.15 0.04 0.63 1.15 23.8% 3.5% 

Kenya 0.75 0.62 2.62 4.96 28.6% 23.7% 

Cameroon 0.29 0.54 2.01 2.78 14.4% 19.4% 

Senegal 0.14 0.15 0.94 3.05 14.9% 4.9% 

Zambia 0.16 0.07 2.23 4.37 7.2% 1.6% 

Botswana 0.00 0.00 0.15 0.51 0.0% 0.0% 

Madagascar 0.14 0.23 0.93 3.37 15.1% 6.8% 

Niger 0.31 0.26 0.69 1.50 44.9% 17.3% 

Source: 	 World Debt Tables, 1989-90, The World Bank. 
Note: 	 Figures are for Long-Term Debt only. Commercial Bank 

figures include publicly guaranteed and private nonguaranteed 
outstanding debt. 

I,



NET INFLOWS OF FOREIGN DIRECT INVESTMENT
 
(millions of US dollars) 

COUNTRY YEAR 

1980 1981 1982 1983 1984 1985 1986 1987 1988 

SUB-SAHARAN AFRICA 46 928 891 720 514 592 691 677 963 
Excluding Nigeria 786 382 461 357 325 251 495 291 585 

BENIN 4 2 (1) (1) (1) 0 
BURKINA FASO 0 2 2 2 2 .. 0 
BURUNDI 1 1 2 0 1 1 3 2 0 
CENTRAL AFR. REP. 5 6 9 4 5 14 14 20 0 
CHAD (0) (0) (0) (0) 9 53 28 4 4 

EQUATORIAL GUINEA .. .. ... .. 0ETHIOPIA .. . . . . . . . 0 
GAMBIA, THE 2 .. 1 2 6 3 4 
GHANA 16 16 16 2 2 2 6 4 20 

GUINEA 34 .. 0 0 0 0 5 15 
GUINEA-BISSAU .. .. ... .. 0 
KENYA 78 8 3 9 4 13 27 0 13 
LESOTHO 5 5 3 5 2 5 2 2 20 
MADAGASCAR 0 0 0 0 0 0 0 0 0 

MALAWI 10 1 2 3 1 ..1 0 
MALI 2 2 4 44 3 5 .. 0 
MAURITANIA 27 12 15 1 9 7 3 5 5 
MOZAMBIQUE .. .. . .. ... 0 
NIGER 44 (7) 25 0 (1) 0 
RWANDA 16 18 21 11 15 15 18 23 20 

SENEGAL 13 20 10 (36) (27) (3) (2) (50) 70 
SIERRA LEONE (19) 8 5 2 6 (4) (6) (6) 0 
SOMALIA .. .. (1) (8) (15) (1) (0) 0 0 
SUDAN 0 0 0 0 0 0 .. 0 
TANZANIA .. .. ... ... 0 

TOGO 42 10 16 2 (10) .. 13 12 12 
UGANDA .. 1I.. 1 0 0 1 0 
ZAIRE 6 6 6 5 6 6 6 5 10 
ZAMBIA 62 (38) 39 26 17 0 0 6 0 

Sources: World Bank 4frica Tables, IMF estimates (1988) and UNCTC. 
Note: Figures in parentheses indicate negative flows 



COMMERCIAL DEBT AS %OF GNP
 
AND GROSS DOMESTIC INVESTMENT FOR SELECTED AFRICAN COUNTRIES
 

(YEAR 1987) 

(Billions of U.S. Dollars) 
GROSS CM. DEBT CM. DEBT 

COMMERCIAL DOM. AS % AS % 
COUNTRY DEBT INVEST. GNP OF GNP OF GDI 

Nigeria 7.01 	 3.90 39.4 17.8% 179.7% 

Sudan 2.04 	 0.90 7.6 26.8% 226.7% 

Tanzania 0.17 	 0.53 4.3 4.0% 32.1% 

Zaire 0.57 	 0.75 4.9 11.6% 76.0% 

Benin 0.17 	 0.22 1.3 13.1% 77.3% 

Malawi 0.04 	 0.15 1.3 3.1% 26.7% 

Kenya 0.62 	 1.73 7.3 8.5% 35.8% 

Cameroon 0.54 	 2.29 10.6 5.1% 23.6% 

Senegal 0.15 	 0.61 3.6 4.2% 24.6% 

Zambia 0.07 	 0.30 1.8 3.9% 23.3% 

Botswana 0.00 	 n/a 1.2 0.0% 0.0% 

Madagascar 0.23 0.29 2.3 10.0% 79.3% 

Niger 0.26 	 0.19 1.8 14.4% 136.8% 

Sources: 	 World Debt Tables, 1989-90, The World Bank. 
World Development Report, 1989. The World Bank. 

Notes: 	 Gross Domestic Investment figures determined by 
multiplying % distribution by GDP for respective 
countries. Commercial debt figures include publicly 
guaranteed and private nonguaranteed outstanding 
debt. GNP found by multiplying population by 
per capita figures. 
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This guide was produced through an innovative initiatives 
program grant to Volunteers in Overseas Cooperative Assistance 
(VOCA) from the U.S. Agency for International Development to 
support an experimental program to seek creative ways to finance 
overseas cooperative development. The project was undertaken 
by the U.S. Overseas Cooperative Development Committee and its 
Executive Director Ted Weihe on behalf of the U.S. cooperative 
development community. 

Many ideas contained in this guide were generated through the in
teraction of participants at a workshop held in Washington, D.C., 
in December 1988 involving central bank officials from developing 
countries, representatives of indigenous cooperatives and coopera
tive banks, members of the U.S. banking community, executives of 
U.S. cooperative development organizations, and other specialists 
in international development. 

The grant also provided for field missions to Costa Rica and 
Jamaica to design debt-for-development proposals. This document 
attempts to capture this experience. 

The guide relies extensively on information and advice provided 
by John B. Ross, executive director of The Debt-for-Development 
Coalition, Wo ;hington, who participated in all project activities 
and reviewed drafts. Overall project guidance and support were 
given by VOCA's President Don Cohen, assisted by Joan Leavitt 
and Bill O'Callaghan. Consultants Carol James and Lynn Zempel 
helped write and produce this guide. 

What was learned during this process applies broadly to not-for
profit activity and, thus, this discussion is not restricted to financ
ing coopera-ves. 

The conversion of LDC debt for not-for-profit development pur
poses is an emerging discipline. This document is meant to be a 



hell resource to orpglanions interested in undgrtAlfn debt 
conversons, but It is not intended to supplant rotentIon of 
quaMed technical aistanm in exeuti theee transtons. 
While inform on contned in this document was drawn fm 
sourcei considered generally relable, azcuracy cannot be ully as

sured, 

Interpretations in this document do not represent oftoal views of 
the U.S. Agency for InternalonW DevelopmInt. 

Date of Isuance: September, 1989
 
Revied, Reprnted: Februar, 1990
 



PREFACE
 

The international debt crisis is deepening. Private lenders and 
government policymakers in industrialized countries, which hold 
about $1.3 trillion in Third World debt, and leaders of debtor 
countries increasingly recognize that overall debt reduction must 
be achieved and interest payments reduced. 

Debt conversion can be an integral component in addressing the 
growing worldwide financial problem and can underpin strategies 
for achieving Third World development. Finding ways to convert 
debt to development purposes will improve prospects for overall 
debt repayment in the long-term. 

While debt conversion is a normal commercial transaction well un
derstood by sophisticated financiers in the conduct of business 
enterprise, until recently it seldom had been applied by organiza
tions involved largely in not-for-profit enterprise. 

Not-for-profit organizations involved in international development 
have an opportunity to multiply their existing capital -- to 
leverage what frequently are scarce resources - by applying debt 
conversion techniques to achieve their development goals. 

The term "not for profit," used throughout this diseussion, is 
mean, to include a broad range of private voluntary organizations, 
cooperative development organizations, cooperatives, advocacy 
groups, labor organizations, environmental groups, colleges and 
universities, research institutions, foundations, and charitable and 
religious institutions. 

This guide is intended to help managers of not-for-profit organiza
tions and development specialists learn about debt conversion in a 
nontechnical way -- including how to identify opportunities, and 
some of ;he issues to consider when assessing debt-for-develop
ment trarsactions. 
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"Debt for development" has become the accepted vernacular to 

describe not-for-profit organizations' use of debt conversion techni

ques to achieve people-to-people international development assist

ance objectives. While businesses and commercial lenders right~y 

state that they, tao, use debt capital or lend for the purposes of 

development, this discussion adapts the term 'debt for de; Jop

ment' to describe debt conversions primarily for not-for-profit 
enterpise. 

Debt for development can benefit all participants involved. The 

bright prospects for use of debt conversion techniques have 

spurred initiatives by the U.S. government, LDC governments, 
leading development experts, and bankers to make the concept 

become a reality. 

Important tasks remain; ch eZ among them is informing individuals 

and organizations so that they can put debt-for-development tech

niques to use. By involving the not-for-profit community in fund
ing constructive applications, the concept of debt for development 

can be converted from relatively limited application today into 

widespread use. This guide is a step toward that goal. 
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THE
 
DEBT
 

PROBLEM
 

The Third World debt crisis exacts a tremendous social and 
economic toll on the citizens of all nations, creating a vortex of 
downward-spiraling effects. To repay their debts, poor nations 
have been transferring resources to rich nations at record levels, 
further damaging their economies. Developi g countries' struggle 
to repay loana comes at the expense of domestic growth and social 
programs. As a result, Third World development is getting worse 
and not better. 

Wall Street and U.S. public policymakers have expressed concerns 
about the implications of beavy LDC debt exposure on the 
viability oz prominent U.S. banks. Some money center banks had 
Third World loans that exceeded their total capital and reserves 
at the end of 1988. 

While some innovative measures have been taken to deal with the 
Third World debt crisis, no permanent solution is imminent. 

Mexico's 1982 declaration that it could not service its debts was a 
salvo heard on financial markets throughout the globe, despite the 
fact that other countries, including Bolivia, Costa Rica, and Peru 
had been unable to make debt service payments even earlier. 

A predictable response has ensued. Commercial banl resist new 
lending to developing nations. A World Bank affiliate agency es
timates direct foreign investments from industrialized to develop
ing countries fell to $13 billion in 1987 from $25 billion in 1982, 
making it harder for heavily-indebted developing countries to 
come up with foreign currency to service existing debt, let alone 
to buy needed imports or even replacement parts. 

Austerity programs now in place throughout Africa, Latin 
America, the Caribbean, Euist .,nr Europe, and in the Philippines 
adversely affect quality of life, diminish U.S. exports, and 
ultimately result in lost U.S. employment. 

1 



Major Bank Third World Debt Exposure
 

Bank 

BankAmerica 
Bank of Boston 
Bank of New York 
Bankers Trust 
Chase Manhatt.n 
Chemical 
Citicorp 
First Interstate 
First Chicago 
Manufacturers Hanover 
J.P. Morgan 
Republic 
Security Pacific 
Wells Fargo 

Composite 

(In milion of dolarS;aa of end of 1988) 

Third World 

1988 Losses Debt Debt 
Taken Exposure Reserves 

$ 119 $ 9,000 $ 2,500 

59 579 359 

38 2,300 600 

0 4,000 1,000 


362 7,900 2,000 

94 5,909 1,309 


408 12,076 2,876 

281 841 309 

321 2,125 925 

255 8,357 1,707 

435 4,600 1,150 

68 430 170 


663 852 302 

714 500 150 


$ 3,815 $59,469 $15,357 

SOURCE: SaZmon Brothers
 
Repri ed with Permission
 

Exposure as 

% of Capital 
and Reserves 

135% 
24
 
68
 
89
 

114
 
112
 
95
 
33
 
65
 

168
 
66
 
27
 
21
 
18
 

87% 
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THE
 
PUBLIC
 
POLICY
 

RESPONSE
 

In March 1989, Treauy Secret;ary Nicholas F. Brady announced 
a program to embrace new Ideas providing creditr flexibility - In. 
cludi 'debt conversions.' Debt conversions or 'debt swap' in
clude debt for debt, debt for equity, debt tfr trade or commodities, 
debt for nat , and debt for bonds of a lower value but with 
giaxmteed principal. Debt for development has particular appeal 
because I; can provide broader benefits for a number of parties in
volved, which Intmrn can Addruss social lmuu, thus extending the 

The Brady Program envisions overall reductio Ininterest and/or 
principal and anumes that now loans will be made available where 
they are neded. The World Bank awd the International 
Monetary Fund will make money available to guarantee rqmpy 
munt of some remaining debts where banks agree to reduce 
amounts owed. By IWnIuding debtbr-development provisions In 
Intermational Mouet:7 Fund and ote International fAuding 
agreements, austerity progrmas an be eased and new invest
ments for developtnent encouraed. 

The Brady Program builds on a plan Introduced by then-Treamry 
Sentary Jmes Baker in 1985 to promote economic growth in 
heavily-indebted developing countries through economic aust
meints coupled with new commercial bank loans, and, implicitly, 
additional murtlateal development bank lending. 

While nw loans wer mai, to a few of the largest and most 
eonomically advanced deve],-An nations after Secretary Baker's 
announcement, commercial banis actually reduced their overall ex
posure to heavily Indebted developing countries. In response, 
Secretary Baker and private finanal innovators refined the 
program by developing a voluntm, nmw-ket-oriented, 'menu' 
aproadh of negotiated options flir restructuxing debt tailored to 
the needs of each oountry and its cditor banks. 



The Brady Program broadens Baker's meau concept 

The international debt problem can be alleviated only t .ugh a 
combinaton of asdUtional and innovative approaches. While the 
full potential of maor debt conversion initiatives under Secretary 
Brady are uncertkn, most encouraif for the notfor-prolt com

munity, the Brady Program specifically embraces the concept of 
debt conversion fDor purposes of uotdor-proflt, pewple-to.people, 
development programs. 

The initial success of the Brady Program In Mezie and Its 
prospects In other countries appears hopef. However, it& ap. 
proach including the limited resources of the multilateral dvelop
ment gencies and thM willigness of banks to both rodtuce their 
debt and Initiate new Inveutments remains cloudy. 

The Debt-for-Development Initistive 

Debt for development grew out of an initiative by not-for-profit or
ganiati wh14 recognized that the convmtion process presents 
an opportunity to expand their capabilides to provide technical 
and other forms of asistance to develoig countAes, It has par. 
tular appeal becaue it opens up possibilities of eadvey lap 
amounts of fund ingI many countries which are not major 
recipients of U.S. government torein assiamce. 

his concept is urongly supported by the Bush AintnkftaUon 
and Congress, which have supported debt for development through 
reguatons and leeslaton. 

To help not-for-profits become Involved, The Debt-ftonDevelopment 
Coalition, IrA, has been created to provide Information and educa
tion to iberested organizations. The coalition includes cooperas
tives, pyrvate voluntary orgazaon, International aeulbzral 
rmrc centers, and colleges and universities. The coalition also 
seeks to work closel with environmental groups and others inter
esd in debt for developmaL The coalition is supported, in part, 
by the U.S. Agency for Iternational Developnea (A)). 

In addition, The Debtfor-Development Foundation was receatly es
tublhed to assist notfor-profit omazations in debt conversion 
trw :nos, particularly in arragements which Involve a number 
of development organizations. These transactions may involve 
either the pumhas of debt, or the donation of dobt under U.S. 
Internal Reveue ruling 87.124. 
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Under a polky and guidelines luuad February 15, 1989, AID en
courage debordevelopment transactions for a wide range of 
development activities undertaken by U.S. not-for-profit oaniza.
tions with AID support. AID's poly creates opportunitie for 
U.S. 1otr-profit organizatona which are in a position to under. 
take new programs or to expand activities in countries wbic en. 
courve debt conversion. AID's program is likely to be especally 
applicable to organkatons working with ind nous groups, 

This AID debt-for.development poliy permits eligible not-r 
profit orgntzations to use AD fund, o buy debt owed by develop. 
ing countries to fDoreig creditors for oonvarsion into local currea. 
cy to finance AID-approved development project and prograus. 

Notfur-profit orgmaizatIons buy this debt at prevailiv discount 
rttes on the secondary market Local cecies enerated 
tough using AM ftnds may nane either nev or ongoing ac
tivities 

Legislation pawed in November 1989 establishs policy that Inter
eat ernings fom AD grants may be retained by grantees and no 
Ionar mist be returned to the U.S. Treamu:y. This reverses long
standimg U.S. govm ment policy and should greatly itat. debt 
swaps with AID - and potentially with other U.S. uvernment 
funds. 

Each activity financed through a debt-or-development transaction 
uftnAID funds must be preapproved by AID and comply with 
standard rules and procedures. Howerer, AID does not negotiate
transactions or enfre aeemonts among parties Involved in a 
debt converson 

Under its debt-for-development policy, AD also will provide for 
debt retirement in exchange for resours the debtor country 
provides for use In development, Includtq AD-ftaned projects 
undertaken by notefor-pofit oraniations 

Debt for Development, Not for Everyone 

To bat us debt converson a afinancial tool for fanding develop
ment ativities, a notr-profit organization structuring these ar. 
rangeaents shomld have a glid undewtanding of ftnancing, 
xanp emt time and organizational staying power to work out 
complex and often prolonged negotlationz; and a vllngneus to 
accept some rik. Debt conversion is not a funding option for 
every organintion, evtry type of project, or every country. 

Several largernot-for-profit organizations are Invegng in building 
experds within their omm organtzations to underte these tr a
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actions, creating sepaate departmenta or even new subaidiareL. 
Smaller organizations will require outslde tedhna assistance. 
Some orgnizations may wiat to partiiate through pooling with 
a ag oranwztion or group. 

Some not-trprojit orgauiations oppose the concept of debt for 
development, espouWin forgiveness of loam to poor countries or 
outright donations of loans for development. 

Much tnitial interet by not-for-profit orpaations in debt for 
development concerned prospca for donations. However, near
term prospects are limited and the potential reunan promising 
but distant. Bankers and other Investors are relactant to pursue 
this alternative in part be==ns it sets an unwelcome precedent for 
loans they so expect to collect uid also because they face techni
cal hurdles, Including treanent of donations by Dunl 
relators, amountlng for debt donations fo- securitleD reis-tra 
tion and tax purpoe, determining debt values for monetary con
version, and compliance with U.S. and host country laws 

To succeed, debt-for-development concepts mutt yield measurable 
benefit to all partcipts involved in these tranactlo= As a 
rulWt, DoOiprofit orgnaIOn seeld to tmdcak debtbro 
deeopment proje* wl need to asse projects fom a vwriety of 
vantage oiU and decrlbe their obJectives in terms which will 
ssfy the Interest of various groupG - baker, poligmalers, 
other notr-prt goups, and ultimte beneiart in local com
muifae where project will be undfttsbs. 

Seldom do most notfrprofit oraiation view their work a a 
b ness del' i.4 W ilwi be a banker's perspectve in Aueing 

whether or not it will part patet in undertakdg a debt oonver
sion. The often vnplex taks involved can be daunting, but 
rewards are achievable. In many nations of the world, not-for
profit oons ae be* to build a track record of co
ertg debt into development project. 
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WHATIS
 

CONVERSION?
 

Debt conversion probably has existed from the dawn of lending 
and borrowing. It takes many forms. 

* 	 Lenders frequently take an equity or ownership stake in 
a borrower's enterprise in exchange for a debt owed. 

* 	 Another common form of debt conversion is to swap
 
one debt or debt instrument, such as a bond, for
 
another debt.
 

* 	 A lender can make an outright gift of a loan, whether
 
forgiving debt outright or donating the loan to another
 
institution or individual.
 

Lenders routinely buy, sell, and swap loans with other investors 
on a "secondary market" or resale market - sometimes to invest 
surplus cash, sometimes to raise cash, and often to achieve 
balance, or to minimize risk of overexposure to loss, in their loan 
portfolios. Most Americans are familiar with Fannie Mae, Freddie 
Mae, and Sallie Mae - all domestic secondary markets where 
securities backed by packages of billions of dollars worth of U.S. 
home loans or student loans routinely are bought and sold, mostly 
by major U.S. and foreign institutional investors. The price of 
these loan-backed securities on the secondary market varies day to 
day, depending on how buyers and sellers trading them rate a 
given security's yield and take into account other marketplace fac
tors. 

So to,) are loans held by private creditors t many Third World 
governments bought, sold, and swapped on an international secon
dary market by major U.S. and foreign financial institutions and 
other investors. This market emerged largely among financial 
traders and regional and smaller banks anxious to reduce their 
debt portfolios, but now many large money center banks (banks in 
'money centers' - New York, Los Angeles, London, and Tokyo) 
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actively participate in this secondary market as well. 

The price of LDC debt on the secondary market varies greatly; a 
number of countries' loans sell at fill face value, while others' 
loans may be severely discounted ond sold on a very limited 
basis. A small but growing portion of total Third World debt ac
tually is traded. Some large, money center bainks are reluctant to 
sell loans from their own portfolios, but will broker transactions. 
for others. 

The value or price of loans on the secondary market varies depend
ing on such factors as repayment history or likelihood of repay
ment, investor confidence in a country's economic situation, and 
many other factors - including how badly the seller of the loan 
needs the liquidity of having cash rather than holding onto a com
paratively illiquid investment. In heavily-indebted countries, 
where the prospects for repayment are dim, the secondary market 
has established values for these loans at only a fraction of their 
original face value. 

The debt conversion process involves a marriage of interests 
among a number of parties, for example: (1) A not-for-profit or
ganization which seeks capital to finance a deve.opment activity it 
has identified; (2) a bank or organization holding an LDC debt 
(usually owed by an LDC government, but sometimes owed by 
private-sector LDC borrowers), and (3) the LDC central bank. 
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DOINGA
DEBT
 
CONVERSIO
 

First, the not-for-profit organization identifies a development 
project it seeks to undertake with a local counterpart organization 
and determines a budget. It is an instructive exercise for a not
for-profit organization to prepare a comparative analysis of the 
benefits and costs of funding a project directly or funding it 
through the use of debt conversion. 

To figure the latter, the not-for-profit organization determines 
how much it would cost on the secondary market to buy a debt 
obligation of the LDC country in whi-h it seeks to undertake the 
project. The value of the debt or its price on the sec ndary 
market is usually far less than the face value of the debt. 
Therefore, for example, a not-for-profit organization conceivably 
could buy from a lender for $500,000 an LDC debt with an 
original face value of $1,000,000. 

Without a debt conversion, the LDC government, through its 
central bank, is liable for the full face value of this debt plus inter
est in the denomination in which the money originally was bor
rowed, most likely U.S. dollars. However, using the debt conver
sion mechanism, the LDC government can pay the debt in its own 
local currency, thus saving precious foreign exchange. 

To fund a project through the debt conversion mechanism, the iot
for-profit organization and its local partner must convince the 
central bank and other LDC government policymakers that the 
purrose of the project it seeks to finance through use of the debt 
conversion meets the social, economic, and political priorities of 
the country. 

Negotiations are undertaken among the not-for-profit org~niza
tion, the lender, and the LDC central bank. Central banks are 
responsible for managing a country's internal and foreign debt 
obligations and its internal money supply. They generally exert 
tremendous influence over domestic policy. The not-for-profit or
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ganization must offer a compelling argument that the project it 
proposes merits use of the. LDC's resources - local currency 
(which the central bank either must raise from the country's 
domestic budget revenues or issue currency or internal debt obliga
tions to support), land, or equity in an asset it owns such as a 
parastatal company. 

If approval is given, the central bank will agree to convert the 
face value of the debt of $1,000,000 into local currency or another 
type of resource worth $1,000,000 to finarce the development 
project. Depending partly upon how worthy the central bank 
deems the project to be, it will issue payment in local currency or 
other assets for the full value of the loan or it may discount the 
value somewhat. The central bank may also charge a fee. 

In return, the not-for-profit organization will make available suffi
cient dollars to retire the outstanding debt obligation by purchas
ing it at the secondary market price. 

Through use of the debt conversion process as outlined, a Third 
World country no longer owes a debt to an external investor -
whether a private bank or a foreign government. The debt con
version process has taken an 'external debt' or "dollar
denominated debt' payable in dollars and converted it into an 
obligation denominated in the country's own currency and held in
ternally to be used for local investment. 

Some Issues 

Conversion of Third World debt involves many tangible and intan
gible variables, including: 

" 	 the value or price of the debt on the secondary market, 
* 	 LDC economic, social, and monetary priorities, and 
" 	 the percentage of face value the LDC government 

pays. 

These transactions involve layers of negotiations and approvals. 
Because legal and financial arrangements involved in Third World 
debt conversions are complex and must occur simultaneously, 
often negotiated in several languages, an experienced broker usual
ly is required to handle them. 

Where dollars must be converted into local currencies for invest
ment or development purposes, this process provides a multiplier 
effect for expanding foreign investment in development projects 
while enabling the host government's central bank to set policies 
and determine ground rules for such investments. The central 
bank can use debt conversion to favor high priority investments, 
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for example to attract foreign capital for export activities. Debt 
conversion also can provide a significant resource for supporting 
socially worthwhile developmental activities. 

The chart on the next page shows a comparative analysis of debt 
conversion and a straight currency exchange. In this example, the 
not-for-profit organization has $600,000 for local currency costs 
for a development project. The not-for-profit already has deter
mined that the central bank will approve its project for a debt con
version. The exchange rate is 20 pesos to one dollar. The not-for
profit has secured a broker to negotiate and facilitate the transac
tion. While an oversimplifcation, the chart illustrates basic con
cepts. 

A number of countries promote debt-for-development programs 
and are developing incentives for debt-for-development transac
tions. One incentive is to vary the currency conversion rate 
depending on the country's development priorities. One 
Caribbean country plans to implement a variable discount rate 
ranging from 2% to 35%, the lower rate applying to labor-inten
sive, manufacturing projects to produce export products from local 
raw materials. 

The central bank is usually the most important decision maker in 
debt conversions, issuing regulations for conversions and approv
ing each transaction. Central banks and governments are con
cerned about how debt conversion will affect domestic inflation as 
new loeal currencies are released into the money supply. Debt con
version programs can be on-and-off again affairs del ;nding on na
tional politics and changes in laws and regulations. Countries 
usually limit local currency available annually for debt conver
sions. For example, Costa Rica has limited its initial deuL-for
development program to $15 million a year for three years for 
education, environment, and micro-enterprise development. 
Applicants compete within this pool. 

Debt conversion programs vary widely by country. They may be 
formal, or covered by existing regulations. Formal programs 
often are geared to equity investments which promote export ac
tivities. Or debt conversion programs may be informal, allowed to 
occur in the marketplace or through special agreements with the 
central bank - frequently a more successful circumstance when 
proposed developmental activities enjoy strong nost government 
or political support. 

Some countries have both formal and informal debt conversion 
programs. For example, Brazil has reduced its debt by about $2.5 
billion through its formal program, and $6-to-$8 billion through in
formal conversions. 
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Comparative Analysis of Debt Conversion 

1. Debt Conversion 

Commercial 
Bank 

N $600,000 cash 
Note with 

$1million 
U.S. Not-for-Profitface value 

Organizationowed by LDC 

governmentto Indigenous
 
commercialbank Organization
 

18,000,000 Pesos, local currency 

($1 million less 10% 
LDC discount which the 

Central CentralBank keeps 
Bank leaving $900,000 

convertedat 20(Pesos):$1) 

2. Straight Currency Exchange 

U.S. Not-for-Profit 
Organization 

$600,000 12,000,000 Pesos 
(converted at 20(Pesos):$1) 

LDC 
Central 

Bank 

3. Comparative Yields 

Debt Conversion 18,000,000 Pesos
 
Straight Currency Exchange 12,000,000 Pesos
 

Net Gain Using Debt Conversion 6,000,000 Pesos 
$300,000 equivalent at 20(Pesos):$1 
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Debt for Equity
 

TYPES OF
 
DEBT
 

CONVERSIONS
 

There are many uses for the proceeds of debt conversions: debt 
for equity, debt for development, debt for trade, debt for nature, 
debt for education, etc. For each new application, debt conversion 
can take on a new name. 

As described earlier, there are numerous variations of the debt 
conversion concept, but the basic transaction is the exchange of 
outstanding external debt, owed to a bank, government, or other 
entity, for some form of internal debt or equity instrument. The 
ultimate result may be an outright donation, a creditor equity posi
tion in a business enterprise, a set-aside of land or other natural 
resources for conservation, or a new debt denominated in local cur
rency to be used for a development purpose. 

A significant number of manufacturers are using the conversion 
process to leverage dollar resources for local currency activities. 
A growing number of not-for-profit organizations are using debt 
swaps to purchase commercial bank loans for debt-for-development 
conversions. 

Major types of debt conversions need to be differentiated. 

The most widely used debt conversion application is debt for equi
ty, which is a way to reduce outstanding debt, encourage local in
vestment, and boost economic growth. Many developing country 
governments give priority to equity investments that promote ex
ports. Some of these programs also are designed to help debtor 
nations recover 'flight capital' or capital which has been invested 
by its citizens outside of the country. External debt (denominated 
in U.S. dollars or other hard currencies) is repaid in the debtor's 
local currency, which is then used to purchase an equity or owner
ship position in a business in the debtor country. 
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Few banks have converted loans into local currency investments. 
Rather than convert their debt into investments for their own 
portfolios, conmercial banks usuqlly sell their LDC debt at a sub
stantial discount to nonbank investors. However, recent changes 
in Federal Reserve regulations have increased the attractiveness 
of equity participation for some U.S. banks. Regulations now per
mit them to hold up to 40% of the equity in a private-sector, non
financial company, and up to 100% of the equity in a firm being
'privatized' through a debt-for-equity conversion. 

Debt for equity is a technique which not-for-profit organizations 
can use for development purposes. For example, a major U.S. not
for-profit group has established a for-profit subsidiary to create 
local investment companies in developing co--7,tries. Tlese invest
ment companies, in turn, will identify 7.,o i -Cjotiateinvestment 
packages for debt-for-equity couversions 2ur small businesses. The 
investment company also will provide technical assistance. 
Potential profits will be invested in other development projects. 
Another major U.S. not-for-profit organization seeks to use debt
for-equity conversions to help cooperatives in Central America 
diversify their exports. 

Among all types of debt conversions, dcb.-for-equity holds the 
greatest immediate prospects for success. Not-for-profit organiza
tions may have to rethink or redesign their development projects 
with debt-for-equity conversions in mind in order to attract inves
tors. 

As a means of conserving their foreign exchange, central banks 
usually require a three-to-five year waiting period between the 
date local currency is issued and the date an investor may pur
chase dollars from the central bank for 'repatriation' of dividends 
abroad. An even longer period usually is required before capital 
may be repatriated. Attempts to convert local currency r, - ived 
through debt conversion back into dollars before thi,; '.'aiting 

period is over is known as 'round tripping." 

Round tripping occurs when the investor takes local currency and 
converts it back into dollars or other foreign curences. It is pos
sible for investors to reconvert currencies at rates that yield more 
hard currency than was originally used in the transaction. 
Substantial financial gains are possible using these techniques. In 
effect the investor moves quickly from hard currency to local cur
rency and back to hard currency, thus the term 'round tripping.' 
(In Europe the term 'the bicycle' is used rather than 'round trip
ping.') This type of transaction is prohibited in any type of debt 
conversion. 
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Debt for Donations
 

Many not-for-profit organizations have envisioned great promise in 
debt for donations. This conversion approach allows a bank or 
another creditor to donate debt to a U.S. organization with 501(c)3 
tax status as a charitable, scientific, or educational organization. 
A donor may also make a contribution to purchase a dollar
denominated debt on the secondary market, which is converted by 
the debtor nation into its currency for use by the non-profit or
ganization for projects in country. '-be U.S. organization will 
need a partner institution in the host country which assures that 
the activities meet the definition of charitable activities. 

Debt donations may yield public relations value, eliminate ex
posure in a particular country, and help recoup U.S. taxes paid on 
interest arrearages. While banks express interest in donating 
'debt for nature" to preserve tropical forests and 'debt for educa
tion' to assist international programs by U.S. universities, there 
have been few actual donations to date and prospects for major 
donations are at best uncertain in the short term. 

Clearly, existing tax regulations do not promote donations of bank
held LDC debt. Internal Revenue Service Revenue Ruling 87-124 
clarifies procedures for debt donation. For tax accounting pur
poses, such donations receive the same cash-flow treatment as 
loan write-offs. However, banks can eliminate exposure by selling 
debt for cash Pnd take a tax loss on the difference between their 
tax basis on the debt and the amount they realize from the sale. 
Sales of debt benefit banis more than outright donations since 
bhn.r1 receive cash as well as tax write-offs or, !Osses. 

In addition, the IRS has no set formula for valuation of debt; it 
looka at eawb transaction individually. However, it may be willing 
to comment o.m the acceptability of a valuation in a priv .te letter 
ruling. 

A debt-for-donation transaction may involve both a donatin and a 
loan write-off. The bank may take a tax deduction for a 
charitable contribution for the fair market value of local currency 
given in exchange for a hard currency debt, and take a loan loss 
on the remaining balance. If the full face value of the external 
debt is paid in local currency equivalent, it may be possible for a 
bank to claim a tax deduction for the full donation at the face 
value of the loan, rather than its discounted value on the thin 
secondary market. 
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Debt for Development
 

Debt-for-development combines major elements of the concepts be
hind debt for equity and debt for donations and presents a number 
of opportunities for not-for-profit organizations, including: 'debt 
for nature', 'debt for education,' and debt for human development
through such programs as child immunization. Debt for develop
ment allnws not-for-profit organizations and debtor natioas alike 
to leverage existing resources to promote development. 

Debt is purchased by a not-for-profit organization at a aiscount in 
the secondary market or directly from a creditor and converted 
into local currency. Proceeds are used by the U.S. organization to 
finance a development project in cooperation with a local develop
ment organization or foundation. 

The approach may involve pooling arrangements, enabling a num
ber of not-for-profit organizations which have ongoing activities 
funded with local currency to comoine their limited dollar resour
ces to amass enough for a debt conversion transaction. Pooling 
arrangements are attractive to banks and host governments since 
larger sums result in a better exch',ige rate for converting from 
dollars to local currencies than small transactions. So far, there 
have been no such pooling transactions; however, efforts Lre under
way for such an arrangement in Brazil. 

In conceptualizing a proposal, not-for-profit organizations should 
not dwell on such issues as debt valuation or inflationary implica
tions. If host countries and commercial banks are interested, they 
will be primarily responsible for working out those parameters. 

Debt for Debt 

Straight debt-for-debt conversionrs allow exchanges of one type of 
debt for another or the debt of one country for that of another 
(e.g., Polish for Brazilian) and usually apply to creditors' seeking 
to diversify their portfolios or reduce their loss exposure. 

Debt-ior-debt conversions for development by may have potential 
for encouraging banks to shift from a nonperforming debt with 
little chance of repa ment to a priority develrpment project with a 
much better likelihood of ultimate repayment. Banks -nay thus 
gain bttter repayment prospects as well as some slight financial 
advantuige if a host governrment deems the development activity co 
be of high importance and provides a more favorable discount 
rate. Investments in home mortgages generally have higher 
prospects for repayment than other types of loans and frequently 
are a social priority for developing nations. 
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A debt-for-debt swap has been undertaken for cooperative hotvsing 
in Chile; several similar initiatives are underway to finance low
cost housing it. Latin America. Investors would be permitted to 
exchange local currency mortgages for dollars after several years 
to recoup their investments. Ultimate repayment in dollars, of 
course, depends on the availability of foreign exchange to the host 
governent. 

Debt for Bonds 

In 1988, commercial banks exchanged external claims on Mexico 
for bonds of lesser face value but with guaranteed principal (but 
not interest). The U.S. Treasury issued zero-coupon bonds, which 
Mexico purchased, to facilitate the transaction. As a result. 
Mexico retired $3.7 billion in debt. 

The Brady Program calls for greater use of the debt-for-bonds 
technique, which provides for the International Monetary Fund, 
The World Bank, other multilateral development banks, and their 
related agencies to provide fina,-cing or guarantees to help 
countries buy back their debts from commercial banks at a dis
count. 

Debt-for-bond conversions have the potential to assist development 
if development organizations and others successfully can convince 
policymakers to adopt various tax preferences for banks or other 
creditors who are willing to donate or participate in debt-for
development transactions. However, as used in the Mexican situa
tion, debt for bonds can drive up the secondary market price and 
reduce opportunities to fund debt-for-development activities. 
These types of debt conversions may hurt prospects for use of 
deDt for development. 
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WHERE
 
TO 

BEGIN
 

Nearly all not-for-profit organizations involved in international 
development are interested in expanding their resources. Many 
see debt for development as a means of increasing local currency 
resources needei for development activities. Some organizations 
may want to fur her explore specific ideas or transactions. 

A number of consulting firms and not-for-profit organizations are 
willing to assess debt-for-development opportunities. Often work
ing jointly with LDC counterparts, they will discuss concepts or 
proposals with central banks. Experienced international bankers 
who undertake debt conversions will advise on the merits of a 
proposal. 

One of the firs' steps in undertaking a debt for development 
program or deciding if the current or proposed activity is ap
propriate for a debt-for-development transaction is to look at a 
specific developing country's debt situation. Assess whether the 
debt is available for purchase and what it will cost to acquire. 

Countries with a large percentage of their debt owed to commer
cial banks and other private institutions are good candidates for 
debt for development. 

In identifying countries for debt-for-development projects, it is 
helpful to choose those with governments supportive of the con
cept. A number of countries have debt conversion mechanisms in 
place and officials trained to handle transactions. Many govern
ments do not have formal programs, but ar willing to consider 
projects on a case-by-case basis. 

While there is no single source of information, an informal net
work has grown up to share debt-for-development experiences 
both in developed and developing countries. Not-for-profit organ
izations can benefit from the experiences of earlier development-re
lated debt conversion projects. 
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The Initial Step
 

When considering a project, a not-for-profit organization should 
look to strong counterpart organizations which can aid in negotiat
ing with government decision makers, assist in executing the debt 
conversion, and help implement the project. Debt for development 
involves strong technical skills for project execution and its ap
plication is not appropriate for high risk development activities or 
experimentation. 

The following countries represent a short list of opportunities for 
debt for development: Argentina, Bolivia, Brazil, Chile, Costa 
Rica, Ecuador, Hungary, Jamaica, Madagascar, Mexico, Nigeria, 
Peru, the Philippines, Poland, Yugoslavia, Venezuela, Zambia, and 
Zimbabwe. 

The central bank of a debtor nation is key to any debt-for-develop
ment project. In most cases, the conversion will be implemented 
through the central bank, which also will determine what discount 
rates will apply when hard-currency external debt is liquidated 
using its own currency. A country might be willing to convert ex
ternal debt into an equivalent amount of local currency at the 
prevailing foreign exchange rate. In other cases, the government 
will discount the value, providing only a certain percentage of the 
full face value. 

Several debtor countries already have a policy and process in 
place for debt-to-equity conversions. While such policies may not 
have been created with not-for-profit, debt-for-development ap
plications in mind, the possibility of adapting them for debt for 
development can be explored with the central bank. 

In evaluating debt conversion proposals, a central bank will reflect 
its own priorities and those of the government. Generally, 
projects which bring in additional foreign investment, generate 
foreign exchange earnings through increased exports, or reduce im
ports are most likely to win central bank approval. However, 
programs that support social objectives such as low-cost housing, 
education, and public health are also seen as important. 

In seeking a commercial bank as a joint venture partner, leaders 
of development organizations need to think in terms oi projects 
where the bank will feel comfortable - usually where the bank has 
expertise germane to the project. Commercial banks have been 
most interested in debt-to-equity conversions involving financial 
firms or in pt.oduction activities where they have developed in
depth knowledge. 
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Some examples of possible development projects include develop
ment around a nature park or other conservation areas, promotion 
of micro-enterprise, nontraditional exports, aid touism. A 
central bank may be receptive to projects which do not reflect its 
domestic economic priorities if there are convincing arguments for 
social and/or cconorrLc benefits. Local organizations should be en
listed to help 'sell' such programs to their central banks. 

A central bank naturally will be concerned with the inflationary 
potential of a conversion project and will seek ways to reduce 
local currency creation and make the monetary impact manage
able. A central bank also will proceed with caution on any project 
until it can evaluate other potentially negative impacts on the 
local economy, including upward pressure on interest rates, satura
tion of the domestic market, and possible distortion in distribution 
of resources. The central bank will want to assure that debt-for
development programs are consistent within its overall external 
debt renegotiation strategy. 

Not-for-profit organization leaders must take into consideration 
the debtor country's exchange controls and repatriation policies. 
Some central banks may require that debt-for-development funds 
represent 'additionality.' That is, the funds may not be a sub
stitute for money which normally would be provided by develop
mental agencies such as AID, or investments that would have 
been made even if a debt-to-equity program did not exist. 

In presenting a proposal to a central bank, one should be aware of 
the relationship between the central bank and other government 
offices. If needed and if feasible, enlist the support of those minis
tries in explaining the project and obtaining cc-itral bank ap
proval. Patience is a virtue in the debt conversion process. While 
project approval may be relatively quick and pro forma in 
countries with established debt conversion mechanisms, the 
process is apt to be longer and more complicated in debtor nations 
without a formal conversion program or where the project s par
ticularly innovative or outside established parameters. 

Given that economies of scale are a factor in dcbt conversions, 
central banks may look more favorably on proposals involving a 
relatively large investnent. This could be achieved by pooling the 
resources of several organizations or combining several projects to 
enlarge the size of a specific transaction. 

2, 
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Getting a Banker's Per 3pective 

Early in considering a debt-for-development activity, the organiza
tion 	should consult informally with U.S. or other banks familiar 
with debt conversion transactions. This is important both for 
simple transactions on the secondary market where the not-for
profit organization is bringing its own money to the table as well 
as in seeking investors for a debt-to-eqifty swap for development 
purposes. 

Often a phone call to the bank officer who handles troubled inter
national debt, or to an officer of the correspondent bank located in 
the developing country can save substantial effort. These bank 
officials can give an indication of whether a transaction should be 
pursued and what the exchange and discount rates are. Later, tie 
organization will want o return to the bank with more details and 
begin the process of seeking an investor for the transaction. 

The organization should view the transaction from the banker's 
perspective. Banks holding debt have several options, including: 

" 	 selling debt on the secondary market for immediate 
cash, 

* 	 holding debt in the expectation that it will be serviced 
and repaid in full, 

" 	 retaining the debt under rescheduling arrangements be
cause pani passu, or burden sharing, clauses do not en
courage secondary rrarket activity, 

" 	 converting debt to equity in new projects, 

" 	 donating it to a charitable organization, and 

* 	 writing off debt as uncoPlctible. 

Through informal networks, a not-for-profit organization can iden
tify the banks and other private firms holding debt of the targeted 
country. They will usually have the broadest base of infcrrmatin. 
They will be able to provide information on their own bank and 
other creditors' level of interest in a proposed project. Generally, 
informal discussions should be held before developiig a full-blown 
project plan. The initial reaction of bankers may provide an im
mediate evaluation of a project's feasibiV.y or Abeter understand
',,g of the iformation .1nd analysis vitai t, One transaction. 
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In presenting a debt-for-development project to a bank, keep in 
mind that: 

" banks are profit-oriented, 
" they must meet regulatory, safety, and soundness 

criteria, and 
" they are generally risk-adverse and will be most recep

tive to ideas that involve their areas of product and 
geographic expertise and clients they already know. 

While banks tend to be conservative, they are deal iriven and 
open to proposals with good pro&il potential. In ad. ,tion, banks' 
interest in a debt conversion pr)ject is likely to be higher where 
the return on the new investment is marginally better and the risk 
lower than holding existing loans, or where the return is about 
equal but repayment is expected sooner. 

Another factor in a bank's equation is the projected time it will 
take to realize a return on its investment. As a rule, banks will 
not consider a project unless it will be profitable within five to 
seven years. Not-for-profit organizations should look for projects 
with the cash flow to provide a quick pay-back to the bank, such 
as food exports to the United States which will yield cash at the 
time of sale. 

There are numerous benefits from having a bank directly involved 
in the development activity, including expertise, influence, and an 
understanding of technical and financial details such as conversion 
cost and risk evaluation. 

Of course, a bank will look closely at what the other participants 
in the deal are bringing to the table, primarily demanding: 

* expertise, 
* cas, to back up a commitment, 
* shareholders' rights in ar equity investment, and 
* a clearly defined cash-out or exit strategy. 

Services are available to assist in the process of dealing with com
mercial bafiks, including ,peciaizPd firais, investment banks, and 
accounting firms. Some multilateral developmen institutions such 
as the Interna:onal Finance CQuporation of The World Bank may 
te willing to provide assistance or even invet funds in some 
projects. However, the not-for-profit organization should first 
acquire a basic understanding of the proposed conversion transac
tion to assure itself that such service providers are acting in its 
best interests. 
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Investors and Other Sources of Funds 

Commercial banks hold the bulk of private debt obligations. 
However, other corporations, such as insurance companies and 
other financial services companies, trading firms, and manufac
turers also hold much debt. Many finns also hold local currencies 
which they might be willing to sell at a discount. 

Not-for-profit organizations should identify potential investors 
with an interest in the country where the project is to be imple
mented. These could include: 

* 	 Multinational corporations willing to contract with a 
local corporation or affiliate simply to sell them a ser
vice or product for a set price. 

Because such corporations usually have solid expertise 
and financial resources, banks tend to view projects in
volving multinationals as less risky. 

" 	 Multinational corporations willing to invest in either 
prijects related to their product ingredient needs or 
counter-purchase requirements. 

Many developing nations require complex 'counter-pur
chase' arrangements under which a foreign vendor 
must purchase local products. A commercial bank or ac
counting firm may be helpful in identifying exporters 
with counter-purchase requirements. 

* 	 Private sector businesses, including cooperatives, in 
the developing country which are able to leverage ex
isting resources through the conversion process. 

Such groups may be able to contribute land or working 
capital to the project. They may enter into joint 
proposals which bring additional resources that will 
strengthen a proposal. 

" 	 Bilaterai donor agencies such aQ AID or the 
Canadian Internationa) Development Agency (CIDA) 
that are willing to convert development assistance 
dollars to obtain local currency programs. 

For example, CIDA financed a $1 million low cost hous
ing project in Jamaica; The Netherlands' assistance 
agency used the debt swap mechaniam to finance tropi
cal forest preservation in Costa Rica, and AID under
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took a debt swap for a nature park in Madagascar. 
Usually, recipient governments are unwilling to give up 
hard currency foreign assistance earmarked for their 
country, but most donor agencies have discretionary 
'unds which can be used in such swaps. 

* 	 Multilateral development banks such as The World 
Bank or the Inter-American Development Bank 
(IDB). 

The 	 IDB is considering launching a major debt swap 
program to support child survival programs. 

* 	 Not-for-profit organizations willing to use their own 
resources in joint activities, 

The Deal 

It is not difficult to come up with ideas. Most local development 
organizations in debtor countries have long lists of projects they 
would like to undertake. The difficulty is in evaluating the com
mercial viability of ideas and packaging the project. 

To start, a country survey can help in formulating projects for 
presentation to potential investors. For example, an international 
cooperative organization identified an extensive list of investment 
opportunities in the Philippines, as well as banks with an interest 
in debt conversions. 

Opportunities may arise from personal contacts, especially those 
resulting from previous development activities in a particular 
country. For example, a U.S. cooperative housing organization, 
working with Citicorp, was able to arrange an AID guarantee for 
a cooperative housing project in Chile. Using a currency swap, 
the Chilean group obt,,ined a special $5 million AID-guaranteed 
credit to be used by the private nonprofit sector to build 4,000 low
income housing units. This project was based on a decade of col
laboration between Chilean and U.S. housing cooperatives. 

In putting together a deal, the not-for-profit organization will 
need to review initial discussions with the host country central 
bank and a potential commercial bank which will broker the deal. 
These discussions will uncover issues crucial to structaring the 
transaction. 

The U.S. organization should not undertake a full project develop
ment and ft.asibility plan. RaLher, the organization should develop 
a conicise project paper whach can be used by the broker in 3eeking 
an investor or party who may be interested in a debt swap. 
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The docun, nt should include the following: 

* 	 The proposed activity. 

" 	 Background and track record of the U.S. organization 
and its experience in the debtci, country. 

" 	 The local counterpart's background and relationship to 
the U.S. entity. 

* 	 A summary of the project's priority within the country's 
economic and development priorities, including com
ments from key ministries or others. (Identify whether 
the project is a foreign exchange earner or meets a so
cial or economic priority.) 

" 	 Brief project description including a simple budget with 
cash flow projections. (Foreign and local contributions 
should be detailed, for example, the provisi' n of land, 
downpayments in the case of a housing project, costs of 
management and local investment.) 

" 	 Address up front any special risks associated with the 
project. (For example, environmental concerns relating 
to the activity or the competitive market should be ex
plained.) 

" 	 Detailed, open iiformation on the organization's finan
cial situation and its ability to handle risks should be 
provided. 

" 	 The project should demonstrate at least as good a rate 
of return for the holder of the debt as its current invest
ment. (There may also be collateral benefits for an in
vestor; for example, the bank involved in the tran'qac
tion may obtain a priority position for export financing 
transactions related to the project.) 

After the proposal has interested potential creditors who hold debt 
in the country eligible for a debt swap, the not-for-profit organiza
tion will likely have to develop a full project proposal and 
feasibility plan. This plan may not be required until the potential 
debt transaction is closer to implementation. 
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THIE
 
CONVERSION
 

PROCESS
 

Once a viable project has been worked out, the first step in the 
conversion process is approval of the central bank and, if required, 
other governmental offices such as the planning or finance mini
stries. Once approved, the financial details of the project should 
be reviewed with an internationally-oriented broker or accounting 
firm with in-depth knowledge of the process. Such an organiza
tion may be able to help identify a bank or other seller of ap
propriate debt. It may also verify the eligibility of the particular 
debt for conversion. 

The intermediary or broker will approach the various players in 
the secondary market who hold debt in the particular country. 
The broker will discuss the financial details of the transaction and 
obtain an indication of interest in a particular transaction and, if 
so, on what basis and at what cost. 

A key consideration in selecting a creditor holding debt is to as
sure that safeguards are included in the transaction to limit risk 
and assure competitive costs. Brokers are in the business of 
maling money from debt swaps. They charge different rates for 
different transactions and customers, depending on the value 
brought to the deal. Not-for-profit organizations may be able to 
share in the financial benefits of the transaction. Usually, this 
will involve a percentage of the increased value of the debt con
version transaction. 

Another important factor to consider is the time it takes for a 
transaction. In countries such as Brazil with established programs 
and an active secondary market, a transaction can take only 24 or 
48 hours. In other countries, it can take substantially longer. 
Such a delay in the transaction involves greater risk. 

Debt swaps are usually handled on a cash basis. Once the broker 
has identified the source of debt and is ready to undertake the 
deal, the broker will request payment of the dollar amount up 
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front. By requiring cash, the broker eliminates credit risk - the 
,ossibility that once the debt is purchased, the client cannot come 
up with the dollars. This risk can be reduced through a simul
taneous transaction or the use of options. 

Often, the minimum dollar transaction will be set at $500,000. 
Larger transactions are of more interest to the central bank and 
other parties in the transaction. Thus, a number of not-for-profit 
organizations may want to enter into a pooling arrangement. 

In arranging a pooled transaction, all necessary information would 
need to be gathered from participants, including the amount of 
converted funds required, the schedule on which the money will be 
needed and where the converted funds are to be placed (e.g., bank 
account). Several banks have expressed a strong interest in pool
ing arrangements which potentially could involve U.S., European, 
and other not-for-profit organizations undertaking development 
work in a given country. 

The not-for-profit organization and/or investor traxisfers funds to 
the broker, which will purchase the debt on its behalf. The broker 
will arrange with the central bank to transfer the local currency 
equivalent into a designated local account. At this point, local cur
rency funds will be available for the project activity. All three 
steps in the conversion process can be executed simultaneously to 
minimize risk. 

Documentation for such transactions is extremely important. In 
virtually all transactions, lawyers are involved representing all 
parties to the transaction. Fortunately, the required documenta
tion has become increasingly standardized. 

To summarize, the typical steps of a debt conversion transaction 
are: 

1. 	 The not-for-profit purchaser (development organization) 
obtains project approval from the host country's central 
bank and other appropriate officials. This approval may 
be arranged by the broker, local affiliate or not-for
profit, in-country partner. 

2. 	 The not-for-profit organization discusses the financial 
details of the approved project with the broker and ex
ecutes a letter of i.tent. 

3. 	 The broker identifies a source (seller) who is willing to 
sell the appropriate debt. 

4. 	 The broker verifies with the central bank that this par

ticular debt is eligible for conversion. 

28 



5. 	 The not-for-profit organization transfers dollars to the 
broker which, in turn, purchases the debt. 

6. 	 The broker notifies the central bank that the transac
tion is completed and requests the central bank to trans
fer the local currency equivalent to a local bank account 
designated for the in-country not-for-profit partner. 

7. 	 Local currency funds are now available for development 
uses in accordance with an agreement between the 
development organization and its local affiliate or 
development partner. 

If funding is provided by a donor agency such as AID, there will 
be an extra series of steps to gain approval of that agency and pos
sibly its in-country representative. If the activity is an on-going 
project, approval may be required only for that portion of the 
donor's dollars which will be converted. 
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Debt for development benefits debtor countries, the United States, 
U.S. and local not-for-profit communities, and citizens of develop
ing nations through strengthening developmental programs and 
spurring economic growth. Debt conversion is not a panacea. 
But, it does have the potentiai for reducing a si,.able percentage 
of a developing country's debt. 

Through debt for development, overall hard currency payments 
required of debtor countries to service external debt can be 
reduced using payments made in local currency. Debt payments 
go toward projects that enhance economic development, traiwnig, 
and conservation - which, in turn, will generate capital, better 
housing, health services, education, and other improvements in the 
quality of life. 

For banks and other holders of debt, debt for development can 
reduce arrearages on interest payments and increase the ability of 
countries to repay their remaining outstanding debt. It also is a 
way to reduce overall debt, not through forgiveness, but for con
structive projects. 

For not-for-profit organizations, debt-for-development programs 
can stretch limited funds for development activities and provide op
portunities for strengthening prog ams in countries which receive 
little or no foreign assistance, such as Brazil, Mexico, or Chile. 

Debt conversion provides a way to increase resources available for 
accomplishing development objectives in p,.rtnership with indi
genous organizations. Debt for development provides a means of 
linking U.S. and local not-for-profit organizations for the purpose 
of people-to-people development assistance. 

Through the use of long-term bonds and local currency endow
ments, debt for development can represent a new approach to 
development to provide income streams over 10 or 20 years for 
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sustainable non-for-profit development activities. These funds can 
support recurrent costs of development such as educational endow
ments, maintenance of health clinics, and strengthening conserva
tion reserves to protect endangered species. 

Many factors point to the deterioriation of Third World nations' 
economic situations and underscore the need for an intense ap
plication of a new strategy to gain control over the international 
debt crisis. 

Involving the not-for-profit community in development programs 
channels assistance to the grassroots, where funds can be used to 
build local enterprise. People-to-people efforts can emerge from 
capital gridlocked in stalled debt payments. Converted for new 
opportunities, these funds can signal the beginnings of invest
ments in the future. 
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Debt for Development

Recent Developments and Prospects for the Future
 

The purpose of this paper is to explore the opportunities and
advantages implicit in debt for development exchanges. The first two
sections provide background on the international debt issue and

relevant policies of the U.S. Government. Next, various financial

issues such as the history of bank involvement, bank options and
 
accounting concerns are dealt with. 
The fourth section discusses the
possible use uf insurance to reduce the risk to not-for-profit

organizations participating in debt swaps. 
 The fifth section briefly
describes completed debt exchanges by the not-for-profit community and
 
suggests the variety of structures possible. Finally, information on
specific debt exchange programs brings the reader uP to date on the
 
current situation in many developing countries in Africa, Asia, the
 
Caribbean and Latin America.
 

I. introduction
 

Much has been written about the international debt crisis.
Numerous solutions ranging from the routine to the innovative have
been proposed. The overwhelming magnitude of the Third World debt 
-

estimated at $1.3 trillion in 1989 
- has gradually led to an

acknowledgement by involved parties that the overall developing

country debt burden must be transformed - dt least in part - into
 
resources for broadly based developmental activities. While creditors

have become more open to a range of innovative proposals including

some degree of debt reduction, debt reduction by itself is not a

sufficient condition to promote economic growth in the debtor
 
countries. 
It is, however, difficult to imagine recharging the

engines of economic and social development while debt service payments

require a net transfer of funds to creditor nations.
 

Litructural adjustment programs are complicated and have seriously

impacted local economies. Essential liberalizing measures (eg.,

removing controls) can result in substantial price increases, and
other austerity measures adopted or imposed have resulted in declining

output and employment in previously protected industries, lower levels
of well-being, sharply-reduced internal development investment and set
off ripples which have had a negative impact on the global economy.

For instance, Latin American per capita output fell by 7% in the
 
1980's after rising 40% in the 1970's.
 

Among the numerous vehicles available to deal with foreign held

debt - buybacks, exit bonds and debt equity swaps 
- debt for

development swaps have the advantage of containing a socially and
 
economically desirable component.
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Many debtor countries are concerned about the inflationary
 
potential of debt for development swaps. Fortunately, debt swaps can
 

be structured to reduce or eliminate inflationary potentials. If the
 

amounts are small or manageable within a country's monetary targets,
 

full payment can be made in local currency. In other cases, the use
 

of a predetermined schedule of local currency payments either through
 

special arrangements with the central bank or through payment made in
 

bonds that pay interest and principal in local currency can be used to
 

manage the amounts of new currency issued over a longer period of
 

time. If private sector debts are swapped and if private sector
 

borrowers can pay for these debts in local currency terms, no monetary
 
Of course, if a country is following an overly
expansion need occur. 


expansionary monetary policy, debt swaps would usually be expected to
 

complicate the nation's inflationary problems.
 

Debt for development swaps are equally attractive to not-for

profit organizations which can thereby leverage their resources.
 

Depending on the price of a country's debt on the secondary market, an
 

organization can increase its working funds substantially through a
 

debt purchase and conversion. For example, debt purchased at 50 cents
 

on the dollar and paid off at 100% will result in a doubling of
 
If paid off at 75% of its face value, program
program resources. 


Even if a program limits disbursement of
 resources increase 50%. 

local currency by requiring a swap for bonds, organizations that need
 

funds up front can still benefit if the bonds are marketable or if
 

they can botrow against future earnings.
 

Debt for development swaps can thus ease the financial
 

constraints facing not-for-profit organizations in some circumstances.
 

However, such swaps are not a panacea for all of their financial
 

problems. Even where debtor governments and their creditors are
 

anxious to participate in swaps, not-for-profit organizations are not
 

relieved of the burden of securing hard currency donations. Hard
 

currency will still be needed (although in lesser amounts) both to
 

purchase the discounted debt and to pay for the organizations' hard
 

currency expenditures.
 

Every government has views on investment priorities, and debtor
 

countries supporting debt for development swaps will often seek to
 

channel the additional resources into particular sectors or projects.
 
- be they student
As long as the not-for-profit's activities and goals 


exchanges, research, cooperative development or conservation 

coincide with the country's goals a major hurdle is overcome. Ties
 

developed between U.S. not-for-profits with financial and technical
 

resources and country groups with local contacts and knowledge can
 

facilitate host country approval and subsequent implementation.
 
Moreover, such linkages serve an important long range function in
 

themselves.
 

Sources of funds to purchase debt include contributions by
 

foundations and the general public, public funding such as the U.S.
 

Agency for International Development (USAID) program grants, and
 

outright debt donation by the bank holding the debt.
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II. U.S. Policies With Regard to Debt For Development
 

A. An Evolving Policy
 

The international debt problem can be alleviated only through a
combination of traditional and innovative approaches. The U.S.

Government has advocated over time a series of increased options that
would encourage overall debt reductions and encourage economic growth

and stability in debtor nations.
 

U.S. leaders have included debt for development among the options
advocated. In September 1987, former U.S. Treasury Secretary James A.
Baker, III, 
now Secretary of State, supported the debt for development

concept in an address to the annual meeting of the International
 
Monetary Fund and World Bank.
 

The U.S. Internal Revenue Service issued ruling 87-124 in
November 1987, clarifying the tax consequences to a bank donating a
debt obligation of a developing country for develcpment purposes. For
 
tax purposes, commercial banks can claim a tax deductible charitable

donation equal to the market value of a donated 2.oan and the residual
 
amount, if any, is considered a loan loss. Revenue Ruling 87-124 thus
assured commercial banks that a donation of a loan would be at least
 
as favorable from a tax point of view as writing off the loan.

Clearly, this ruling does not represent a "bail-out'" for commercial
 
banks. Indeed, existing tax regulations do not promote donations of
debt to not-for-profits. In a sale, a bank receives cash plus a tax
write-off for the difference between the sales price and the

face value. 
In a donation only the tax write-off of the difference

between the cost and the value at the time of donation is available.

If a bank holds a million dollar loan valued on the market at half a
million dollars, it is financially better off to sell the asset at
that price and take a half a million dollar tax loss than to take a
half million dollar charitable contribution and the same tax loss.
 

In March 1989, Secretary of the Treasury Nicholas F. Brady

announced a program to embrace new ideas providing creditor

flexibility, including debt conversions. 
While the full potential of

major debt conversion initiatives are uncertain, the Brady program
specifically embraces the concept of debt conversion for purposes of
not-for-profit, people to people development programs.
 

The U.S. Congress has recently expressed its support for debt for
development. In the appropriations bill for Foreign Assistance, the

International Development and Finance Act of 1989 and the Support for
Eastern Europe Democracy Act, the Congress urged greater use of this
 
instrument.
 

B. Agency For International Development
 

Under a policy and guidelines issued February 15, 1989, USAID
 
encourages debt for development transactions for a wide range of

development activities undertaken by U.S. not-for-profit
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organizations with AID support. AID's policy created opportunities

for U.S. not-for-profit organizations which are in a position to
 
undertake new programs or to expand activities in countries which
 
encourage debt conversion.
 

This AID debt for development policy permits eligible U.S. not
for-profit organizations to use AID funds to buy debt owed by

developing countries to foreign creditors for conversion into local
 
currency to finance AID-approved development projects and programs.

Each activity financed through a debt for development transaction
 
using AID funds must be preapproved by AID and comply with standard
 
AID rules and procedures.
 

The U.S. Congress passed legislation in November 1989, which
 
establishes a policy that interest earned on USAID grants may be
 
retained by grantees for use as program resources and no longer must
 
be returned to the U.S. Treasury. This reversed long-standing U.S.
 
Government policy and should greatly facilitate lebt swaps with USAID
 
and, potentially, other U.S. Government funds.
 

Contacts with AID authorities dealing with Ecuador suggest that
 
debt swaps by AID not-for-profit grantees will be encouraged.

However, because of funding limitations in the current fiscal year,

AID may be forced to view swaps as a vehicle for maintaining current
 
activity levels with reduced funding rather than as a way of expanding

development activities.
 

C. Other U.S. Government Agencies
 

Other U. S. government agencies have also indicated interest in
 
debt for development programs.
 

The U.S. Department of Commerce International Trade
 
Administration submitted a report to the Secretary of Commerce in
 
August 1988, on Improving U.S. Competitiveness: SwapPinQ Debt for
 
Education which supports the use of debt for socially beneficial
 
projects and emphasizes educational purposes. The Commerce Department

also co-sponsored a workshop with the Debt for Development Coalition
 
to explore the need for an information clearinghouse on the
 
international debt issue.
 

The U.S. Information Agency has indicated its interest through

discussions with the Debt for Development Coalition in exploring debt
 
swaps to enhance its Fulbright educational and cultural exchange
 
programs. Similarly, the U.S. Department of Agriculture would like to
 
extend i ;s collaborative research programs in agriculture and natural
 
resources through the use of local currency programs. Other
 
collaborative programs in science and technology of mutual benefit
 
could also be enhanced by leveraging limited resources through debt
 
swaps.
 

.7 



-5-


III. Bank Issues
 

Banks made loans to third world governments believing that they
were sound because "nations do not go bankrupt" and have rarely

repudiated their debts. 
Virtually no one considered the possibility
of a convergence of uniquely unfavorable events: 
skyrocketing

increases in oil prices, recession, deteriorating commodity prices,
heavy deficits in industrialized countries and changes in Federal
Reserve policy that markedly increased interest rates. As most bank
loans to developing countries were on a floating rate basis, this
resulted at times in interest rates on debt near 20%, Because of these
and other factors, many countries earned too little foreign currency
to both make their loan payments and pay for their basic import needs.
 

Since 1981, the international banks have joined together
repeatedly in agreements to reschedule loans and grant moratoria and
extensions of due dates on principal payments for many countries in
La6tin America, Eastern Europe, Africa and Asia. 
Since U.S banks may
not accrue income from interest that is more that 91 days past due,
they usually have made new loans to cover what was expected to be
 
temporary interest shortfalls.
 

For many countries in Africa and some in Latin America, these
measures were not enough. Interest and principal payments stopped and
 many banks either wrote the loans off or greatly increased their loan
loss provisions. U.S. government regulators judged loans to some
countries as quite risky and declared them "value impaired" requiring

partial write-offs or the creation of specific country reserves.
Recently, many banks in the U.S. and Europe again made substantial
charges to their income to increase loan-loss provisions for expected
additional write-offs. All these actions have been charges against

the banks' income.
 

The effect on bank income has been significant. It has been
estimated that the major U.S. banks alone have taken over $3.8 billion

in losses on these loans as of the end of 1988. 
 Many banks have
decided to reduce their exposure to developing countries by selling
loans, by exchanging for other loans that they consider less risky, by
exchanging for bonds or stock or by donation. 
The decision on which
option to choose is based on its effect on current profits and the
 
bank's plans for the future.
 

Sales by original lenders have become more common, but tha debt
market is still considered to be "thin". Increasingly, commercial

banks and especially regional banks have decided to reduce this
 exposure to troubled debtor countries and thereby the uncertainties

that future events might entail. 
There have been a large number of
accounting issues that have troubled commercial bankers. 
There had
been great concern that selling a small portion of a banks' portfolio
of loans to one particular ccuntry might "contaminate" the entire
portfolio, namealy require all loans to be written down to that sales
price. 
If the loans have not been formally written down, which is
still the case in banks that have increased their loan loss reserves,
the bank may not want to sell at all. In addition, all sales must be
reported to the debtor governmnet to record loan ownership. 
Some
 



creditors have been reluctant to sell unless they plan no future
 
business in that country. For example, smaller banks and regionals,

which do little in these countries, have been the first to sell. They

often feel that they have better uses for the funds tied up in these
 
loans and so may be willing to take a bigger loss. This attitude has
 
been particularly true for banks building up regional netwcrks, such
 
as banking systems in the southeast or the northeastern states.
 

Buyers only exist if they have a better opinion of the future
 
value of the loans than does the seller. Debt conversion programs

permitting the exchange of hard currency debt for local currency

assets (stock equity, goods, bonds or currency) increase the perceived

value to many buyers. Close and continuing business ties do also,
 
e.g., European banks favor Polish debt and U.S. banks Latin American
 
debt. Restrictions decrease the value.
 

A study by the International Finance Corporation, a part of the
 
World Bank group, indicates that commerical banks have been willing to
 
sell their loans but have been reluctant to convert their loans into
 
equity investments for their own accounts. 
 In part, this reflects the
 
fact that commercial bankers are in the financial services business
 
and not in the business of managing production operations. It also
 
reflects that many banks have changed their market strategy and many

Third World countries are no longer vital to their future business
 
plans.
 

Restrictions on sale and reassignment of loans usually stem from
 
the rescheduling agreement between the banks and creditor country or
 
from a country's regulations. Some rescheduling agreements have not
 
permitted loans to be reassigned to non banks for control purposes and
 
to limit complexity of any renegotiation. Specific clauses have
 
increasingly been written ,n these agreements permitting debt
 
conversion programs and reassignment under specific circumstances.
 

A more general restriction comes from the pari passu/burden

sharing provision which is standard in rescheduling agreements. This
 
provision makes sure no lendor or subsequent assignee receives unfair
 
advantage by receiving more repayment or better terms than others.
 
All advantages and disadvantages must be shared equally. Therefore,
 
terms of any debt conversion will have to parallel those of the
 
rescheduling agreement or be specifically exempted under it.
 

Because of these limitations, there have not been many buyers or
 
sellers, and the secondary market for rescheduled LDC loans is "thin".
 
The price is easily affected. Rumors and even inquiries made during

price shopping can affect price. Active debt trading desks have been
 
set up by most major U.S. money center banks, a few major regional

banks, a number of European banks and some investment banks. These
 
trading desks function separately from the commercial departments of
 
their banks -- buying, selling and maintaining a trading portfolio of
 
debt purchased from third parties at discounted market prices.
 

Banks usually have a minimum size requirement for each debt swap

transaction (typically $500,000 to $1,000,000) because the costs
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involved make small amounts unprofitable. For that reason, their
charges also may be relatively smaller for large transactions.
Organizations that have smaller amounts can get around this limit by
joining with others in pooling arrangements and reach a "bankable"
 
joint total.
 

In terms of sales from their own portfolios, many U.S. regional
banks have already sold a large portion or all of their LDC debt
holdings. Depending on their internal policies and outlook, some
major U.S. banks are selling and others not. European and British
Commonwealth banks are also selectively selling based on similar views
and on encouragement or discouragement by their home country
regulations. 
The Japanese banks are reportedly active in the market

only as agents for their customers.
 

IV. 
Minimizing The Risk Of Debt For Development Swaps
 

Under the right conditions, not-for-profit organizations can
substantially increase the size and impact of their development
programs in debtor countries through the use of debt swaps. 
However,
there are risks and costs in such transactions, and those must be

understood and minimized.
 

The major risk is that the local currency will not be paid as
promised or that it will depreciate in value before it can be
utilized. 
The latter risk can be reduced or eliminated by ensuring
that the nominal value of the local currency will grow to keep pace

with inflation.
 

To protect the not-for-profit community against the risk that
the participating government will not meet its financial obligations,
the Debt for Development Coalition has explored the availability of
insurance coverage for debt for development swaps. For any not-forprofit concerned with the maintenance of value or stability of their
investment, political risk insurance coverage is available for debt
swap transaction under certain conditions. 
Traditionally, direct
foreign investors have been able to insure for risks of restrictions
 on convertibility and repatriation of funds, expropriation, war,
revolution or civil disturbance. Insurance is available on existing
as well as new programs from numerous sources, such as the U.S.
Overseas Private Investment Corporation (OPIC), American International
Underwriters (AIU), Lloyd's of London, and the official export
promotion and or guarantee agencies 
- the French Compagnie Francaise
d'Assurance pour le Commerce Exterieur (Coface), the British Export
Credit Guarantee Department (ECGD), and the German Treuarbeit. Rates
 range from 0.3% to 1.5%. AIU covers confiscation, expropriation and
nationalization for up to three years (usually renewable) at 90% 
of
the exposed investment up to $25,000,000 per insured per country.
OPIC has insured twelve and financed three projects involving debt
conversions totaling $886 million. 
It is possible to design coverage
for specific occurrences, such as a government's failure to abide by
the agreed procedure for resolving disputes. Value maintenance could
be handled by setting up an entity to receive the local currency and
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insuring the owners of the funds against governmental actions that

deprive them of their interests in it. OPIC cannot insure government
 
payment obligations.
 

A new group, the Multilateral Investment Guarantee Agency (MIGA),

established by the World Bank, is accessible to all nationals of
 
member countries (83 have signed the convention) as well as to host
 
country nationals (this serves as an incentive to repatriate flight

capital), and offers long term protection (three to twenty years)

against currency transfer, breach of contract, and political risks.
 
MIGA can participate as either a co-insurer or reinsurer. 
Generally,

host government approval is required prior to coverage. 
Coverage is
 
limited to the actual or discounted value of the converted debt, thus
 
an investor's exchange rate gain would not be included in the
 
guarantee protection.
 

V. Debt Exchanges And The Not-For-Profit Community
 

Debt for development and debt for nature exchanges reduce the
 
foreign held debt and provide funds in local currency for socially

beneficial projects. 
 In many cases the external debt is exchanged for
 
internal debt (often, but not always, for the full amount but at a
 
lower interest rate than on the original debt) which is repaid over a
 
long period of time. As indicated earlier, projects are designed so
 
as to be less inflationay by providing for periodic disbursements as
 
needed for the ongoing support of the projects's activities
 
(personnel, administration or materials). In some debt for nature
 
swaps the debt is completely or partially exchanged for agreements to
 
set aside park lands, develop conservation programs, hire park

personnel, and/or contribute local currency to fund ongoing

environmental activities.
 

Debt swaps are an old financing technique; however, new attention
 
has been focused on their use as a result of the pioneering work by

the environmental groups in "debt for nature" swaps. 
A review of some
 
completed debt for nature exchanges indicates the range of options

available.
 

A. Debt For Nature
 

ARGENTINA - In December of 1989, a debt for nature project was
 
approved in which the Nature Conservancy will purchase $60 million of
 
debt to be exchanged for 30 year bonds bearing an interest of between
 
30% to 55% of that on the original debt. The project will support

conservation efforts in various parts of Argentina.
 

BOLIVIA - Conservation International purchased $650,000 of external
 
debt for $100,000 in July 1987. The debt was canceled in return for
 
the Bolivian government's agreement to expand protected areas around
 
its Beni Biosphere Reserve, promote sustainable development uses on

the land and support conservation management of the Reserve. The
 
government also agreed to establish an endowment fund in local
 
currency equal to $250,000 to pay the operating expenses involved in
 
managing the Reserve.
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BRAZIL - Conservation International has just completed a purchase of
private debt which was converted into local currency at approximately
1.8 times the face value. The funds are being held by a local bank
and will be distributed over time to a local conservation foundation.
 
COSTA RICA - In 1987 the government created a debt swap mechanism to
allow conversion of $11 million of foreign held debt. 
A natural
resources conservation fund received $5.4 million of the debt that has
been converted at 75% of par into interest bearing local currency
bonds. 
The bonds are administered by the Costa Rica Cooperative Bank..
The interest generated is used by a local organization for park
management and other conservation related programs. 
 Funding came from
the Nature Conservancy, the World Wildlife Fund 
(WWF), and other
conservation organizations. 
Unlike previous swaps, the international

organizations donated the money to the local which bought debt
 
directly.


Fleet National Bank in Rhode Island donated its $254,000 Costa
Rican debt to the Nature Conservancy to endow the Braulio Carillo
 
National Park.
 

The Dutch government bought $30 million of debt and exchanged it
at 33% of par to fund reforestation projects.

In 1989 the Nature Conservancy purchased $5.6 million of debt
which was converted at 30% of par.

The Swedish government bought $25 million of debt at 70% of par
to support the purchase of and endow the Guanacaste National Park.
In late 1988 the government announced it would consider proposals
totaling $45 million for debt swaps in the areas of micro-enterprise
development, conservation and education. 
It is expected that twenty
year bonds, denominated in either U.S. dollars or Costa Rican local
currency will be issued in exchange for bank debt. 
The interest rate
and amount of bonds issued in exchange will depend on the choice of
denomination. 
The local currency bonds will have more advantageous


terms.
 

ECUADOR - In 1987 the WWF purchased $1 million of debt for $354,000
which was converted at 100% of par into nine year local currency bonds
and transferred to a local organization. The interest will support
conservation and education programs. 
In April 1989, the WWF and
Nature Conservancy bought $9 million at 12 
cents on the dollar. The
Fundacion Natura will use the interest on priority projects in the
Andes, the Ecuadorian Amazon and the Galapagos National Park.
 

THE PHILIPPINES 
- In June 1988, the government approved a debt for
nature swap program. The WWF will purchase up to $2 million of
external debt which will be converted at 100% of par into local
currency for conservation planning, training and funding of park
improvements. 
The first portion of this exchange using $390,000 was

completed in January 1989.
 

Debt swaps have been slower to surface in Africa, mainly because
a largxr 
 proportion of debt there is owed to other governments or
multilateral organizations and thus in some cases not eligible for
conversion. 
However, two debt for nature swaps have occurred.
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MADAGASCAR - WWF and the Central Bank agreed to exchange over the next
 
two years up to $3 million of debt purchased at 45% of face value and
 
converted at par. Proceeds will be used to protect and manage high

priority areas, and to train, equip and support 400 park rangers. For
 
the first time, USAID provided funds ($1 million) to assist in the
 
purchase of debt.
 

ZAMBIA - WWF purchased $2.27 million of debt from the Dutch NMB Bank
 
for $470,000 (20% of face value) and converted a, par.
 

B. Debt For Development
 

Among the debt for development swaps which have been finalized
 
are examples of three different methods of financing.
 

AFRICA - USAID's recent $2.5 million grant to the International
 
Foundation for Education and Self Help (IFESH) will enable it to
 
purchase debt in Niger (2 tc 1 ratio), Nigeria (4.5 to 1) and Malawi
 
or Guinea (2 to 1) to be exchanged for local currency to support their
 
ongoing literacy, agricultural and vocational training programs. The
 
funds will be placed in a non-interest bearing account and then
 
disbursed monthly or quarterly. Also in Niger, the International
 
Crops Research for the Semi-Arid Tropics (ICRISAT) Center purchased

debt in 1989 at a discount and converted the proceeds into local
 
currency. A considerable part of the leverage advantage was lost to
 
commissions and other expenses in this exchange.
 

JAMAICA - A Canadian cooperative housing organization purchased

Jamaican debt at a discount, converted it to local currency and used
 
the proceeds to fund a self-help housing project.
 

PERU - A recently approved project involves a $5 million donation by

American Express for a self-help handicraft project. Funds will be
 
disbursed over a two year period.
 

SUDAN - Midland Bank's donation in 1988 of its $800,000 of Sudanese
 
debt to UNICEF was converted to local currency and used for a water,
 
reforestation and health program.
 

Inconvertible currency, often referred to as blocked funds (local
 
currency of multinational corporations that is not freely convertible
 
or can only be repatriated on a regulated schedule) are a possible way
 
to leverage resources. Christian Children's Fund purchases debt and
 
blocked funds to support ito activities in South America. Africare
 
has purchased discounted local currency through a financial
 
intermediary in Zambia.
 

VI. Country Regulations
 

Many developing countries have promulgated regulations pertaining
 
to debt equity swaps. In some cases the programs have been suspended

pending finalization of restructuring agreements (the Philippines) or
 
easing of inflationary pressures (Argentina). Often swaps can be
 
approved on a case by case basis.
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ARGENTINA - the debt equity conversion program was suspended in mid1989. 
 At that time, the country was experiencing hyper-inflationary

conditions. 
Renewal depends on the nation's economic situation.
 
However, the Central Bank will consider small debt for nature or debt
for development exchanges which are structured to be non-inflationary.

Under the formal program the rights to convert debt are auctioned by

the Central Bank. 
Bids must offer a conversion fee calculated as a
 
percentage of the face value to the debt to be converted. 
The Central
Bank has accepted fees ranging from 9% to 23%. 
 Investors are required

to act through an established intermediary bank (foreign or local)

operating in Argentina.
 

BOLIVIA - has a debt equity program, and as of January 1990 the
government continues to be interested in debt for development

initiatives. Debt for development swaps receive a premium ever swaps

done by for profit organizations.
 

BRAZIL - Swaps were suspended in January 1989 with the expectation
that resumption would be part of an overall external debt rescheduling

agreement being negotiated with the commercial banks. 
 If reinstated
 
in the same form, there will be three avenues for swaps: discount
 swaps through an auction process; direct discount swaps (available to

multinationals or creditor bLnks); and par conversion 
(only by

creditor banks). 
 The Central Bank takes a commission (known as the

Central Bank discount) which is the difference between the face value

of the credits and the amount received by the investor. Debt

conversion funds are not eligible for the favorable witbholding tax
 
treatment accorded 'new' money and cannot be repatriated for twelve
 years (only ninety days' notice is necessary for 'new' money). Not
for-profit groups have participated in debt swaps in Brazil. Their

future involvement in swaps will require that the local currency

proceeds be greater than now available to such organizations through

the "tourist" exchange rate.
 

CHILE - has demonstrated that a debt equity program can play a

significant role in reducing a country's external debt. 
By

integrating the program within good overall economic and financial

policies, the inflationary potential of such programs can be managed

easily. 
By using an auction system within limits determined by

monetary policy targets, Chile has possibly extinguished the bulk of
its commercial bank held private external debt. 
 Chile has permitted a
few debt for development swaps when the proceeds were used for capital

rather than current expenditures.
 

COSTA RICA - this program is restricted to philanthropic ventures

totaling $15 million a year for at least 3 years. 
 investors must work
through approved local foundations. Brokers or intermediaries may not

be used. Bonds issued in exchange have a 20 year maturity with a 3%

interest for dollar denominated bonds (issued at 80% of original

value) and 8% for those in colones (issued at 100% of original value).

Any profits from the operation are tax exempt as long as the pzofits
 
are used for the furtherance of the project's goals.
 

ECUADOR - reintroduced a debt conversion program in the latter half of
 
1989.
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JAMAICA - initiated in 1988, the program is for public commercial
 
debt. All investors are eligible. The fee will no exceed 10% of the
 
face value of the debt presented for exchange. The Bank of Jamaica
 
processes the exchanges. Remittances of profits cannot be made for
 
three years. The Government of Jamaica indicated that debt swaps done
 
to support activities of not-for-profit organizations would be done at
 
face value and probably without any fee. Debt swapped is paid off in
 
local currency under the same maturity schedule of the commerical bank
 
debt used.
 

MEXICO - had a debt for equity program and then suspended it. The new
 
external debt rescheduling agreement recently concluded by the
 
Government of Mexico and the commercial banks provides for debt equity

conversions. Specific arrangements regarding debt for development
 
transactions need to be worked out.
 

NIGER - signed a bilateral agreement with the U.S. government in June
 
1989. They have rescheduled their debt with three U.S. agencies

(USAID, Department of Defense and the Export-Import Bank). Another
 
agreement to be signed in early 1990 will provide for debt to be used
 
for agricultural and development projects.
 

NIGERoJIA - holds auctions for conversion but the Debt Conversion
 
Committee (the Chairman of the Central Bank and five ministers) may
 
approve applications. The Central Bank charges a fee of 2.5 % of the
 
discounted value.
 

PERU - established a debt for development program in the second half
 
of 1989. Both foreigners and Peruvians are eligible for conversions.
 
The Central Bank will set the exchange rate and the value of the debt
 
paper to be exchanged will be determined by an auction. It has been
 
reported recently that the government closed the option to purchase
 
debt on the secundary market. The only debt available for swaps is
 
that donated by commercial banks.
 

THE PHILIPPINES - had a debt equLty program that has been suspended.
 
Formally, no applications are being invited at the present time.
 
However, government officials may be willing to consider attractive
 
projects on a case by case basis.
 

ZAMBIA - was the first African country to authorize a debt conversion
 
program (in 1984). Most debt to be converted has been private sector
 
commercial arrears ('pipeline claims'). Almost 70% of external debt
 
is owed to multi or bilateral institutions.
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Countries With Debt Swap Programs
 

COUNTRY ELIGIBLE 
INVESTORS 

Argentina resident 
or nonresident 

Brazil nonresident 

Chile resident 
or nonresident 

Ecuador not-for-
profits 

Mexico 

Nigeria private and 
public; 

Peru 

Philippines resident 
or nonresident 

Zambia original 

DISCOUNT 

OR FEE 


commission 


fee 


50% 


25% discount 


TOTAL 
DEBT* 
(US $ B) 

61.9 

MARKET 
PRICE* 

15-16 

112.7 22-23 

18.5 58-59 

11.5 15-17 

102.6 

30.7 M 

35-'36 

28-30 
5% fee on face 
value 

19.9 6-8 

fee varies 28.5 48-49 

6.5 M 
creditor or assignee
 
resident or nonresident
 

* World Bank Debt Tables 1989-90
 

* Intrados Index, SWAPS, 11/89.
 



CASE STUDY
 
ZAMBIA
 

DEBT CONVERSION PROGRAM ON CASE BY CASE BASIS SINCE 1985 

= FOCUS IS ON PRIVATE SECTOR ARREARS "PIPELINE CLAIMS", BUT 
CENTRAL BANK 1$ CONSIDERING OTHER DEBT INSTRUMENTS 

TRANSACTION/SECTOR FOCUS IS ON DEBT FOR EQUITY AND DEBT 
FOR CASH TRANSACTIONS IN HIGH PRIORITY SECTORS OF THE

ECONOMY, PARTICULARLY AGRICULTURE AND 
 EXPORT-ORIENTED
 
!NDt.STRIES
 

DEBT CONVERSION TAKES PLACE AT THE OFFICIAL EXCHANGE RATE, 
WITH NO CONVERSION FEES 

OTHER INCENTIVES TO PROMOTE INVESTMENTS ARE TAX HOLIDAYS,
EXPORT RETENTION RIGHTS OF UP TO 100% AND DIVIDENDS AND
 
CAPITAL REPATRIATION IN LINE 
 WITH INVESTMENT CODE 



CASE STUDY 1
 
GWEMBE VALLEY DEVELOPMENT COMPANY LTD (GVDC)
 

- Large scale agricultural project: 2,100 hectares currently 
under irrigation. Work started on site May 1986, completed 
mid-1987. Cotton crop for export-wheat for domestic market. 
Total investment to date: $22m 

- Project sponsor-Lummus Agricultural Services Co Ltd
holds 52% of equity. Balance of shares held by International 
Finance Corporation (IFC), German Development Bank (DEG), 
Lint Company of Zambia and Hoechst 

- Foreign currency costs-approximately 50%-financed by loans 
from IFC, DEG and sponsors 

- All local currency costs-50% of requirements-were financed 
via DEBT CONVERSION either by purchase of pipeline debt 
OR investment by pipelne debt holder (Hoechst) 



GVDC (Cont) 
* Second full cotton crop currently in progress:

harvest in April/May 1989 
* 	 By 1990 expect production of 3000 tons of lint
 

cotton and 7000 tons of wheat: approximately
10-15% of the Countrys' requirement 

* 	Approximately 4500 tons of cotton seed will be 
sold to local oil mills 

* 	The export proceeds from the cotton sales will 
be sufficient to cover debt servicing 

* 	To date, GVDC has delivered 4500 tons of wheat
 
* 	After 5 years, project will become a net foreign 

currency contributor to the country 



GVDC (Cont) 
- Grindlays Bank provided US$ bridge financing for the
 

project while awaiting disbursements from the International
 
Financial Institutions
 

- Grindiays also provided local currency bridge financing

which was repaid from proceeds of DEBT CONVERSION
 

- GVDC used DEBT CONVERSION as local currency was required;
Zambian government approved all applications at the official 
exchange rate 

- The project has received export retention rights
 
sufficient to:
 
1) Service all foreign currency debt payments;
 
2) Purchase essential imports;

3) Purchase additional pipeline debt to finance local
 

currency working capital 
- Tax holiday for 5 years, has been granted by Zambian 

Government 



GVDC (Cont)
 

*0 	Project created employment opportunity for 400 permanent 
and 3000 seasonal workers in one of the least developed 
parts of Zambia 

* 	 Cooperation from the Central Bank and the Government of 
Zambia has been excellent 

* 	 The project was clearly the first of its kind in Zambia 
and has proved an example for other investments to follow 

* 	 The project used DEBT CONVERSION to its economic 
advantage by purchasing pipeline debt at a discount 

* 	 The equity investment by Hoechst of its pipeline funds 
saved foreign exchange expenditure up front, as Hoechst 
will receive payment in 	 the form of future dividends 



ZAMBIA CASE STUDY I!
 
MASSTOCK
 

Large scale agribusiness project to grow wheat for domestic market 
and cotton for export; total arable hectares 3,000 to be implemented in 
TWO PHASES. Plus small pilot phase Total cost: Approximately $40m 

Project sponsor - MASSTOCK (International Ltd) - holds approximately
65% of equity with five other entities holding shares 

- Foreign currency requirements 55% of project costs; local currency
requirements 45% 

-. t rn_on IFinancial '1.stitft.'o-Qn'IFC, CDC, OPIC. U.S AID) are providin
87% of foreign currency through a combination of loans, income notes
(quasi-equity) and equity; the other 13% is in the form of equipment
being supplied by two U.S. companies and the project sponsor 

Most. of the local currency requirements are being financed by either
investments by pipeline debt holders, who then receive shares in the
project OR through the purchase of pipeline debt by project sponsor and 
subsequent investment of debt through a conversion 



MASSTOCK (CONTD)
 
- The Zambian Government has approved the project sponsor's application 

for debt conversion to finance the local currency equity investment; 

- In addition, the project will have sufficient export retention rights
 
In order to:
 
1) Service all foreign currency commitments;
 
2) Purchase essential imports;
 

- A tax holiday for 5 years has been granted by the Zambian Government 

to the project 

- After project is underway, local investors will be sought 



MASSTOCK (CONTD)
 
* 	 Project currently in pilot phase: MASSTOCK 

undertook land clearance of 160 irrigated hectares 
with two pivots in August 1988 

* 	 Cotton sown in December 1988: Will be harvested in 
April/May 1989 

* 	 Wheat will be planted in May 1989 after cotton is 
harvested 

* 	 In February 1989, land clearance for 800 hectares 
will begin: 10 additional pivots will be erected in 
time for 1989 cotton crop 

0 	 Land clearance contract is a local currency expense 



MASSTOCK (CONTD)
 

* 	Grindlays Bank has provided financial support for MASSTOCK 
International in the pilot phase and will be the project's

primary bankers both in Zambia and London
 

* 	The investments by pipeline debt holders are both by
U.S. companies - J.l.Case, who is also an equipment
-,mplier anO, Pfizer. The nther U.S. equipmanft supplier

(irrigation) is Valmont
 

• 	Due to the equity investment by the three U.S. companies,
the project qualifies for OPIC support 



MASSTOCK (CONTD) 
The Economic Viability of the Project Depends on: 

* Foreign currency financing provided by the International
 
Financial institutions
 

* 	 Foreign exchange account allowed by the Zambian 
Government to service foreign exchange commitments and to 
purchase essential capital and operating items 

* 	 The U.S. equipment suppliers willingness to invest for equity=dit '*n.q in part payment fnr 	 -vingAquipment, fnreign
 

exchange outlay.up front
 

* 	 The U.S. pipeline holders' equity investment In the project. 
Conversion of their debt provides necessary local currency 

* 	 Debt purchases by Masstock for conversion to service local 
currency requirements at a discount 

http:outlay.up


PRESENTATION BY FORMER GOVERNOR OF CENTRAL BANK OF ZAMBIA 

AT 

SENIOR LEVEL DEBT CONVERSION WORKSHOP 

ABIDJAN, FEBRUARY 9-11, 1989 

Zambia's total external debt as at 31 December 1988 was approximately 5.8 billion 
U.S. dollars. This represents the total disbursed and outstanding debt including interest
 
arrears as at the end of 1987, and interest maturities during 1988, but excludes penalty

interest and depreciation of the dollar. Zambia's debt can be classified into three broad
 
categories: 

(a) That which is due to multilaterals, 
(b) To bilateral creditors and, 
(c) The short-term debt. 

The short term debt comprises four different categories namely: 

(i) Commercial arrears pipeline 
(ii) Auction related letters of credit 
(iii) The oil facility, and 
(iv) Bank of Zambia own short debt. 

The debt conversion programme specifically covers the commercial arrears pipeline
which is gradually being dismantled. At the end of November 1988 the total eligible
maturities in the commercial arrears pipeline was approximately U.S. dollars 450 million. 

Zambia has a debt profile of a prosperous middle income country, not that of a low 
income country. Most of this debt was incurred when Zambia was considered credit worthy.
It therefore comprises large portions of commercial short-term, and non-concessional debt,
with a large amount being owed to the IMF and the World Bank. 

The bulk of Zambia's long term debt is owed to official creditors, to multilaterals 
and private creditors. The reluctance by the official sources to provide further credit has 
been a major factor in limiting the inflow of essential capital imports. Unless something
is done to reduce the overhang of official debt, all flows of private equity finance to Zambia 
will dry up. Presently, only secure commercial credits are available to finance investment 
or imports. The very large portion that is owed will continue to pre-empt any room for 
manoeuvre on Zambia's part as far as schedule debt servicing is concerned. This is what 
precipitated the decision to unilaterally limit debt servicing to within 10 percent of net 
export earnings on 1 May 1987. The alternative whereby arrears can be withdrawn in local 
currency at the rate of one dollar to KA for purposes of re-investment in approved sectors 
of the economy is to implement the above action. The main objective of the debt/equity 

L/ 
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conversion programme, or the "re-investment of commercial arrears" as is normally referred 
to in Zambia, is the government's desire to reduce the level of external debt arrears, and 
help to re-establish the country's credit worthiness in the international capital markets. 
Under the programme, eligible debt is channelled into productive sectors of the economy
through local re-investment. The Kwacha withdrawn is given to the investor either to 
promote development of an existing enterprise, or for the setting up a new one. 

With the debt conversion programme now firmly in place, it is hoped that repayment 
of foreign capital, in form of dividends and profits, as opposed to schedule debt servicing 
payments, will be much more streamlined and less onerous. 

Besides creating new employment and helping to broaden the government's taxbase,
it is hoped that the resulting new investment would stimulate economic growth especially 
if the programme were to be extended to other classes of debt. Thus, funds channelled 
from the commercial arrears into import substituting, or export oriented ventures will 
improve Zambia's trade performance and indeed enhance the country's foreign exchange 
earning capacity. From the success of investments of this nature the government is likely 
to encourage production on a larger scale in our commerce and industry, and thereby help 
meet local demand for domestic goods and services. This is undoubtedly and essential 
element is Zambia's economic growth strategy. 

The re-investment programme has proceeded very well in Zambia. So far, 
approximately U.S. dollars 55 million has been withdrawn from the commercial arrears 
pipeline within a period of just two years. It is hoped that in the new year, with increased 
popularity of the scheme, Zambia should record an increase of well over 60 percent of the 
previous two years' amount withdrawn from the pipeline. 

For the protection of investor, the government, through the central bank has issued 
policy guidelines to govern the re-investment programme. The main policy instrument of 
control is a d circular NO. 14/87 of 11 May 1987. This circular stipulates the sectors of 
investment as agriculture, manufacturing, import substitution (using local raw materials), 
tourism, and transportation. The bank also considers applications for pipeline re-investment 
from applicants who have already secured approval for investment under the investment act 
of 1987. 

There are some incentives that are enjoyed under the scheme. Those in the export
promotion business are accorded a 50 percent retention of their export proceeds on each 
export contract. In addition, those investing in pioneer industries within the preferred 
sectors can also apply for a tax holiday from the investment coordinating committee that 
has been created under the investment act. 

Zambia recognizes that debt conversion alone will not offer a total solution to her 
worsening debt problem. For example, her unilateral action to limit debt servicing to the 
10 percent cap created a problem of indifference to the scheme among creditors some of 
who have waited indefinitely for repayment. 
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Consequently, those who opt for the scheme tend to feel that they are not obliged 
to bring in any additional foreign capital over and above the original exposures. Yet, in 
many business ventures today, success can only be assured by a measure of injection of new 
capital to bring in essential equipment and machinery. 

Overall, judging from the experience of the past two years, debt conversion offers 
some hope of a period of meaningful debt relief during which the economy could be 
allowed to revive and grow. As already indicated, Zambia has been able to convert about 
U.S. dollars 55 million worth of debt, and because of this success so far, all the indications 
are that the programme will contiaue as long as the debt overhang is outstanding. This is 
largely the reason why the government has so eagerly created specific instruments to govern
the swaps, while offering a package of incentives, like the retention and tax concessions. 



CASE STUDY 
NIGERIA 

GUIDELINES FOR DEBT CONVERSION PROGRAM ESTABLISHED JULY 1988. FIRST FORMAL 
AUCTION TOOK PLACE IN NOVEMBER 1988. 

12 AUCTIONS TO DATE: 	 2 IN 1988 
8 IN 1989 
2 IN 1991 

WITH INTENTION OF ESTABLISHING MONTHLY AUCTION PROGRAM 

AMOUNT OF DEBT SWAPPED AS OF 4 DECEMBER 1989 IS $306.68 MILLION 

SECTORAL CONCENTRATION OF AUCTIONS IN THE FOLLOWING AREAS: 

AGRICULTURE
 
MANUFACTURING
 
MINING AND EXPLORATION
 
HOTEL AND TOURISM
 
CONSTRUCTION
 
GIFTS/GRANTS 



CASE STUDY 
NIGERIA 

(cont.) 

DEBT CONVERSION TRANSACTIONS HAVE INCLUDED DEBT-FOR-EQUITY, DEBT-FOR-DEBT, 
AND DEBT-FOR-DEVELOPMENT. THERE IS GREAT INTEREST IN INCLUDING DEBT-FOR-
NATURE TRANSACTIONS IN THE PROGRAM. 

- ELIGIBLE INVESTMENTS: 

NEW INVESTMENTS, FINANCING THE EXP.PANSION OR RECAPITALIZATION 
EXISTING ENTERPRISE, OR GIFTS OR GRANTS TO A NIGERIAN ENTITY 

OF AN 

REMIITIANCE RESTRICTIONS: 

INTEREST INCOME, PROFITS/DIrVIDENdS, CANNOT BE REPATRIATED FOR A MINIMUM 
OF FIVE YEARS FROM DATE OF RELEASE OF REDEMPTION PROCEEDS 

- DEBT IS CONVERTED AT THE EFFECTIVE IFEM RATE AT THE TIME OF THE AUCTION. 

- UNIQUE ELEMENT TO PROGRAM IS THE USE OF PROMISORY NOTES. BECAUSE A BANK 
IS NOT NEEDED FOR APPLICATION, NOTES OFTEN HAVE MEANT MORE DOMESTIC 

CORPORATE INVESTMENT THAN MULTINATIONAL INVESTMENT. 



DOP/1 

NIIGERIAN MhMT OONV MRSION PROGRAM4 

ADDRES8 OF APPLICANT
 

TO:
 

THE CHAIIAN OP DOC,
 

D.O.C. SECRETARIAT,
 

*CTRAL 'BANK OF NIGMIiIA,
 

. TINUBU SQUARE,
 

LAGOS. 

APPLICATION FOR APPROVAL IN PRINCIPLE FOR TH
 

I, PERSONAL DATA OF APPLICANT:
 

(i) NA ... ............... .. . .. .. .......... .
 

u. " .IMSTAL ADDRIESS .................... ;.....,o...
 

c..) c... ...( ..................................
 

(iv,) T= NUMB... 

(v) T=- FAX NUMBE ....................................
 

2. TYPE OF DEBT INSTRUM21T TO BE CONVETED: 

W.......R...............
* 3. PARTICULARS OF INSTRUMhnT(8) : 
. ..
C. * . .
 

... C ... R *a" 
. . .
 . .
 .. . .. . . *. 

S. AMOUNT O CONVERSION SOUGHTi UB$ ..... ..................
 

5. APPLICANT'S BOSINMSS -N NIGMIA(IF ANY) 

(ii) ADDRESS(IOT POST OFFICE BOX)
 

(iii) TELEPHONE NUMBM ..................................
 

(iv) TEL--lUBM ......................................
 

(v) T =AX NUMBER ....................................
 

(vi) NAT!JRE OF BUSINESS ................................
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6. .. AT'S BUSINESS NIGERA''APPLIA OUTSIDE 

(i) NAME
 

(i ADM~ESS ..............
 

S ............. . ...
 

(iii) TELEPEONE NTMBM ............. ........
 

(iv) TE.EX M ...... . . .
 

(v) LZ'AX NUMBER ................ * ..
 

(vi) NATURE OF BUSINESS ..................................
 

(vii) CAPITAL AND VOLUME OF OPERATIONS: ..............
 

.. 9.0... ..... ... o* 55 eeoc 9oooe **o.***e* 9*55*******
 

o... .................... s...595******
 

(viii) BUSINBS CONDXJCTED IN OR WITH NIGeIIA: 

0 . * a .O ... o,5 oooo5o9O35*5
..... ..
.................. 


(ix) OTHEM INVLTMTS/ACTIVITIES IN NIGIA: 

..................~~~~ "'.. " ""..""VS.." ""
 

-7.() CASH GIFT - STATE: 
(i) AMOUNT:' US$ .............. .............
 

(ii) NAME AND ADDRESS OF BENEFICIARY: ...................
 

. . ... .. .. .. .. . . .*. *5* **********
 

. a*. a . 0 . . 0L.. 0 0 0 0 9 55. 5 as. 0 0 0 

(iii) RELATIONSHIP OF THE APPLICANT TO THE BEREFICIARY: 

5555oo55....ao*******oeo.oee.a...o.e...o..e95e5e5555555 

(b) INVSvEM IN ] OF AN NIGMIAN -T .UITY M(ISTING COMPANY STATE: 

(i) NAME AND ADDR.SS: 

(ii) NATURE AND TYPE OF BUSINESS ACTIVITIES: 

5S*Sooo595o **553m **554 *99 *o *ooo *oo
ooo5....5........
 

oooo goeoe oIo
aloeo,,eoeoe oeo o e e oe eoo ooo oeo 




. 3 -

(o) INVESTMENT I!.f COMPLETELY NEW PROJECT - STATE: 
(U) NATURE AND PROJECTED VOLUME OF BUSINESS INTENDED 

TO BE CONDUCTED: .°..... ... 
............. 
 . ..... 

(ii) 
OFF-SHORE COST AND SOURCE OF.FINANCING .............
 

"iii) PROPOSED CAPITAL STRUCIJ.VE: .........
 

0.6.0. 
 9 ....... 
 .... 9* ... 9** 

(iv) PREVIOUS EMCRIENCE IN TI PROPOSED VTURE: 

.... 
 ... 
 .... .. ... 
 ..... 
 .. * *. . . * 9 9. 

8. PREVIOUS EXPERINCE(IF ANY), IN DaT CONVERSION WI 

PARTICULARS O 
VOLUME AND NATURE. OF BUSINESS DONE WITH 

PROFILE OF ACTUAL NV STMEUT PElFORMANCE.. N OTH= DCP 

COUNTRIES (IF ANY):
 

. . .. ..... ... .'.a. , . , ', ..9:: . 9., . . •. .. 

9. 
 IN CASE OF FOREIGN PERSONS OR EVTITIES'-


NAME(S) AND PARTICULARS 
 OF AGENT(S) OR REPRESENTATIVE(S) 

IN NIGERIA WHETHEM A PERSON OR BODY CORPORATE: 
°°e6 6 o * a6
o o*o aI**o e oo 
 o voa o *o o o 
oe eo * v *e eo 6 4o w
 

(ATTACH CERTIFIED TRUE COPIES OF MANDATE/AGR=4MT BETWI=E THE
 
APPLICANT 
 AND THE AGENT(S) OR REPRE&M-TATIVE(S). 

10. ANY OTWrM VERIFIABTE INFORMATION INCLUDING SOURCING OF 

RAW MATERIAIS: ...................................
 

I/WE HEREBY DXCLAR2 TlhAT I/WE UNDERTIJM TO ACCEPT AND 

ADHERE TO THE GUIDELINES ON DEBT CONVERSION PROGRAMME IN NIGERIA. 

DATE: ........ ............... SIGNATURE: ........
 

N.B. ALL DOCUMENTARY EVID.,'AWCE IN SUPPORT OF THIS APPLICATION 

MUST BE CERTIFIED BY A COURT DECLARATION OR A NOTARY PUBLIC. 

http:STRUCIJ.VE
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ouIDgL S ON DEB'T CONVERSION ,PROGRAMAE FOR NIGERIA 

I...Introduction.-. : "' 	 .'".-


The Federal Republic of Nigeriahas established Debt Canvermion Pro. 
gr;rqzmc 4DCP) andact. p a Pcbt. C- -ver"ioli" .. D:(C, ...,. ,P , 
the Programme . . 

,'' ,I'; . ' .. ' .. , , ... ,• . . 

1.2 	 Objectives of the Debt Conversion PronmmeI . 
12 To reduce Nigeria' tr debt Vositdnb reducinj tbyitock 

*of'outstanding foneign ourrenry rknnr'11nalr4*46t in order to 
-alleviate the debt service burden, . 

1.2.2 	 To Improve economnic e'vironment attractive to foreigninvvetors., 
1.2.3 ' 	 To' ervc as an itdditional incentive, for the rcpatriation of flight 

capital. 	 . . 
1.2.4 ' 	-To stimulate cmployment generating .kve-tments .n'4Uetrjee. 

with significant dependence on lucal inputs. 
1.2.5 	 To.emcouag6 the creation' and develobpment of ex 6rt orented 

industdes, thereby 'diversifying the export bus of the Nigerian 
. . 'economy. . 
• 2,6 :.To increase acce*5' to appropriate'tehluology extern'aI vnketi 

and other benefits associated with foreign i.weatment. 

1.3. 	 Membership o(he Debt Conversion Committee , '.; 'i' 

The membership of the Debt Conversion Committecl 0 follPwosto 

1.3.) Te Governor of the Central Bank ..2 of'}igeria * 	 .Ch~arh;,i & eetit., 

1.3.2 - Holi. Minister of Finance and ' 
Economic Development - Member 

1.3.8 	 Setretary to the Federal 
Military Government - Member' 

1.3.4 	 Ilfon Minister of Industries - Member" 
1.3.5 	 The Attborey General and 

Minister of Justict - Member 
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.. 	.lon, Mittistcr.of Slteh for
 
Planning & Budgvl, Office of
 

Memhcrthe President 

,
1.4 Functions of the Debt.Convemion Conmittee.(DCC 

The 	primary' functions of the"Debt Cin erson Comhtnittee (bCC) include: 

the foUowing
1.4.1 	 To 'design and implement an efficient Debt Conversion Pro

gramme (DCP) in Nigeria;, 

To establish clear and cotcise appiovaI criteria and procedures;1.4.2 
1.4.3 	 To review and approve applic ion and ,traisactions within 

reasonably specified time;, 

To,continually monitor and re~ipw thP ,proprc33 of thp Pro. 
..u~ isAr,, r it 

1.5 DCP Guidelines 

In 	what fonowp, guidelines .covering rules and regulations, applidation, 

. .... I;-11,tf,;,flln' VTo.r.hirrA for .o . ipHeran .l.)CP Are presented. The 

guideli s may be reviewed and amended from time to time. by the Debt Gon

without Offecting thQIP 840e of -previously completedersion Committee (DCQ) 

transactions.
 

2. RULES AND REGULATIONS 

2.1 Eligible FOteln lVebt (a) 

that 	will be eligible for conversion shall be CBON dollar denominatedDebt 
Notes issued under the C.BN .ircular of 18th April, 1984, Promi-

Promissory 

seory Notes itoued by the Federal Ministryof Finance and Fconornic Develop.
 

ment, any restructired debt under the Restruct..ri,. and Refinancing Agreent.
 

having a m,turity, of over one! year and the,..igerdan Inveqtment Bonds. The
 

decision to make any other class of debt elioIle,shall rt wt1 the Debt Con.
 
in.thelIght .f,developmpents under the 

version. Committee and will be taken 

DCrP.., 

http:Restruct..ri
http:Mittistcr.of
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2.2 	 Egibl.T ction Categories 
in the app~cation of the uiaira proceeis irom debt conversion, only four 

Categories of applications would be entertuined by the'Committee. These are: 
t2,i"', Conversion to*6bh'for the purpo4e 6f niakizig a gift/grant tb 

Nigerian 	non.profit making entities*such as eductional intitu. 
h .orgain,.doris, chantuble , entres arid religious 

2.2.2 ,Converion. for :.&quisition. of - "doio -L,-, debt tru, 
mAntfot 	 imieA hv the renraI RinaIr etf N;Mmo. rnh .a.. vp.wha 

. '. ".''4. 	 . ", ,- - . . "' " '- .' "" . ' .' 	 __.._ .
 

piot#,, Ovedopnent stocke and .otfher ema! deb! instrimente.de.signed speOi y for the rrog.nre. 

2.2.3 Conversion for acquisition, expanion :or'recaituisation of ex.' 
isting projects and/or companies in Nigeria and for finincing 6nveetmentain pr
vatised enterprisce..Expansion, of existing enterprisc can befinorm of a quiii 
tion of non-Vbting shares, additional equities and irredeemable but donvertible 
debentures/loan stocks with a floating interest rate tied 'tothe rediscburt'rite. 

2.2.4 Conversion for inveatMent in completely new projecte. 

2.2.5 Shares; debentur sfloa 'stocks -and other debt instruments' ai. 
ired with redemption proceeds should'be put in ihie'cstodyof a depoaitory bank 
named by redemptdr. Such shares/debt instrumeh't ouild bb traded and the traded 
and the proceeds from such sales, if not re4nobitdi"hdti d'aho'be kept by-the 
#&me depository bank for a minimum period of 10 yieq. l tsubj ttotheremit, 
tance reatriction clauae of Section 2.8 (iv). The depoitory bank shall give the D'C 
vt undertaking to hold the instruments/proceed. of uds.(if any) in the 4e with 
the relevant Sectiorls.df the Guldelirie.. 

' .	 ' , ,fS.4'..' 	 4", ', '. , t " * , 5.4:" 

2.k.6 ,Xqtrreqt, income, profits/dividends arixing thereof Io,.,such 
iistument.should be paid into an interest earn:!,g aqotmf for the redemptor 
'for 'period of.5 yers., this rcgad, the redemptor'w-il be r"quJr d :toiexcu'te 
'.dtdenda/profjts mandate inrespect 	of such shares n favour of his depoitory 

2.3' Priority withln EIble Transaction Categories 

Within the eligible transactions stated in 2.2 above, the following economic 
activities will be given priority in the following order: 

http:Sectiorls.df
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2.8.1 'Investment in production 'processes baed' on at least .7. ,ier et 
local rawmaterials, espeiallyin the dcvelopment 'f agriculture and 
agro.allied industries, production •forcxport and production o'f raw 
.naterials and odipr reqirement4of local irqduatriR. 

2 " Inveetment.With high e! oyment ontent. ' 

2,3 Investment for
Nigeria' minera, 

cxtrocting.
foestry, 

exploiting 
. 

an~d
.nd 

*i-isecaiso

,ther.niit'r...' 
-1 

2.3.4 invc,..ent that .l '-' prave ,, eblting Inve.ton.. 
. C','..ya_. s.nxvur.e9... in "Niuraran•n"to' afw iachinery. new products 

or new processea or with technology'compbnent ap"propriate or adap 
tive to the Nigerian situation,, 

2.4 Minimum Size of Transaction . 

In order to minimise administrative work, discourage friv 9lous applications 
and facilitate the supervi8lon of, or surveillance over the projects in. which,the 
naira proceedA of debt conversion are invested in 2,2.2, 2.2.3 and 2.2.4 above, tLe 
minimum amount of debt to he considered under 'the Scheme shall be $0,25 

millionl (one quarter of a million United.,$tates.dolhlu)in. the .tt instance and 

$25,000 ,(twenty.five thoumnd US do]am)im'.cqient tedomptions..i thp 

ca@e of conversion t, r~aAh for the purpose of. naking gift/grant Un.4e;.2.2,J 

,there shall be.no tni4nqm limitation. 

.2.5 '1gblePar#icpanhsj'e.. 

All legitimate. holdeps or aisignees of de.iated debt(s) inclmiding Nigrians
and foreign naionaw wnei r uurputado 0 -, . - . 
r..dmnt , Shall Le ei1eI, o V. U,tOW"I-PUW 

ded that'the forelgn exchangc required fop. thi purtl fpri..r no.as. d/ 
o other fqrhign debt instrume6te rom anorginlOxil a previous holder 6iglried 

from abroad and not from foreign exchage pur ahsd from 10,M or.ii other 

way fromn Oro INigria. the etrpieQ) finanica 'wlih the red.mii e. 
awo at thef.tlnc(are)reistered as Nigerian enterprise(s) un.der existing company 

of tranaction, . 
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.2.6 .. Volun; Control 
'ije " y t . 4. 

. ., b, c,o,,vron programme :hal he co wtent ."n mone.h the fi-cl,i 'd other 'pobliciz ot the Federal Miiitary -overnent by csuri4 that the 
1V 'T , ... , ,1," . %.'I. '.' .. , , , 6 j ,, ', : " .- " ' .! -- ,, 

..au,,t, timing and applicaton of thc proceeds fconverted debt arc in accor
;.dance with national priorities, especialy the policie on Inflation and acceleration 
of industrial and agricultural development. 

.... '2' To keep DCP.within the fiam'e'Wdr otSAP,.a'ivlumc contrbl shall be app
i n the oirim of -annual and.nonthly'ceiliO.,Suih ceilings shall'be kept under. 

ontanmonetryredt andothermao-economico 
tives and deveiopmcnt; ny in tutilu.....uy. ui "w' "'.converionhortal unc 
sretion: of the DCC-be carried over and addcc t'O thc .-following month'a epeci," 

fedmit. ,", 

2.7 Protection of Foreign Investment " 

Any approved investment nadr 'from the proceeds of'oncreioi'undterthe&. 
.Nigerian DCP shall be r'cognised. as irveatmcnt made in 'frreign currefcy like 
any other and accordingly will .benefit from approved ,statuaj for, tho ptirp'ose of. 
such hiatter A tax treatment and repatriation of dividendi and b;apitl.subjet. 
to the remittance restriction clause in 'paragraph 2.8 below. 2 '... '. 

2.8 :Reittance Restctltions, 	 " ...... 

In ordei to engurc that the relief being sought throug' DCP Is ndt frus
trated and in order that the exercisedocs not reaui ivin, tcrmi'n preferentiae 
cof repayment to. an Inveating redemptot over other ce'ditdrs contrary to'thc terms 
.a- ... .... . ... ,;. , r,, Pi,.d,n a r n,nt.n . thr fnilnwins, lifliita

tioris shall be placed on. rem'ittances of rcdemption proctceds and inc(omes ariting 
thereof: 

(i) Intcrest, income, profita/dividende, patent iiccoce fees and qtter 
'jnvuables 	 conrcteOl with approved projccta undqr the'DCP shall pot 

bc repatriated for a Milnimum period of five (5) years from e dlte" 
of rclease of rcdemptio,n pro'ceeda for.actual, investment. , 

(ii) IntAreat. and bapital, repatriation by.,the origlqql holdersn rmp6ct 
.. of reatructured payable dcbt von rtediqto naira not s with mAtUrity 

of eighteen months shall not take :pla&. Ieforej. pdD, ,19.1 
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.(l)Any capital procd arising from iubsequent disposal of.the-lnvit. 
ment made under the*prograrne cannot be'-t iOtedpr . n1n 
im"num of ten (10) year after effccive'ivement df "ree 

() R fepauation of capital Including off-shore cost after W10 yen shall 
not. .xcCcd 20 per er 4nnm. 

'2.9 Transaction CommssIon 

-A transaction commision payablein US dollat and iquivilent to 2,5 
per ceant of the discounted value of the 'debt to he converted ahall be payabi.to 
the Central Bank of Nigeria (CBN) by the redeinptor. The US dollar commlson' 
shall be payable to CBN Account with the Morgan Guartnty Trust .Comproyof
Now .York or any foreign bank as may fropn time to time be designated, by the 
CBN. However, commission on tranactions' for cash gifti/grants may be payable 

2,10. F4%nazdng9f ff-dihorv Costs of Projects-
The naira. proceeds of Nigeria's DCP shall be applicableoInlyto the-local 

coat-of-the project in which the investment is made, AlI'off--shore cosntaf the 
D '.h nrnvlded by the .redemptor. The ability -to provide the. 

off-- ire coat shall be a condition precedent . to any. debt equity converion. 
Such additional foreign capital investment hall be accorded i.qtlae.privileges of
foreign (nve tment in Nigeria under existing laws. 

2.11. Tax&Oon of PfitandD, d , . .•,,. 
Taxition of profit and dividend arising from appro0cd DCP projet

be in accordance with the existing tax laws in Nigeria at the Ume such profits. 
and dividends are declared. 

3. APPLICATION PROCEDURE 
8.1.1 Prospective participants whether corpolite or-non, coari rat , tionx ' 
or foreign must obtain the pnor consent or ipproVan of the Deb-ton.version Committee in order to qualify forparticliton't 

8.1.2 All Such applications shall be made to ihc Clrrnz, of tehc n' Co.,n
veruio Committee at the Committee's Secretwiat located at the Central Bar.%of 
f lgea,'Vnubu.Squ, P.M. B. 12194,a gog, .
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.,he,Se etarist shall acknowledge in writing or by ,ittited cable to the, 

or his agent(s), the receipt of completed application within three (3) 
applicant 
working days of the date of receipt of the application.. 

on ase bY Casein principle will proces34.4 Applicatiol for approval 
. *1Rnd on first come fiot served bago,. 

9;1.5 The Committee wivt mnet as often as necessary toilew and approve 

' " ., , ..applications.' 

The approval or rejection.of an application shall be communicated to the 
3.1.6 
applicant and/ or his agent(s).
 

The. Committee shall not be under any o6llgation to gVeTeasone or jusit-;

nal..1.7 or rejection of any applicaioll hio fi... 

ficatioris for approval 

rm tion. ' ..."
"A':"for modification;nf
" R9.-'Q defective app--cation(s), '.l.c'tu .nd

th,,.•' ."i ,mpl 

, .tdI ,. a,,..orra.,tequ..d ttor his agent(s), '.,.bete pp c 
 , ...
. ., . . . *.

3,.o. !R...uirid lnform altofl 

the olloconTfilConvcrslon Cbnimitte- shel" 
The A0plication to the 


wing informationfi
 
(i) Ditailed identity of appicant'and where .applicable, deitaled Identity 

.. ... of.agent()in.Nigeria, 
...


(ii) Information pertaining to applicant's buanesa ebOuld i0.clude2 
and particulars!

ind type of current business activity 
- nature ' .• "
 incorporation.• ' ~of < .- 1/' 

capital and volume of operations-

- businesa conducted in or with Nigeria 
amd'in -Nigeriai nature 

- other inveatment/opexotion/actities 
to be conducted inNigeriawithintendedvyolume of business 

'
 proceeds of proposed conversion.t . . .* 
any, in debt copveroio h.pa....uhl. of., 

(W) Provious experience, If 
profile of.actual. inveetm.et ' 

nature of buoineas done withvolume and 
perfoalnee In other DCP countries .(if any). lodes, of Oebt rafatxutxir d, 

iements enterpd into with, commercial banU and.othvr. financi., 
undaer. ...
. 
inattuioined not provide information k4 this 

'7
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aonenidnl.tdcc'nd
(iv) .Henefidiary: or recipient of, whi,her.it i.an 
a new compny.:.to-:be-p ciiallyorganied for. 

dcbt-equity conversion programme.., .' ", ',.. 
P.isting'organiaajion.. Iu ' , '" . or . ...... • ,:" 

'.': ' 
'(v) Inthe case bf foreign persons or entities, Wrtieuars*',6f agert(i) .or 
represenative(sj:',n Nigpa. (Copls.of ind.4ei1reementewe, h 

applicant and the agent(s) whether a perd' ,br od pod.t,ce 'lfd 

.:by.a court declarltion:or a.notary p"blic4 e t ' 

'of .agents, Including detailed instrtctioro fNr handling and, de vry,, f 

conversion proceeds. 

vl)' Applications should be: eupported by rcfevant 'documentseuc a6 
.
Certificates of Incorporation/Regitration of the apphicain if it {s, 'cb' 

poratee .- . eorporatioii/Regita'ration"', Memo-andtimbody rtifie.teri f In 

and Articles of Asuciation of the beneficiar conpIn,:Feaihility .. 

Financial Statements, and other related documetW. Copies of these dr.u( 

ment should bc duy rcffil I *. reI I .., 
(.vi.) An' oform'o, 'a toth'er verifiable br referen,:- 'which c9o 

d.- ..- , ,-, ; .- n ,, the' ppi,'tinn. , 

(v1Iij'Undertaking Of,accp'tancc of a,n ,.dhee,.nce .to the 'de, ohn.n 

tainca therein . 

*,be~ . ,,,. . ,., .•". f 

the ned arise, the applicant nd/or 'his' ageni(S)" IftiI hc'lnvhed"Siould 
for interview'on the term and condito'ns.of dnVerlo........" . ,, 

4. CONVERSION PROCEDURE 

4.1 Auction 

The inethod of debt convcrsion shall be by auctiofi. On very rare occasions 

however,the DCC 'can, at its discretion,approve5i kpplic&ton for conversion on 

its own merit and st a price determined by the weighted average, of discounts 

offered by vuccieful bidders at the most recent auction. 

Bdden4.2 bEllgible 

4.2.1 Ail applicants whQ tavo ijcrave 0,pproval i,pinhipleo.T.thc..fgeft dre 

eligible to participate in auction(s) to bid' for the amount offered by thc Debt 

8
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.Coireriod Committee. The' auction(s) sliall."bi" nduutid ;1lrA & "dli'i. h 

b"'the DCt, However, if a4 picent Iou lU,°failf ISi44 a'tepw 
•iio'ni after reeiving app oval in priicipfe, ( pr6i a)wi l b dq f
 
lapsed. An,applicant who has rcceived an approval principhe is not obliged
ri, to

' aubm~t bid to conve~rt the whole amount in a single .ct,, " 

e.ic ha, rc,,,,- .ti, .. and
 

,liAhIA t 'participate iii 'any of it-RAictioii(s) should'haV' i'c*dired/idehtit~fid
 
" 


%124; 'A prc rcdenptur -who e. irb,'- Ih 

the promissory note(s) debt instrunwiti(s) to l...td .id"Io '""
 
of the auclion(s).
 

4.3 Bid Schcdule 

iid forms will bc .provided 1)) lic' U , a$eurciariai at th it j 1.....es 

Squarc, .Lagos. Te redemptor or l ger't(R) shall,)uhmit only one. bi. or.each
 
appiiation at an auction. Bid will bhe received up till 11.00 aj ..and thc'*uclioi"
 

will take place at 12 noon o, the day designated by the DCC..The auctiori date,
 
amount to be offered for redemption, and. relevant conditions w ibic' , d
O6nm 
te,"banking days befre thie "date of the award. Bid process ifllbead*ia ed.by 

the.DCC Secretariaf.
 
"4
;:Bidding
 

,,4.1 . doidwill be.delivered to.the DCC Secretariatfat the.,CBN anid trch bids
 
wil ..pecify, the! discount ,ofcd. as percentage of the ,face value of thc' debt
 

toIbe redcemed', ,value"of debt to ;be converted by the prospective redemptor
 
and the paticulars of thc promissory notes/debt' instrumenta . to be redeemed. 

44.2 Tlhe DCC Secretariat. reserves the'right to 'reject 'any Jrregulair bid while
 

failure to supply de particouirsof the promiasory 2nioe/deibt instrmerit(s)
 
wi9ljled to instant disq*0'#Ificotir);at the auction...
 

*4.5,; Award, 

s h-..-.......
14,.1 DtI"W ll PU 15tiILC!li 1|uik.W%,&ls V ut W,1%.4.-. . 

iedeem',,All be awarded by diacount rank until t1e anjoinit offered for redemp.
 
tfodYis exhausted.: If t-4o dr me e bds'6ffer.t&• NanA6. . diksiunti I... ,iandWthebaancc"' I I I,
....,,' '..:
A.. ... * ; ..0 1 * ki b 

" 0,. 

oftthe amount offered for coversion is Insufficietfito 'co r oth, th tbalance 
wilg be distributed pro rata amohg the two ormore bd iepecta o Ihe.. 
same price. Award will be made to asuccessful bidder at 1is bid price(disount). 

9
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4.,.,h DC mayat reserve price above whih no 'deal cat be effectd. 
ei~izut~n~rn da o, lotehoni dormed of bid award 

,2.working da of eclo4' f the jdo... 

4,6 Eaneate ' 
* *Irl-" ,... wa.,al dIV..UVC 

,of,
taho iu4cn fnd th.shall be appied tothie fL Aredemptosl bid prie in 
the clcutation ot the Fiara p preds.". ' edem or'..d.. in 

4.7 .ymnt of Tiunsction. Cnunison 

Within 10 banidog days of, date of, notification, the conversion poiiusW 

ibh due from ce e bi'dders must be paid t the US'Diolar 'Ac'Htof the 
CB14'with the MorgaGuaranty Trust Comn' ,fNow i "rkp.yti

bamk a4iy from time to time bede gnatcdbythe .BN,
 
4.8 ,. nollattnOfi ORedeemed Deit' ktim e¢nt(s) *.'a 

After: the auction. the I)C.C will ndvine C.hapA Manhnttan Rone N rA i
 
the Accountant-General of the Federation, it Ve Federal litdO.f Finane
 
and Economic Development to cancel the debt instrumenti of su'6cfeul bidd e
 
,and sumender them 
to the DCC.. Where the mouznt of debt: t be 'converfed Is 
lei than the face value of the debt instrument(s) submitted forixi cpllation, the
 
concerned agent shall. issue a fresh debt instrument in the amouintpf the inre.
 
deemed balance to the redemptor..
 

4.9 Deivexylof eb Initrumnent for Cancelhaion~ . ~~~~~~~.. . .. .. . ,...,. 	 *,.;., ., 
.. .	 ' .... 

The redemptor(s) or agent(s) holdirig.ptoliusoiy notes, issued undeirthe
 
CBN Circular 
 of 	18th Aprl, 1984, will 'deliver them to Chaw Manhattan,N, A.,
N. 	Y. for aicellation. Those holding Promissory Notes issued by the.Fadu ril
nty of Fnance and Economic Developm .
 
unt.pt G,~~,cf.' of the ederatic at the Fcera1 iikiry ,fFinuauadiono
miq ,jvelopmcnt, Lagos. If a redemptor ja4..t, delver thcdebt 'i.trument(s) 
withmn littetafn' . . workin,,t alny .. nt the. uni.tinn in whij.h him hid in mi ,'endmI• ;!1,. " 
 o., vi. . . o ?- : . . . . , . o. ..kA ahell.


nOt ,par*iipte,in oubsequent auctions without,the approval of,thpDebt (on. 
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v"s otmmtttee. Such redemptor uhall therefiewntctv o1,rt.,wn ,, ut 
Conversion Coninite.e why h could not take up tht award.. 

4.10 PNovkon of Rademption fPooda 

Upon the. onfirmation of receipt of debt instrument(s ) by the'alpropriat 
apnt to the DCC, the CBN will provide the naira proceeda directly to a deigna• 
ted blocked account at the CBN. The redemptor or his'agent'and the benehicimT 
*ril be promptly informed. 

4. Mocked Account and Ikekiaa of Vunds 

Naira proceeds of converted promissory note(s)/debt Instrument(e) 'Will I 
kept in a blocked account at the CBN and relcaset in tranches on applcation 
to: the beneficiary's bank account according to 'the cash needs of the approved 
project(s) m5 approved by the DCC. However, naira proceeds of conversion to 
cash for gift to trusta and foundations may be Invested in long-dated government 
debt instrument.. 

4.12 Imse of Shae., Debenture, Loan Stock and other
Cerdflcate(s) to the Redemptor 

The Registrar of the company in which the mre.n~oin, proceeds i inv.
ted shall on receipt of the first tranche of tihe naira proceeds okconversion, 
isbue ahare/debt certificate to the redemptor in accordance ,t e pric9placed. 
on the compnpry!9 wcmritit-R hy .the Securities and Ex 1angc Cuini1l4on of.. 
Nigeria. Such se/debt, instrument certificatc(s) shld pasa throq 6b he De't". 
Conversin Coinmitte ecretariat to the .depository bqni i.he' ;edenpo0, 

5. APPROVED ST T 1 

5.1 Pursuant to, the -provision of...Sub section 14(2) of -ie'(S)FEM Deree,. 
dth UentW Bank. of Nigeria ahall-issue a Certificate o Caopital Importation in the'. 
usual way, and upon which the Industrial Development Coordinating .Com. 
mittee will in turn issue Approved Status Certificate. 

11 
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,2. a .,nOI.r manner, ,cparAtc rtCat.j 'o. Capiti importation) ihill iie 
iuuedfr :idditiona of cithcr, ,.,n1 J pQrtatio forqign. exch*nge.. ash.'or in 
'the form 'of m'chine4rY nd equipment, etc which constilut(es the ofil-shore cost 
of approvcd debt conversion project. 

6. MONITORING 

6.1. Desgnatod Beneficiary's Bank 

The blocked conversion proceeds held at the CBN 9h be, r ased to the 
designated bencficlary's bank in amountsapproved by the DCC from~tinie to Lime. 
The bencficiary' bank shall open only one special a. count for every beneficiary 
into:which funds releamcd from the blocked accoutthiallb- rdited forjhe. 
prosocutlon of the -approved proj t(s) tne '.iicfi r, urnwianW ' 
the!D.CP with, monthly'.tpqrts..dn each debt donvc'iion acount operted' by- t. 
Such. report. ehal. include ll. the. .mpoit Atidodor.foreign ,ex'chadige tfNn~itlon 
of thc.cntcrpric/ompanyin -'"vhichth6md"' "16proeeds b 

6.2 Aeeem to Foreign Exchange.. 

All such designated debt conversion account shall have no access toI ' out, 
the prior authorisation of the I)CC .l'h e.enterpnse/eo pariy-in whichi reaemppon 
proceeds have been invested should lodge information about alstlbelf import and 
otherorcign exchange transactions with the DCC. 

6.3 Periodlc Report by DCC 

.Mie Debt Zofveri6i CoHMiittec 4'il submit to the'Fceiral Go,,verrn'ent 
.,witl .e ifia quarte'ly .rejpoios 'higi htin the operains. ofhef.,,c .. a 

the oper~ational prohlenia encountercd 4wi ire mm ndail'onfor jiproem nt
in efficiency and effectivencm of the Programe."Periodic a rPort 

shall be made on the projects financed with the peoceeO of dcht converal ., 
6.4 Companiez or organisations in which ,redemptioin procees 'have .been 
invested kall submit "annual report andaudited accounts:on -their-operations 
to the DCC. nadditiln; such companies or otgahisationz may'be reqoired 'to 
render certain -reports.or retums to the DCC Sedretdariai as may he required. 
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*6.5 Non-Compliance 

6.5.1 Transactions in violation .of the Guidelines stted herein or conditions
 
set by the"Debt Conversion Committee or against the'lawa .of the country will
 
be dccmcd null Ad void and vai11 be Uubj'ct to the pwwlRti6 fhovded under
 
the foreign investment laws of Nigeria and all rclcvant laws. Similarly, any diver.
 
.son of nairs proceeds or conversion into an unauthorised project may lead 'to
 
Immediate suspension of further releases.
 

6.5.9 Transaeion not executed in accOrdance with the approval shalbe nul
 
and void for the purpose of repatriation either .of profit/dividend or.tapitali.
 

6.6 Amendment to the Guide''nes 

The Debt Conversion Committee may set and modify execution pro.
 
cedurcs for controlling and supervising operatiofs pursuant to the Debt ConveIr.
 
sion Programme.in accordance with the priorities of the Programme..
 

CENTRAL BANK OF NIGERIA
 
TINUBU SQUARE
 
LAGOS,
 

28/4/89 
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CONSERVATION IS FOR PEOPLE
 



*When developing debt-for-nature programmes, consider that: 

- they are 
exist in 

only possible where strong conservation 
the debtor country. 

institutions 

- they must be fair and must be seen to be 
interests of all parties involved must be 

fair, that is, the 
taken into account. 

Durant le processus de conception des programmes de "debt swap", 
garder toujours present a l'esprit que: 

ils sont rdalisables seulement dans les pays qui ont deja des 
institutions de conservation bien implant~es. 

ils doivent 6tre dtablis dans un souci d'6quitd manifeste pour 
tous - c'est a dire que les int~rdts de chacun des partenaires 
doivent Etre pris en consideration. 



Debt-for-nature programmes represent a remarkable opportunity not only
for conservation, but also for strengthening ties between "developed" and 
"less developed countries" at a time when they are sorely in need of 
strengthening. 

A une dpoque oi les liens entre pays "d~veloppds* et ceux "en voie de 
d~veloppement" 
ont fort besoin d'6tre resser~s, les programmes de
"debt for nature", outre leur avantage en matiare de conservation, 
prfsentent 6galement cette qualit6 bdn~fique.
 



Every Debt-forNature agreement must be crafted indivird7,ally 

Chaque accord de "debt for nature" doit ftre soigneusement personnalis6. 



December l-967 


March 1988 


April 1988 


April 1989 


August 1989 


August 1989 


WWF Debt-for-Nature Swaps
 

US:-W millio debtk 
 swap with Ecuador (first

instalment of US$1 million) to suppirt

management plans for protected areas,
development of park infrastructure, acquisition

of small nature reserves (through WWF's
Associate, Fundacion Natura), training of park
personnel, and broader environmental education
 
activities.
 

US$3 million debt swap with Costa Rica to

expand, manage and protect established parks,
and build up infrastructure for tourism and
science. Guanacaste National Park project is
 one major beneficiary of the debt swap.
 

US$2 million debt swap with Philippines (first

instalment of US$390,000) to implement

management plans, create buffer zones and
infrastructure for parks, also support resea-r-hand environmental education, training for

community-level resource managers, and
fellowships for graduate-level students in
conservation-related areas. 
 Funds to help
government crack down on illegal trading and
exploitation of wildlife resources, survey
critical plant sites, and finalize plans for
integrated system of protected areas.
 

US$10 million debt swap with Ecuador (second

instalment of US$5.4 million) to continue
conservation efforts of existing projects and
develop new ones. 
US$3 million dedicated to
conservation work in the Galapagos, where WWF
has been involved in conserving the island's

unique species and ecosystems since 1961.

Remaining proceeds (through WWF's Associate,
Fundacion Natura) to strengthen existing parks
and reserves, identify and establish new

protected areas, and support training
 
programmes.
 

US$3 million debt swap with Madagascar (first

instalment of US$2.1 million) to utilize

conservation, education, and sustainable
 
development methods, concentrating on the

Andringitra and Marojejy reserves, and to
protect six parks by training, equipping, and
supporting a minimum of 400 guards.
 

US$2.27 million debt swap with Zambia to help

conserve and manage the Kafue Flats and
Bangwuelu Basin 
- Zambia's and two of Africa's 
most important wetlands - support conservation

education activities, alleviate environmental
 
problems such as soil erosion, habitat

degradation and depletion of wildlife, protect
Zambia's remaining rhino and elephant

populations, and strengthen local conservation

institutions.
 



HOW TO STRUCTURE A DEBT SWAP DEAL
 

* 	 Identify target country 

* 	 Coordinate activities with conservation organizations 

* 	 Explore areas of potential funding 

* 	 Determine how much hard currency is needed? 

* 	 Develop relationships with Banks that have experience with debt swaps 

* 	 Discuss the proposal with Ministers and other Environmental experts
 
within the country
 

* 	 Approach monetary authorities 

* 	 Develop contacts with banks 

.Cc--ent stt -r un accord de "debt swap" 

* 	 Cibler le pays 

'" 	Coordonner le' actigvites avec celles des organisations de conservation
 

* 	 Sonder des zones de financement possible 

* 	 Ddterminer les besoins en devises 

* 	 Developper des liens avec des banques ayant une bonne expdrience 

des "debt swap". 

* 	 Passer les propositions en revue avec les ministdres et les 6xperts 

de ienvironnement du pays. 

* 	 Prendre contact avec les autorit~s montaires. 

* 	 Dvelopper des liens avec les banques 



The five steps of a Debt/Nature Swap
 

1. 	 Obtain approval, in principle, from the debtor country
 

2. 	 Obtain the debt instrument
 

3. 	 Transfer the title of the Debt
 

4. 	 Debt conservation accordance with the debtor country's
 
government
 

5. 	 Execution of the agreed conservation programme
 



Counterparts and Their Roles
 

There are five counterparts of a "Debt-for-Nature-Swap":
 

- Local NGO 

- International NGO 

- Host Government 

Other Parties (facilitators)
 

- Legal Advisors 

- International financial institutions 



TARGET GROUPS OF BENEFICIARIES
 

The primary beneficiaries of a debt swap should be the people of the.country concerned, in particular future generations for whomenvironmental resources must be conserved to provide the base on
which future economic activity depends.
 



Why not convert a tropical nation's debt directly 
into
 

support for conservation - that is, swap debt for nature
 



MECHANISM FOR ECUADOR--WWF
 

DEBT-FOR-NATURE SWAP*
 

Private Bank,
 
* (or Secondary

:'." debt market)
 

us$ •.
 

Debt US $ (Purchase at market discount) 
Note-•[
 

(Face value)-

WWF-U.S., US.$ Donors 

Us.$
 
Debt
 
Note.
 

Endowment
 
Principal for Fundacion
 

Natura-


Fundacion. Bond.
 
Natura '. .
 

Interest-> ---Conservation of
 
parks and
 
reserves
 

--Environmental
 
education.
 

-- Forestry proj egts 

US $ Bonds in
 
Debt local currency
 

..Note•
 

Central Bank '
 

of-Ecuador
 

*Based on the Sevilla Proposal: Financial Mechanisms for
 
Conservation, by Rogue Sevilla L., President, Fundacion Natura,
 
Quito, Ecuador 4Settember, 1987).
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RATIONAL FOR DEBT-FOR-NATURE SWAP IN MADAGASCAR 

PROTECTED AREA ESTABLISHMENT AND MANAGEMENT:
 

Specifically 

* 
 surveys and needs assessments
 
* protected area management
* agriculture (in pilot villages)
* forestry and agroforestry (in selected areas)
* environmental education and public awareness 

INSTITUTIONAL SUPPORT 

DEVELOPMENT OF INFRASTRUCTUP S 

TRAINING
 



LOCALISATION DES AIRES PROTEGEES ET
 
DES SITES DINTERET BIOLOGIQUE
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MAROJEJY - OBJECTIVES
 

The Droject will have seven components
 

survey and needs assessment
 

institutional support
 

protected areas management
 

agriculture
 

forestry and agroforestry
 

education and public awareness
 

evaluation of public utilization and tourism in protected areas
 



PROTECTED AREAS MANAGEMENT
 

There are six protection and management objectives.
 

* Boundary demarcation 

* Guard recruitment
 

* Guard training and provision of essential equipment 

* Administrative infrastructure, accommodation, etc 

* Installation of a viable communication system 

* Development of a fire management plan 



PROJECT TEAM
 

Technical Advisor
 

National Project Director
 

Animator
 

Forester
 

Agricultural Extension Agent
 

Public Awareness Officer
 



SURVEYS AND NEEDS ASSESSMENT
 

There are six surveys and needs assessment objectives, which are
 
designed to give an integrated overview for future planning and
 
activities:
 

* Analysis of forest cover and land use using aerial surveys and
 
satellite imagery
 

* Socio-economic survey and needs assessment 

* In-reserve zoning and potential utilization assessment 

* Natural forest resource assessment outside protected areas 

* Land tenure patterns and availability of land for project 
requirements 

* Biological inventory and survey 



AGRICULTURE
 

* Introduction of more intensive agricultural practices, particularly 
as an alternative to tavy cultivation 

* Help improve quantity and quality of locally available crop and
 
vegetable seeds
 

Improve or introduce irrigation schemes, as appropriate
 

* Locate all state and private land not currently under cultivation
 

* Help develop institutional capacities for agricultural and 
agroforestry extension 

V 



FORESTRY
 

* Support the MPAEF village reforestation programme in the vicinity of 
the two targetted protected areas 

* Develop nurseries with demonstration plots in the target villages
 
and ensure effective outplanting
 

* Introduce improved fruit, forage, anti-erosion and nitrogen-fixing 
tree varieties in the area 

* Improve the quality and qiantity of tree seed availabilit-- in the
 
area
 

* Examine the use and production of indigenous forest species and
 
establish standards for minor forest products ut'liza'tion
 

* Examine native forest resource availability and provide advice on
 
rational commercial exploitation of forests, outside of protected
 
areas.
 



ENVIRONMENTAL EDUCATION AND PUBLIC AWARENESS
 

1. To generate public awaceness of the need for sound environmental
 
planning and natural resource utilization, on a national and local
 
scale.
 

2. To generate local public awareness of the purpose of the Marojejy
 
reserves complex, and its importance in local life and economy.
 

3. To create a schools environmental education programme in the region
 

4. To link project conservation and development programmes so that the
 
need for such integration is locally perceived.
 



OUTL.J
 

DEBT, DEVELOPMENT AND CONSERVATION - IS THERE A LINK?
 

WHAT IS DEBT-FOR-NATURE
 

WHAT DO IT ?
 

PLANNING -
WHAT NEEDS TO BE CONSIDERED
 

HOW TO STRUCTURE A DEBT FOR NATURE AGREEMENT
 

CASE STUDIES
 

WHERE IS IT FEASIBLE TO CONSIDER A DEBT SWAP ? 

CONCLUSIONS
 

Plan 

Dette, dAveloppement et conservation - Li y a-t-il un lien? 

Qu'est ce que "debt for nature"?
 

Son importance 

Planning - les facteurs A considdrer 

Comment structurer un accord de "debt for nature"? 

Etudes de cas particuliers
 

Ou est-il rdaliste de concevoix un "debt swap"?
 

Conclusions
 



Appendix
 

Debt-Equity Legislation
 
by Country
 

(English Translation)
 



Argentina 
RESOLUTION 992 (Ministry of the Economy)
Program for Converting Foreign Debt into Private Sector
Investments-Empowered Authority-Repeal of Resolution 570/87. 

Date: October 15. 1987
 
Publicaton: B.O. 10/28/87
Legal references: Law 21.382 (Lo. 1980); XL-C, 2585; D. 515/87; XLVII.B, 1577; R.520/87 (M. Ec.),

XLVII.C. 2942.(1) The Subsecretariat of Economic Policy of this Ministry isjurisdiction over the Program 
hereby deaignad as the authonity withfor Converting Foreign Debt into Priv-,e Secu-r Investment(2) The authoriy with junsdicuon [over said program] is hereby empowered to:(1) Enact complernentary regulations to carry out this proo m.(2) Coortiiia' the actions of the different offices of this miisry with other national, provincial endmmicipiu minsterzal agencies.(3) Solicit informtion from all types of public ,nd private institutions, rulings and/or authorizationsrequred in accordance with the characteristics of ti, (specLf'] invesunent proposal(4) Request waivers of possible rights as a condition to subscribing to the Program for Converting

Public Debt. 
(5) Approve investment proposals and/or declare them eligible.(6) Set annual debt conversion quotas and quterly orCentral Bank monthly quota places, pending approval of theof the Republic of Argentia. Said quota places shall be set pxior to the opening of bidding

processez.

k7) Define the means for satisfactorily ascertaining the effective use 
of funds ia the projects whichcarried out, which [amounts] should be supplied by the banks involved 

are 
and ti. investors as well as their

timing. (8) Apply sanctions in case of infraction and denounce such infractioni before the controlling authorities when applicable, based on the specific activities camed out by the iceivLig company.(3) It the last proposal to be awarded in a bidding call cam only be paially covered, the Ccniral Bank ofthe Republic of Argentina is hereby empowered to u',vce dhe quota Lmount or adjust the following (quota]in order to cover the respective invesment.(4) Investments aimed at the acquisition of new equipment, constructing new industrial plantsprojects or otherwhich would result in increasing inmalled capacity with the objective of increasing the supply ofgoods and those aimed at improving the efficiency, productivity and supply of services shall be consideredeligble for consideration asunder the Program for Converting Foreign Public DebLUp to a maximum of 70% of the total cost of a (given] project, excluding imported equipment, may befiranced with funds generated by the conversion of foreign public debt instruments; a minimum 30% additoa.al investm t in either foreign curmncy or ausuals. at the option of the in.,estor, is required.In addition to the specific requirements estiblished by the Central Bank of the Republic of Argentina. teavai bility of fuid genemied by convermon shall be subject to (providing] proof of having supplied theadditional funds in propcdon to the intended disbunement. 
Investrnents earmarked for the following ee ineligible:(a) Acquiring real property, either rural and/or urban, or for improvem,.nts. If thisthe realization were required forof a pIject deemed eligible in accordance with the foregoing, up to a maxnum of 10% (ten
percent) of the total cost of the project excluding unported equipment can be applied for both items.
(b) Buying quotas, stock and/or equity in companies or rights thereto or coupons.(c) Financial investments, except the fixed deposit, which must be established with conversion funds.(d) Acquiring personal property, including used machinery or machinery previously installed in other

locations.
(5) The declaration of eigibiity and the authorizations granted within the framework1980) are requirements to partcipate in the bidding process 

of Law 21.382 (Lo.
to be called by the Central Bank of the 'lepubhc

of Argentin.
The empowered authority shall decide on the eligibility of investment proposals within 45 (forty-five) dtysfollowing th. receipt of all the information required by law. 
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The propIOa shall be authorized in the same Lime period pursuant to thelaws, based on terms of foreign investmentwhether Ministry of the Economy has exclusive jurisdiction or if approval had been previouslyobtained from other Ministries.(6) Foreign Public Debt certificates shall be converteddiscount by means of public bidding procedures:or minimum quotable commission expressed in a certain percent of the 
the 

face value of the cerfi"atebeing converted may be determined during such calls to bid.(7) Capital ownership arising from converting Public Foreign Debt insmuments may not be transferred toother investors until the completion of the third year after its establishment.In cases when the owner of such capital is a foreign investor under the terms of Law 21.382 (Lo.the respective investment can only be 1980),reptriated in foreign currency beginningestablishmnt; profits arising from such capital cannot be drawn in foreign currency 
in 

prior 
the 

to 
tenth 

the conclusion of 
year after its 

the fourth fiscal year of the company receiving [the invesmnent]. Ifwere to distribute profits prior (to this time] or 
the company receiving (the investment]if the foreign investor should tramfer his ownership after theend of the third year. foreign curecy can be acquired provided that fixed-term dqei in foreign currencyare established at the same time in official banks for the period stipulated by existing resricons.(8) The approval of a project within the public foreign debt conversion framework impeded the compa;yreceiving (the investment] and the invemsos from benefiting frorwhether they be regional, sectorial or special, 

cwmat or futura national incentive plans,with the. exception of d"oae sti. lazed in Decree 515 of April 2,1987 for the importation of capital goods provided that the pertinent authorizations(9) Investments made within am obtained.the framework ;f the Program for Converting Public Foreign Debt must berecorded in the Registry kept by the empowered authority for this program.(10) The empowered authority and the Central Bank of the Republic of Aigentinarules herein established in accordance with the respective 
shall regulate both thejurisdictions and rules applicable to nationalinvestors.(11) Consutittions made by the empowered authority regarding theLMinist-y must be responded to within a maximum of 15 days after 

regulatimn to dependencies of this 
information as applicable should their recepL Requests for additionalbe formulated within two days following the receipt of such requests.(12) This resolution shall become effective on the. day following its publication in the Official Gaze=Ministry of the Economy Resolution 520 dated May 29, 1987 is hereby repealed.(13) This Decre shall be published, etc. SourrouiLle. 

RESOL,ION 492 (Ministry of the Economy)
Program toi Converting Foreign Debt into Private Sector
Investments..Subsituion of Art. 8 of Resolution 922/87.
 

Date: May 27,1988
 
Publicaton: Official Gazetie 
 6/8/88
Errata: (-MiAu Gazette 6/15/88Legal reference!: M. 99287 (Ministry of the Economy); XLVH-D, 4377; D, 515/87; XLVI B23,018; X.III-D, 115; Law 23.101; XLIV-D, 1577, Law 
(I) Substtut 

3738: D 906/83, XI.B; 1426; D 1887; XLVII-A, 345.the text of Article 8 of Ministry of the Economy Resolution 992 of Octoe 15, 1987 forthe following:
Article 8. Those projects in which a company receiving current or future incentives at the nxionalwhether regpon&l. sectorual or special, except those provided for in Lte 

level,
 
to receive (a) of this resolution, whether it is
or provide the investments in
foreign debt sh not be declared eligible 

a project to be carried out under the regulatim for converting publicin accordnc with ts [same] regulation for converting public

foreign d e dLi
 
following regulaiow:i D of Apr 2,(a) Not inclded inDec.t 51515imic. April 1987 impmdotioned infarthisthe(Article) an tfof capita goodsinceatived provided that thetheblsied byapplicable authorizatims are obtained, and Law 23,101 and its mgutory dcrees, Law 23.018, Dec. 905/83,Dec. 168/87 and Dec. 1552/86.(2) Projects whose maxunum amount to
than US S20,000,000 

be converd estalished in the declaration of eligibility is greatershall participame in a public call to bid for the portoc,, (arounts] arrived at in accordance with the following:(a) Amomnts between US$20,000,000 and U1340,000,000 are divided byis to last. counting as (one year] f,'actions gruavr than six months. 
the number of years the project 
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(b) Amounts greater than USS40,000.000 am divided by the number of six-month periods the project is tolast. Counting as (a six.month] period fractions greate threemaximum amoun than months. The differenct between theto convert and the portion which will be submited to bidding ,halU be commited to futurequotas, in accordance with the invesunent schedule. The discount wived at through bidding shall be appliedto the total amount declared eligible.(3) [In] projects awarded through public calls toDebt, the status of the project and the 
bid under the Program for Convening Public Foreignuse of funds withdrawn from the fixed deposit shouldbefore the Undersecretary of Economic Policy through an be certifiedannual external audit and an additional (audit] uponcompletion of the execuuon of the project; said audits should be performed by recognized firms.(4) This Resolution shall be publishd, etc. Sourrouile. 

RESOLUTION 4 (Undersecretary of PoUtliq Economy)Program for Converting Foreign Public Debt Into Private SectorInvestments.-Accrediting the Effective Use of Funds in Projects Awarded 
through Bidding 

Date. Jmuary 19. 1988
 
Publica a: Official Gazette 2/=8
Legal references: R. 20/87 (Undersecretary of Economic Policy); XLVIU-D,(1) The effective use of funds 4520. 

Convening Foreign Public 
in projects awarded through bidding procedures under the Program forDebt into Privam Sector Investments should be accredited by the investors and/orcompanies that receive the investment by means of providing the following documen~aton: .(a) Acquisition receipts and delivery confinmadons.(b) Verified copies of confirmed work [construcon] cerificates, signed by the professionals and otherparties involved.(c) Certified copies of reports and certificates issued by the [appropriate public authority.(d) Documents issuea by public notaries in regard to constrcton wid equipment.(e) Others to be determined individually in case of the inadequacy of documens presented in the opinionof the empowered authority.The aforenwtuoned documentation may be substituted and/or complemented through verificatons availablethrough the empowered authority and/or the agencies to be dezennined officially or at the request of theinvestor and/or company being invested in.
 

shall
(2) The proofs mentioned in the piecedng Article should remain on deposit with the intervening bank and
provide support for this bank's request for releasing the funds submnined to the Central Bank of theRepublic of Argenina.(3) The presenutton of the supportng documentation

not be an essentia mentoned in the first Article of this Resolution shallrequisite for withdrwing funds from the mandatory deposit thethis Lime, it will suffice to provide proof of having 
ir time this is done. At 

ausa-al withdrawn invested a least an additional 0.43 austrais for eachin accordance with the prvisions of Resolution 20 of this Undersecretriat dated November4, 1987.(4) The first requesz for the release of funds held in the mandauy deposit shall(5%) of the value of the project adj not exceed five percentin accordance:sed with the provisions of An. 10, letter (a) of Resolution20 of this Undersecrewaia of Novembe. 4, 1987.(5) This Resolution shail be published, et,.-Som,,.&. 
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D.85/Public Debt

RESOLUTIONS (MinistrY of the Economy)
Program for Convering Public Foreign Debt into Private Sector
Investments--Complementary Measures Designed to Help Insure DueCompliance-Modification of Resolution 992/87. 

Due: January 22, 1988Publication: Official Gazette 22/8Legal References: 21.382 (LO. 1980); XL-C, 2585. Com.(UndereArz of Economic Policy); XLVU.D, 4520; R.992/81 (Ministy of the Economy); XLVII.D, 4377. 
A !109.87 (B.C.); XLVII.D, 4634; R.2087

(1) Hereby empower the Underseretriat of the Economic Policy, in itsauthority with jurisdiction over pacity as the empoweredthe Progam for Converting Foreign P.blic Debt into Privatments, to sign a ollabomive agreement with the National Sector Invest, 
so Developmn BankMinisty ad referendum ofchat said Bank render technical assistae in relation thisto mnitoring compliance with the hereinmentioned program.(2) Substmte Article 7 of Resolution 992 of the Ministry of the Economy dated Octobefte fllowing: 15, 1987 with

Article 7. Capital Ownership arising from the conversion of foreign public debt cenificates may not betansfered to other investors until the lapse of the third year following it e*blishment.If the owner of such capital is a foreign investor pursuant to the terms of Law 21382 (Lo.1980), he mayonly repamate his investment in foreign ctrrency after the tenth year of invesunenUzmay not be drawn dividends on said capital 
company receiving 

until the end of the fourth fiscal year of the compay receiving the invesunen. If thethe investment distributes dividendstrinsfers his ownership after before the stipulated time or if the foreign investor
fixed-term foreign currency 

the end of the third year, foreign currency can be acquired provideddeposits thatare established concurrently with the National Development Bank for theeffective period for the aforementioned restrictions.(3) Non-compliance with th.: execution of a project awadeConvening Public Foreign Debt into Private Sector Inves 
in public bidding under the Program fore(a) Any suspension of work forming 

shall be subject to the following provisions:par of the Investment project or change in the total or partialdestion of funds earmarked for said project shall constitute non-oipliance with obligtis(b) After proving non-compliance, th empowered mthority and/or agency by the said authorityshall advise the investor in order that the situation be regularized within a period of 10 days.if this period lapses
accredited or the reasons 

and [work on) the projt has not been remmed, the [ue of) funds have not beenfor the suspensionauUtlrity can rescind the operation as a 
not justified in the judgment of the empowered authority, this 

(c) In case mater of law, with no recourse whatsoever for the investor.of rescission, the investor should reimburse thefrom the converion within amount corresponding to10 days,. including the funds receivedexpenses and baik commissions, duly brought up-to-date inaccordiance with the indices determined by the empowered authority for the respective case.
The balance of the amounts still on depasi as 
a result of the conversion shall be reimbursed to theCentml Bank of the Republic of Amtina.After the arecharges fulfilled, the investor shall receiveconversion or others of an the certificats that were the object of theequal face value at the discretion of the Central Bank of the Republic of Argentin.(d) Unde sanction, the ivestor shall 
 lose the right to receive interest ened by d converted mtificate
during the suft period.(e) Furt, the empovr authwrity may impose the sanction of the investoLion framIpartciing in future calls of permanent disqualifica.to bid camiedDebt into Private Sector Investment. 
out under the Program for Converting Public ForeignThis sanction may be furthr applied to the directors a/or mangersand/or partners of the investor or of the company receiving the inves ;mt.Further, account &hal be rendered to the Central Bank of the Republic of Argentina so that this Bankanalyze the role of the mtervening baak.The :r cUon of disqualification shall kbrecowed in %eCodex Registry created pursuant to Resolution 20of the Undersecrwariz of Economic Policy dated Noven ar 4, 1987.(f) The sanctions sit forth in this Article shall be applied without prejudice to those established by theaforementioned Bank inCom. A 1109 for cases of non-compliance with a conversion.(4)This Resolution shall be published, etc.-Sourrouille 

Business Inemational Corp 
4 



BULLETIN A 1109 (Central Bantk)
Program for Converting Public Foreign Debt-General Guidelines for
Converting Foreign Liabilities into National Private Sector
InvestnmiL-..Repeal of Bulletins A 1035/87 and A 1059/87..TINAC Circular 1-81 and CAMEX [Circular] 1-142. 

Date: October 27, 1987
Publi.-on: Departnent CircularLegrI re rences: Bul. A 1035/87 (Central Bank). XLVII-C, 3197, Bul.X.VU.C, A 1059/87 (Central Bank):3211; Law 21382 (LO. 1980): XL.-C 2585; Bul. A 980/87 (Central Bank); XLVII-A 475; Res.992/87 (Minist y of the Economy); V.P. 4377; OPRAC Circular 1; Bul. A 49/81 (Cental Bank); XLI-C 3275. 
To the Financial Entities:Ref. Distribution: TINAC 1.81, National Public Certificates and CAMEX 1-142, Exchange Transactionsand Movements of Funds and Securities Abroad.We hereby inform you, and through you the interested sectors, da this Br,k has resolved to modify thegeneral regulations mre public in Corns. 1035 and 1059 governing the conversion of foreign liabilities intonaonal private sector investments. The new general regulations governing the Program for Converting PublicForeign Debt, in accordLice with all the other applicable general and speciel rules, are auched hereto as arider. Inconsequence, Corns. A 1035 and 1059 are revoke.
With our cordial greeings-Cent-al Bank of the Republic of Arrana 
- Salama - Peroni. 

Rider to Bulletin A 1109 

Program for Converting Public Foreign Debt 
CHAPTER I: Requirements for the presentation or the private Investor before the CentralBank of the Republic of Argentina.I.1. Have an investment pro)ect which has been formally declared eligible by the empowered authority forpurposes of the Program for Converting Public Foreign Debt and which has been duly authorze.r, whenapplicable, in accordance with Law 21,382 (Lo. in 1980).1.2. Make a debt conversion offer. Saidliabilities and the proposed 

offer shall include the nominative value of the convertibleconversion discc,rit or commission, expressed in a given percent of the aforemenboned face value.The total cost of the project may be fianced with funds generated by the conversion of foreign publicdebt., up to the maximum amount calculated by appiying the provisions contane in Ar. 4 of Ministry of theEconomy Res. 992 in accordance with the procedure dcmermined by the empowered authority.Tite holders of convertble public foreign debt maydeposit the funds generated prsen said obligations and ins'uit this bank tofrom the conversion to the account of an investor with an approved project,awarded in open bidding, pursuant to (obtaining] proof of the investor's agreement [to do so].1.2.1. Argentine public sxor foreign liabilies eligible for co.v.;ion are die folowingBearer bonds denomiauted in United States dollars. Argentine government obligations in US dollars.Argentine government irnemil obligations in US dollars.Republic of Argentina Foreign Bonds.

Argentine government foreign loans.
Credit and deposit terms of amounts cwuntly on deposit with the Central Bank of the Republic ofArgenunn
Central Bank obliptions in United States dollars.Central Bank internal obligatios in Umed States dollars.Medium-term loans ganted to the Central Bank of the Republic of Argentina.
Other Central Bank of Argentina foreign obligaons.
Refinancing contrs guaranteed by public debtors.
Other public sector foreign debt (excluding sho-term 


non-Argentine official agencies. 
tade det and credits granted or guaranteed by

1.2.2. Debt shall be eligible for conversion provided that, based on the loan documentation applicablesaid debt, the conversion does not result in any advance.payment obligations inringe upon any 
to 

or oher 
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provision set forth in the loa COfracLObligations for which the exchange for public certificas in payment or guarantee (thereof] is requestedwithin the dazes established by this Cenral Bank shall only be convertible upon completion of the regulariza.uon process and upon fulfillment of the requirements for semng (said exchange] into motion.1.2.3. In order to convert cercates or promissory noesinvestor must previously gven n guaratee of private sector debt, theaccept the poMon offered for conversion in payment of said amount, the privateforeign debt thereby being paid. thereby also canceling the (respective] foreign debt1.2.4. Alternae ownership insmzen, ecords.issued by virtue of the provisions of the 1987 fumcing plan shallbecome eligible for conversion eight years after said insmunenz12.5. Amounts representing less than the sua are usgued.total of obligatiom or certificatesmay be invested. The portion of the debt which is not inveated must maintain the 
presented by the investor 

as same maturation scheduletat of the debt presented for conversion.Investors submimng bearer certificates for capilmuion-Arpeatne govenment obligstions in USCenual Pank obligations in US dollars or Bearer dollm. 
granted, Bond in US doUal-wose value exceedssha receive obligations in US Dollars from the amountthe Argentee Goverrnn or the Central Bank ofArgentina in sme type-payment or guarantee-as the original liability.The isue date of the aforemenioned certificatecaediem shall coincide with the conversion date; certificatemd =rms shall be established in accordance with the Republic of Argentina's 1987 Fuancing Plan.The certificate shall be issued to the order of the creditor designated in the preeaton.To convert bewr certificates or prrmissozy notes whichheld in guarantee, were received in payment by 

were prompdy issued in payment or which, beingvirtue of participting in the conversion program, a letter ofpayment from the creditor to the order of the enty that issued the obligation must be submitted.Said leur of payment shall also be callable in case of d,,blIn this case, the debutrs shall also return the 
conversion offers not realized in certificates.sworn debt suitements when the conversionamount, or the corresponding portion in case of a partial converson. 

is for the full 
1.2.6. The part of the investmen financed through the convertion of foreign debt is not eligible" for theprogram set forth in Bul. A 980.1.3. Establish a conversior, guarantee in accordanc, with the following procedures to be complied with bythe investor1.3.1.1. Amount: Equal 1%of the face value of the converible debt swaedexchange rate at the close of 

to 
operations of the Argentine National Bank on 

in australs at the purchaser
the free exchange market on theWorking day prior to the establishment of the guarantee.1.3.1.2. Date of establishment: Up until three working days prior to the date of the public biddingmentioned in Chapter II.1.3.1.3. Payment: (An amount equal to the] fluctuationsBank (Point 3.1.2. Chapter II, OPRAC Circ. 1. text 

shown by the financial indices prepared by thisas per Bu!. A 1097)the fith day before the deposit is established and 
or that which replaces it, betweenthe fifth day before eachAdjustments shall be dsposited at the 

of the applicable payments.ame of each paymenL1.3.1.4. The deposit mentioned in Point 1.3.1. shall be tnnsferred to the Central Bank of the Republic ofArgentina on the day it is established. 
1.3.2. Bt guarantee:
1.3.2.1 Amoun: Item Point 1.3.1.1.
1.3.2.2. Dam of establishment: Item Point 1.3.1.2.1.32.3. The investor shall offer an adjutable bank gurantee Saned by a bank authotized to carry outClass C exchange tranr' os wuner the conditions and based on the index ap~ileM ,om bank guarantees.


CHATER II: Evaluation procedure and selection of requestd wnversion.
[1.1. Offers shall be evaluzted and selected through public calls toclassified bid, for which eachon a point System depending on the value offer shall beof the converson discount or commissionexpre ,ed in a given percentage 0 the face value of t offered. 
In case two or more detx to be converted.bids offer the same discoum or commissionthe project that offers percenage, preference will be. given toto cover a smaller percentage of the totlthe conversion of public foreign debt. raz of same with funds generated from 
11.2. Number of conversions:fl.2.1. Conversions should be carried out onvalue amounts of up to USS2,500.000 one occasion for piojects involving the conversion of faceor the equivalent in other currencies at the exchange rate in effectthe third working day before the date of the call to bid. on 
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11.2.2. Up to three conversions, the first of which shouldpermitted for projects involving 
be equal to at least US$2,500,000 will beequivaient in other currencies at thethe exchangeconversionrateofinfaceeffectvaue amount workig thanday before the date ofon the thr gre=e USS2.500000 or 

callto bid.
thethe 

l2.3. The length of time to lapse between each phase of conversion may not exceed, 12 months.11.3. In order to participate in the call to bid, the interested parties should submit the following docuien.tszin through a local bank authorized to carry out Class C exchange trnsactions:11.3.1. A ceruficate issued by the empowered authority providing evidence with therequirements stated in Point I.1. of this Bulletin. 
of compliance 

11.3.2. A formula containing itemraized account of the submitted proposal, including the conversion commis.sion or disunmt offered.
Other information ihis formula should include:- Cerificaton fran the intervening bank of the establishment of the owversion guanm ee (deposit or bankguarane);Commim, ent; of unconditional acceptance of the reulations established in this Bulletin and of thoseeublished by the empowered authority for convening public sector liabilities; and - Opuac of an alimtive for payment of t funds to be invested in accordance with dhat which is set

forth in Poir I12,of this Bulletin, in case, the propo a isdefinitely accepted.The inve 's pmticpaon in all phases of this program shall be ItroughThe Cetral Bank may authorize a a sole loccl intervening bank.justiicton dxn=Lf 
change of intervening bank when, in its judgment, reasons are cited in 

11.4. The Central Bank of the Republic of Argetinawithin a pexiod of four working days from 
shall make known the results of the call to bidthe date of [said call to bid], making known to the interveningbank the conditional award or rejection of the proXsAls.
In the event of a definitive rejection of a 
proposJ, the [respective] guarantee shallworling days of said rejection. An exception is maude o that 

be released .within five
which is established in this paragraph for thecases mentioned in Chapter V.Conditional awards be subequentshall finalized to an examination by this Bank of the debt that iseligible for the first conversion in accordance %ith that which was agreed.Tide holdersto of condioorally awarded proposals andinstrutions credit the funds gene,,ted to th accountths who present obligations to be convertedof awardees of a call to must withbid submnit thedocuments representing


Treasu 
the debts along with the mspertive formulae to the Treasury Department, Office of the
within 15 working days from the dat the interveming bark as stipulated in the first paragraph ofthis point receives notice.The Cenual Bank shall make known the definitive award of proposalsthis presenation, except in the within six working days followingcase

In 
of debts in the process of being docunented in iniu'mnents.case it is verified that cerifica.es u e not c-ligible for convemsion, t,- Cenualintervening Bank shall informbank of this situation and theshall grant twe invessar 10 additional workingnotice to correct the irregularities days fromT the date ofobserved, or if .ppLicale, to submitshall provide an addidional new instumeats. The Central Bank
period of six working days to definitively accept 
or reject the proposal, except inthe case of debts peiding documentaton in insmuents.If the investor should fail to comply with any -1 the temis stipulated in this Point. the Centalauthorized to definitively reject the proposWi, Bank iswithout prejudice to the application of the measures for noncompliance stipulated in Chapter V.In cae of paial conversions, the (respective]the investor cmficates shall be examinedmust submit the debt documents each time; for this purpose,for the second and third conversion witin 25 working daysprior to the conversion dam, and the terms stipulat in tis Point shall be in force. 

CHAPTER MI: Conversion and application of funds.The Central Bank shall undertake the converon of obligation net of the accepteddiscount on the t1hrd working day after the commission orintervening bank is notified of the defirive bid award. In orderto calculate the amount in australs which will definitely be creditedexchange to the investor, the free market purchasein effect at the close of Argentinerate National Bank operation.- on the working day preceding theconversion date shall be used.Interest eaned as of the ronversion date by the converted obligations shall be paid at therate, calcul'-ed based current intemrstconmmaon the nominal interest raze.The austral amount arising from the conversion lwlentioned in the first paragraph of this chapter shall be 
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applied to the establishment of a deposit through the local intervening bank to the account of and in the nameof the Central Bank of the Republic of Argentna: [this deposit] shall have the following characteristics:01.I. Ownership: The investor. [The investor] may transfer owiv..iship of the tol balance of the afore.mentioned deposit to the entity receiving the investment, the latter assuming the obligations associated withthe regulations governing such deposits.
11.2. Payment: The investor's option.11.2.1. [An amount equai to] the fluctuation shown by the fnancial indices prepared by this Bank (Point3.1.2. Chapter L OPRAC Circ. 1. txt as per Bu. A 1097) or that which reptaces it. betwee am fifth daybefore the deposit is esablished and the fifth day be.ore each of the applicable payments. Adjustments shallbe deposied at the time of each paymenLM.2.2. (An amount equal to) the fluctuation of the freeclose market purchase exchange rate in effect at theof Argentine National Bank operations between the

deposit] and the working day 
working day prceding the consitution [of thebefore each payrmeOL Fa each six-month period beginning on the am thedeposit was established, an adtional amount equal to the yearly six-month LIBOR rate applicable to depositswill be added [to the fluctuation amount]; this rae shall be calculated by the Central Bank basedanthnetic mean (rounding down or up as propriate on the 

to arrive at the whole multiple closest to 1/100 of 1%per annum) of the razes repo ed by the repiesentative banks for the aforementioned time period at 11:00 am.of the nomd working day immediately preceding the beginning of each six-month period.iterest mentioned in Point 111.2.2 shall include the time lapsed between dam the deposit is established andeach payment dam. This interest shall be based upon the application of the following formula: 
I = [(1 + i) n/hl 11 100 
I: Effective six-month interest rate. 
i: Six-month interest ra e applied in a given percentage.n: Number of days actually passed in six-month period.
m: Number of days actually exisang in six-month penocLAdjustments and interest shall be deposited at the tm of each payment.M.. The deposit mentioned in this chapter shall be legally cmablished with this Central B&'ik at the

time of conversion.
M.4. The establishment of the deposit mentioned in the preceding Points shall result in the cancellaonof the convened obligation on the daze this deposit is establisltZ.11.5. Funds geneated by a conversion (deposit, Point MI.1)after the application of the complementary investment projec 

shall only be released totally or partially
in the propmo established by the empoweredauthority for thz puuKe.For the sole purpose of calculating this requizemen,invesununs shall b the amount of compiemenutryadjusted according to the index selected for paying the deposit as mentioned in thischapter.

A.6. Release of deposits: The local intervening bank shall request that thefunds on Central ank release thedeposit after providing proof of compliance with the phase scheduled for the immediately precedingperiod ii a=ordance with the investment plan. For this purpose, the empowired authority shall establishprocedures for satisfactorily proving that the investment was made.Further, compliance with the requirernent set forth in Point IL5 should also be verified.M1.7. Release of the Conversion Guarantee. The Conversion Guarantee mentioned in Point 1.3 shall bereleased following authariation from the Central Bank of de Republic of Argentina. in a proportion equal tothe percentage [actually] converted of the totl nominal value of the debt to be convrted. 

CHAPTER IV: Responuiblllties of the local iniervening bank.The intervening banks shall be responsibk for relemsing the fixed depoit upon receipt of proof ofproject advancetm and for po-raig the funds acUlly used in sid project.The local inrvenng bank shall open a file for each project. m which it shal keep all vouchers relatedwith the execution of the investor's obligations.Further, (the intervening banks) shall inform the empowered authority of the sams of each project andthe Cenual Bank of the Republic of Argentina, with each request for audrization to releae fuAs pertainingto d oits established pursuant to the provisions of Chapter M1, of the release of funds by virtue of havingon reccin in the file metauoned in the preceding paraMg h proof of compliance with the required conditions. 

CHAPTER V: Cases of non-compflance.
V.1. Non-compliance with the first or sole conversion. The following shal constitute non-compliance

with the conversion: 

Busineas International, Corp 



V.1.1. The investor's offer has been conditionally awarded, but he does not present the obligatons to beconverted in the designated tune period.V.1.2. Documents representing a debt are not, in the opinion of the Central Bank, suitable to beconvered following the second presentation mentioned in Point 11.4.In these cases the investor shall lose the conversion guarantee. The award shall become null and void,and when applicable, the document represenutng the debt shaJ be reinstated to the owner.V.2. Delinquency in conversions subsequent to the firs.conversions were In cases in which second and third debtoffered and such (subsequent] conversions crn not be carried out on the scheduled datesbecause of failure of the investor to submit the obligationsthe conversion deposit or guammee shall 
to be convened within the designated time period.be forfeited in an amount equal to the percentage of the debtconverted in reiauion to notthe total amount of the commient. Thc tum periods stipulated in Point V.I. shouldbe considered for this purpose.V.3. Default on conversions subsequent to the rust. Default on conversons subseque=be udemood when more 60 days have to the first shallthan elapsed since me lan day scheduled for conversion in theoriginal proposal. The sanction established in Point V.I shall be applied in these caes.V.4. Non-compliance with the project. In case of non-compliance with the project, the sanctionsdetermined by the empowered authority shall be applicable.In all cases the application of the measus

powered authority and Cental 
set forth in this chapter shall L- eviu.sted by the emthe B'zk of the Republic of Argentin who shall take into consideration

possible justifcations. 

CHAPTER VI: General conslderations.VI.1. Conversion of debts into cwencies other than the US dollar. The amountconvered should maintain iusUS dollUar value 
of the debt to bedetermined by the offers receivedexchange rate based on the US dollar quoted 

in the call to bid at theon the working day prior to presentation to the CenW Bank ofthe Republic of Argenuna of the insmuents representing the debts.rejected, the [rate to be 
Should any of these instruments beused shall correspond to that quoted on the] working day before the second presmnta

tion. 
Conversion into ausmils of accepted offers shall be carried outraze for the iespective currencies 

at the free mirket purchase exchangein effect at the close of Argentine National Bank operations on the working
day preceding the conversion d.a. 

V1..Other consideratons:
The regi litions applicable to debts with exchange guarantmes or exchange futures whereinpayment is offered advancedfor conversion shall be dealt with separately. The conversion of such debt shall alwaysoccur subsequent to [both) the acceptace date for advanced payment and to the a"ual Payment.Cases which Wnve not been covered by or do not ewcly conform to the regulations of me ProgramConverun P,_, Dcb for"shall be decided on by the Cenalanalogy and in accordance with the general principles 

Bank of the Republic of Argentina, based onfor convemng debt into investment established in theRepublic of Argentita's 1917 fumcial pla. 
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Bolivia 
REGULATIONS FOR ISSUING INVESTMENT BONDS 

L DEFINITIONS 

Foreign Debt: 
Is public ftbt which is due or about t0 fall due (owed by] the Central Bank of Bolivia (BCB) or theBolivian government to private foreign creditors. 

Invetgrrt Bonds:

Am bods to be issued by the BCB for foreign debt swap and which 
 can be used for mvestmentsBolivia in zcra-dance with the pmvisions of Article 43 of Supreme Decree 21660 dated July 10. 

in 
1987. 

Agent of the Central Bank of Bolivia:Is the 	 company contruted abrmd to receive 
zoma, 	

and swap public debt for investnent bonds, record theseremit all debt tnstruents to the BCB and comply with all other 	functions assigned to it by thisRegulaton, in addition to all of the functions named in Article 11 of the 	 "Refinancing Agreement" on behalf
of the 	BCB. 

Refinancing Agreement:

Is the agreement dated 
 April 29. 1981, between the Republic of Bolivia andBolivia. the ,-gznal debtors, 	 the Central Bank ofthe Bolivian banks and the Bank 	of America N.T.E.S.A. as the banks' coot.dnaung agent. 

New 	Shares:
Are the shams issued to constitu the capital of new companies or to increase the capital of existingcompanies partipatng in the investment bond conversion program. The nominal aggregate value of "NewShares" for each investment shall necesrily be [equal to] the "Amout of InvesuneL" 

Amount of Invtstmant:
 
Is the base pnce equal to the redeemable value of the investment bond and the pranium (thereon].
 

Base 	Price:
Is the price per dollar of capital of "Foreign Debt" offero.d by the Government of Bolivia under therepurchase program [which was) agreed with foreign commarcial banking based on the February 17, 1987,
amendmem to the "Refinmmcg Agmreemnt."
 

Investment Certificate: 
Is the 	cezuficate issued 	by the Central Bank of Bolivia to back "New Shares." This cerficate hascommercial value, is not transferable or endoisable, cannot be split 	

no 
or pledged and shall only be used byshareholder so that he may exercise M%rights as a 	

the
shareholder. This cermfcate will be exchanged for the"New 	 Shares" five years after the date the invesunment cerificate is issued. 

The Schedule:
Is conained in Exhibit II Mnched to

in US 	
this Regulation, and shows the capitalizai v-Jues of the bonddolars beginning with iu initial value which is equalnominal 	 to the "Base Price" and concluding with thevalue 	 at 25 years of the capital of the foreign debt swapped for bonds. Thbex bonds 	 shall becapitlized on a half-yerly basis. 

Premium: 
Pursuant to the pro--.4:,ns oi Supreme Decree 21660, when bonds 	are invested in accordhnce with theguidelines sct forth in this Regulation, there will be a premium equal to 50% of the "Base Price" establishedat the beginning of the program as per the "Schedule." 
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1I. CHARACTERISTICS OF THE INVESTMENT BOND 

ART. 1:"Foreign Debt" may be swapped for "investment bor.ds." Further, foreign debt of Bolivian privatebanking insunuuons may be swapped for "Investment Bonds," the amounts of which have been deposued inor to the account of the Central Bank of Bolivia in local currency. 

ART 2:The uivesurent bonds shall be issued intwo series: "A" and "B." The "A" series will be used forswapping Foreagn Debt of the Bolivian Government. nonfimancial st .owned companies, the Central Bank ofBolivia and suae-owned or muxed banks. The "B" series will be used for tvapping Bolivian private banking
foreign debt 

ART. 3:If the (fmpective] debt had been contracted in a foreign currency other than the US dollar, i shall beconverted inro US dollars a the aveage supply and demand exchange rae for cash established by the NewYork Federal Reserve Bank at I0:00 A.M. on January 15, 1988, for purposes of repurchasing (said] debt. 

ART. 4:

Series "A" and series "B" invesunent bonds shall have the following general chaacteristics:

a) They shall be nomuauve: 
b) They shall be transferable;
 
c) They can be spht

d) They ha be printed in accordance with iernationally used safety standards.

e)They shall be duly numberedln series;
f)They shall incorporate safety elements to help protect against faLsification;
g) They shall be guaranteed with international bonds; andh) They may be used for inves;tents in Bolivia in accordance with (the provisions of] this Regulation. 

ART. 5: 
Series "A" investment bonds shall have the following special characistics:a) Their nominal value shall be expressed in Bolivian currency at a fixed valuvj. Th: minimum value ofthe investment bond shall be an amount equal to fifty thousand US dollars (US$50,000) at the official

exchange rate on the issue date:b)Their nominal value at the exchange rate on the issue daze shall be equal to the amount ot capitalof the debt swapped in US dollars;c) They shall be redeemable begiring on the first working day of the sixth year after "he issue [date]
in accordance with the "Schedule:" Lid
d) Any individual or legal enty who opts to redeem his/ts investment bond prior to fin. wiy and whowishes to acquire US dollars may [do so] through the official currency exchange market. 

ART. 6:

Series "B" invesment bonds shall have the following special chaactristcs:
a)Thlir nominal value shall be expressed in US dolla;b) Their minimal nominal value sa be fifty thousand US dollars (USS50.000);c) Their nominal value in US dollars shall be equal to amount of capital of the debt swapped in US

dollars;
d) They shall be redeemable begmning on the issue date in accordance with the "Schedule." 

ART. 7:The exchange of foreign debt for investment bonds shall conmte full payment in accordance with thcLaw under which the "Foreign Debt" was contracted. Consequently, the original debt shall be fully settled.as well as all interest accrued or to be accrued, interest on interest, commissions, surcharges and/or any othercharges inherent to phe debt or to iusservice. 
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ART. 8:

Invesunent bonds may be trunsferred through endorsement. 
 All annsfers must be registered with theCentral Bank of Bolivia theon reverse of the bond certificate. Only those transfers that are in compliancewith this requirement shall be legally valid. 

ART.AR.In9:casm of a bond slt. the split shl be carried out through the voiding of the origina certificate andits subsequent substitution by other certificatwes with a lower face value but with thevalue. The new bonds shall be kte to the order of t original holder. Series same aggregate nominal"B" bonds may be split uto a minimal nominal value of fifty tho und US dollars (US$50,000) and series "A" bonds up to an amountequal to fifty thousand US dollar (US$50,000) at the official exchange e. 

ART. 10:For series "A" bonds, beginning on the fim working day of the sixth year fron the issue daue, uponpresenuttion [of a bond certificate] the Central Bank of Bolivia sha.l redeem (said bond) for the equivalent inBolivian currency u the officud exchange ruze of 6a amounts stated in the "Schedule" in USS dollars, withthe exception of that which is established in Articles 4,and 45 of this Reiulon. 

ART. 11:
For series on"B." beginning the issue date of (a given] investment bond. upon presentation (of thebond entficatej the Cenual Bank of Bolivia shall pay in US dollars stated in the "Schedule." 

ART. 12:
The Central Bank of Bolivia shall deposit a guarantee covering the "Base Price" of the foreign debtswapped Lor investment bonds ina fir.t-class intm ational bank located abroad. Said guanmte, which shall becomprised of first-class international investment dinuments (AAA/Aaa bonds),investment to the investo at the manumty daw. In cases 

will insure payment of the
when the amount of a collateral does not cover theredemption value of [a given) investmen bond, the Central Bank of Bolivia itself guarantees to cover anydifferences arsing from the redemption of said bond prior to its mzannruy date. 

[I'L SWAPPING PUBLIC DEBT FOR SERIES 
"A" INVESTMENT BONDS 

ART. ".'J

The swap of "Foreign Debt" for "Investment Bonds," shall be cprried out by the crwtor by
of submin tng to Cenuml meansthe Bank of Bolivia or the "Agent of the Central Bank of Bolivia" all relatedforeign debt docun,:rnts. necessarily including those represenwig capital interest accrued toor be accrued.interest on interest, commissions. surcharges and/or any oher charges inherent to the dc,or its service. airngwith a sworn declaration from the creditor providing evidence of that which isset forth in Article 7 above. 

ART. 14:
As of the tune the swap takes place, the "Agent of the Central Bank of Bolivia" shall be responsiblefor the total settlement and payment of the foreign debt pusntm to the provisions of Aricle 7 above. 

ART. 1S:When all of the debt documents am submited, the creditor shall receive the respective series "A"investment bond. 

ART. 16:
In accordance with the provisions of Article 12 above, and simultaneousinvestment bonds, the Central Bank 3f Bolivia shall deposit AAA/Aaa 

to the submission of the 
bondi ina fiduciary account in a first.class international bank. The (amount of the] bond deposit shall c-r the base price of the debt swapped forinvestment bonds. 
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IV.SWAPPING DEBT OF A BOLIVIAN PRIVATE BANK FOR SERIES 
"B" INVESTMENT BONDS 

ART. 17:
The swap of a Bolivian private bank's foreign debt for investment bonds shxll beexchanging at par deposits in local currency made by said bank in the Central 

camed out by
bonds, pursuant to Supreme Dezmes Bank of Bolivia for investment19249 of November 3, 1982; 20028 of February 19, 1984, and 20173 asof April 14, 1984. 

ART. 19:
The Superintendent of Banks shall certify compliance with the legal requirementsdeposits made by the Bolivian private bank in the Central Bank of Bolivt. 

that validate the 

ART. 19: 
Banks that obtain a favorable decision from the Superintendent of Banks in regard to the legal validityand legitimacy of the deposits mentioned in the precedingswa ing .aid deposits for bonds from the Central 

Article may then follow the piucedurrs for 
Artcle 49 of Supreme Decree 21660 of July 10, 

Bank of Bolivia pursuant to the conditions set forth in 
binding fashion, a document drawn up by 

1987. In order to do 3o, [said banks) shall sign, in a legallythe Central Bank of Bolivia from all liability relating to anyobligation whatsoever arising from or associated witii the aforementioned deposits. 

ART. 20:If any legal actions against the Central Bank of Bolivia chould exist in regard to the aforementioneddeposits, these actons or the nghts arising therefrom shall be expressly renounced orconsidering as waived by the claimant,fully paid and setaled the Central Bank of Bolivia's obligations to disburse foreign currencyequal to the amount deposited therein, including interest accrued or to be accrued, interest oncommissions, surcharges and/or any other charge inherent to the deposits. 
interest, 

ART. 21:Any bank th itnicipates in this programwith Article 17 above, for a nominal value equal 
shall receive series "B" investment bonds in accordanceto the value in US dollars of the original deposit made bysaid bank in the Central Bank of Bolivia upon comoliance with the provisions of the aforementioned legalregulations. 

ART. 22:In accordance with that w, -ch is setseries "B" forth in Article 12 above, and simultaneous to the submission ofinve=amet bonds, Central osthe Bank Bolivia shall deposit AAA/IA bonds in a fiduciaryaccount in a first class international bank. The bond depoeit shall cover the base price of the deposits in the
Central Bank of 8olivia swapped for investment bonds.
 

ART. 23:

1987. 
In case of a Bolivian private bank that has outstanding debt with foreign creditos at December 31,tht does not exercise the right ganted by this Regulai, the Executive Branch shall negotiaue it atthe "Ban Price," subject to the creditor's agreement and up to an amount equal to the amount of the deposit
duly made in the Central Bank of Bolivia or to its account.
 

V.CONVERTING INVESTMENT BONDS INTO INVESTMENTS WITH PREMIUMS 

ART. 24:
Series "A" and "B" investment bonds may be used to the following purposes:a)To constinite the capital of new privae or mixed companies or mixed enterprises;
b)To iacasr. the capital of private or mixed companies or mixed enterprises:
c) To acquire nev/ shares in state-owned non-strategic compaies previously convened into mixedenterpnies or companies:
d) To purchase stme-owned assets with express prior authorization

from the Law of the Republic; 
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e) To finance specific social assistance or development pidw-ams executed by local and/or internionajnot-for-profit social assistance or welfare agencies, with the approval of the Board of Directors of the Cena-alBank of Bolivia;
f)To fmnce specific social assistance or development projects executed bynot-for-irofit ecological conversanon agencies, local and/or internationalwith the approval of the Ministry of Rural, Agricultural andLivestock Affairs: and

g) To increase the capital of subsidiaries totally owned by forign parent companies.
 

ART. 25:
Prior government authorization is no required when investment bonds arecompanies or mixed enterprises to invest in the investment areas specified 

used by pivate or mixed
in Exhibit I in accordance withpoints (a), (b) and (c) of the prec,-Ing article. This Lis may be amplified as deemed apprphate by the State. 

ART. 26:When investment bonds are used to invest in a subsidiary whichcompany, the subsidiary must be previously tmiusforined into a company 
is fully owned by a foreign parent
in axordace with Bolivian laws.SsAmquent to transmmanon. the new company may deposit thete mintamt bonds putrsuant new sha riesultng frmm the investment ofto the provisions of Articles 31 through 43 of this Regulation, and they shallbe enuiled to the "prenium." If either the subsidiary orsubsidiary into a company, the "premium" 

the parent company decides not to transform thewill not be received and te prosions of Headng V [of thisRegulan on] do not apply (see Articles 44 and 45).
 

ART. 27:
In ca.se of the capitalization of Bolivian privateinterested banks listed in Exhibit I-B of this Retulaton.bank shall request the Superintendent of Bank's authorization making the investment. 
the 

pror toFurther, it must comply with all of the other requirements applicable to capitl increase set forth in its ownstatutes and in current legal regulations and in accordance with the provisions of this Regulatin. 

ART. 28:Investments in areas not included in Exhibit I of Utiis Regulation require specific prior authorization ofthe Ministry of Planning and Coordination.
 

ART. 29:

All investments shall be governed by the current system of taxation. 

ART. 30:The purchase of state-owned assets, shares or intert: in mixed compmies as per the provisions ofArticle 24 above shaJi be carried out in accordance with the procedu established by law. The current valueof the invesment bonds and the [amount "premum"of the] at the date of the traisaction shall be recognized. 

ART. 31:
The holders of the investment bonds who decide to invest them in existing companies shall freely agreeto investment terms :and conditions with the re~ective company; (said terms and cooditions] shall not violatecurrent legal rulings or the provisions of Supreme Decree 21660 or this Regulation. 

ART. 32:The r:opany being [invesiad in) shall issue "New Shares," t'i ch aretoe by the owner of the investment bonds [and) deposited by rmd. comrry 
to be duly endorsed in guarm.
i.the Central Bank of Bolivia,duly endorsed in g. -&nice by the holder of the investment bonds. 

ART. 33:All public debt that has been convcmd into investment before this regulation effectiveacordance with the conditions becomes inset forth in the amendmen: to the "refinancing agreement" shillby the conditions be governedset forth in said amendment and any conditions which might have been cablished by theCentral Bank of Bolivia. Accordingly, the five-year period mentioned in Section 12.20 of the amendment to 
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the "refinancing agreement" shall commence on January 1, 1987. Conversions of debt into investment carriedout after this document becomes effectve shall be governed by the applicable provisions of this Regulation. 

ART. 34:
"New shares" that have been duly endoised in guarantee to the Central Bank of Bolivia along withthe documents required by law relating to capital increases and investment bonds shall be submitted to theCentral Bank of Bolivia in exchange for an "Inves~uiem Certificate." 

ART. 35:
All procedures relating to ransfers. splits. converting into inveznem and ,'mpdoni shall be camedout before the Central Bank of Bolivia. [The Central 1rank] shall be responsiblo for identifying the interestedparties, proving the legal capacity of the proxies, verifying.new the respective registoton and recording of theshares" in the company's accounting records and ve'yng the conclusion of [all procedures requiredby] law. 

ART. 36:
Upct- submission of the investment bonds andBolivia shall pay 

deposit of t,' "new sMares," the Central Bank ofthe amount corresponding to the capital increase :, hand overment Certifcate." The respective payment will 
the respective "Invest.

be made to , ;.xnpany issuing the "new shares"Bolivian currency inaz the current official exc.hange raze. The "Schedule" indicates the redemption value of theinvestnent bond. The initial value includes 50% of the premium over the "base price." Thiscapitalized on a half-yearly sum shall bebasis until the rc '1nal value is reached at 25 yeaw . 

ART. 37:
Companies that do not belong to the fmancial system shall only used funds obtained from the CentralBank of Bolivia for capital increases for the acquisition of fixe4 assets and inventories, for the payment ofliabilities or for investments in companies in the areas specified in Exhibit I of this Regulation. 

ART. 38:
The Central Bank of Bolivia may retim special auditors to obtain all informaon relating to the use offunds obtaied [from the Central Bank] or reque= this information from the auditors of the recipient

panies. 
com-

ART. 39:When used for the purposes specified in Article 24 of this Regulation, investment bonds submitted tothe Central Bank of Bolivia shall automatically become null and void. 

ART. 40:
Transacuons remating to an invest 's decision to subroate, sell, transfer. allow co-owneshipnew shaes" resulting from the inyesmrt of series "A" 

or endorse 
isue dae 

bonds during the fi ri, years following theof said bonds should be carried out before the Central Bank of Bolivi, i Xcordance with theprovisions of Article 35 above. The Central Bank of Bolivia shall recover, prior t '.aorizing these transactions, 100% of die premiums granted at the time of investment.The transcn mentioned in tht preceding paragraph may be carried out freely after the fust woaringday of the sixth year from the issue date of "new shares" ahizg from the invesumaet of series "A" bonds. 

ART. 41:
The partial or total remi.ance abroad of invesznents mide in any company during a period of fiveyears is pirvbiied.The remittance abroad of dividends during the five years following 
 the daze of investment
shall be limited to a n-axmnum of 20% per year of the amount invened. Any wansgressaon shall be subject tosanction pursuant to Aricle 43 of this Regulation. 

ART. 42:
The sharebilder or his representative shall appear before the Central Bank of Bolivia five years afterthe trawri taon daes place to receive the new sham peviously deposited in guaranuit in exchange for the"Invesunar Certificaze." 
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ART. 43:The Cent Bank of Bolivia shall call the guarantee"new shams' if any violanon of Articles 35, 37, 40 and 41 
made in its favor through the endorsement of the 

the Central Bank of this Regulation can be proven. In this case,of Bolivia shall be obliged to proceed to sell or auction thee shares within 90 daysfolowing the proof of the violation. 

VI. CONVERSION OF INVESTMENT BONDS WITHOUT PREMIUM 

ART. 44:Inmors who do not wish to be bound by the restictious [Attached to the) bonds Arid st forth in t'is , nofreceanin a um. atvt or fo,, redemption in acotwdance wit company n Bolivia. for any purpose.Artices 5 and 6 of t Regultion, withoutreceiving a premiium. 

ART. 45:Any investoi wo opts for abiding by the conditions stpulated in Article 12.20 of the amendment tothe "Refin acm Agment" iin emdwill not be eligible for the "premium," t article, may donor will he be governed by the terms of the bond or this Regulation.so fhly, ihough he 

VrL REG!STRATION OF INVESTMENT BONDS 
RT. 46:The Deanm'tent of Financial Sector ,ffairs And Inaernaior.al Affair.applicable, shall have jurisdiction over of "he Centrai BanL of 3,alivia. asthe mgrs~ation oi series "A" and "B"quct us [of the bonds) in exchange for "Foreign Debt" 

band issues and ih,' subse.
and Bolivian Private Banking Foreign Debt, andalso of their conversion into investments and of any transfers or redemptions that might take place. 

ART. 47:The "Agent of the Central Bank of Bolivia" responsible for theBonds" aubmission of the "Inves'-entin eachange for all of the debt docmmu shall register the holders of the certifrae represenungthet bonds Lmmedizly after the swap has taken place and inform the Central Bank of Bolivia of the faCLshai simultaneousi:, inlorm the Itholders of said bonds that [in order to c.tmnsfer tutnsaction u'.'olving said bonds, they 
outj any future redemption ormust notify the Depaiment of Foreign Affairs of the CentralBank of Bolivia. 

VIM DEBTS GUARANTEED BY STATE-OWNED BANKING [INSTITUTIONS) 

AIT. 48:In accordance with Article 53 of Supreme Decreie 21660, anysecured a kln i'iarm.teed by a Bolivian saWt-owned bak hum 
individual or legal entity who has an intunationalreleased from any ob'igation when smid private banking insirution iskan :as been settled through direct negotiation or any okher form ofpayment. FinamcJig costs arising fm,) grauing the guante shallfine or be paid as origiim4Uy stipulu d. withoutpenalty interest. However, if any state-owned bank makesits own fun-s of new credits in honor of a guara 

[Iool payments to foreign creditors usinge Awred to 3n individualor legal entity &6l0nw or legal entity, said individualbe rlewd from hisits obligation with the -owned bank.moffer foreign liabilities against the stm-owned bank in total 
even if he/it were to or parial compensamon for the nominal value ofthe debt [paid by the bank]. In order to be released [from such obligaons], (said individual legal entity]ormust fully reimburse the stae-owned bank for paymems made as a regult of the guaree, either in Bolivipncuremcy at the official exchange rnie or in US dollars. Under no cirumsanm shallaccept candicates representing another debt of the Bolivian government in partial 
the stae-owned bank 

or total payment for a debtit guranteed. 

ART. 49:
by a 

If the Central Bank of Bolivia wm to have directly orstate-owned bank from an iuernational pnvate banking 
indirectly purchased foreign loans guaranteed
instution, to be released from its original 
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obligation with he state-owned bank, the original debtor must reimburse the Cenral Bank of Bolivia [(br ananoUt equal to] the "Base Price" and a 100% commission on as aspayments made by the state-owned bank for capital, intereu 
the "BAse Price," well any othe!

and other charges relatng to the guarntue. Ft.:its pan, the Cenra Bank of Bolivia shall reimburse the state-owned bank for payments made to foreigncreditors and it shall release [the state-owned bank] from the remainder of the debt against the payment of thebase price by the state-owned bank to the Central Bank of BoliviL 

ART. 50:

Me Central Bank of Bolivia shall be responsible for verifying all payments made 
 by the state-ownedbanks to foreign creditors in honor of guaranties. 

IX. TRANSFERRED LOANS 

ART. 5I:In the case where an uiternaional banking institution has extended hi loansaid loan) was [subsequently) transferred to an individual 
to a swe-owned bank [and 

bak is pending, and [further], 
or legal entity, and if payment to the stme-ownedif documentation exists cmioboratingbank diat the original loan to the state-ownedwas initially secued to be taztsferred to an individual or legal entity. said individual or legal enity shallonly be releam, from its obligation with the swe-ownwd bank when theamount equal to] Central Bank of Bolivia for [anthe "Base Price" and a 100% commission on the "Base Price," as well as any otherpayments made by the stae-owned bank for capital, interesFor its pan, the Central Bank of Bolivia shall 

and other charges relaig to the specific loan.reimburse te stm-owned bank for payments made to foreigncreditors and it quil ielease [the state-owned bank) from the remainder of the debt against payment of thebase price by the stawe<wned bank to the Cerzal Bank of Bolivia. 

ART. 52:The Central Bank of Bolivia shall be responsible for vvorifying all such loan payments made by. stateowned banks to foreign creditors.
 
Al values correspond to United States doLars.
 

ANNEX 1A. PRODUCTIVE SECTOR 
* Mining i general
0 Metallurgy
 
- Stcx and iron manfacturing

SIndusuril manufactming
- Agriculntre, except for new and existing coca cultivaton and other culivation used in the production ofproibibiwd substances 
*Generation of enagy in general
*Agro-indusry in gentral

SConstucion
 
* Lji,, ,ck 
* Fisheries 
* Basic chemicals
 
*Oil industry in general


* Hotel and tourist induswy (c uding travel agoncies)
STransporation 
* Forest,/
 
SGenrl civil viation
 
SPetroch icaLs 

B. FINANCIAL SECTOR 
- Comrrercial banking 
- Investment banikig 
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ANNEX U .. (aU values cormpod zo Uf Sttes d"ar) 

Year 

0.0 
0.5 
1.0 
1.5 
2.0 
2.5 
3.0 
3.5 
4.0 
4.5 
5.0
5.5 
6.0 
6.5 
7.0 
7.5 
8.0 
8.5 
9.0 
9.5 

10.0 
10.5 
11.0 
11.5 
12.0 
12.5 
13.0 
13.5 
14.0 
14.5 
15.0 
15.5 
16.0 
16.5 
17.0 
17.5 
18.0 
18.5 
19.0 
19.5 
20.0 
20.5 
21.0 
21.5 
22.0 
22.5 
23.0 
23.5 
24.0 
24.5 
25.0 

Current Value 

11.00 
11.50 
12.02 
12.56 
13.12 
13.72 
14.34 
14.98 
1.S66 
16.37 
17.10 
17.88 
18.68 
19.53 
20.41 
21.33 
22.29 
23.30 
24.35 
25.45 
26.60 
27.80 
29.05 
30.36 
31.73 
33.17 
34.66 
36.23 
37.86 
39.57 
41.36 
43.22 
45.18 
47.21 
49.35 
51.57 
53.90 
56.33 
58.88 
61.53 
64.31 
67.21 
70.25 
73.42 
76.73 
80.19 
83.81 
87.60 
91.55 
95.68 

100.00 

Investment BondWith Premium 

16.50 
17.11 
17.73 
18.38 
19.06 
19.76 
20.48 
21.23 
22.01 
22.82 
23.66 
24.53 
25.43 
26.36 
27.33 
28.33 
29.7 
30.45 
31.56 
32.72 
33.92 
35.17 
36.46 
37.80 
39.18 
40.62 
42.11 
43.66 
45.26 
46.92 
48.64 
50.42 
52.28 
54.19 
56.18 
58.24 
60.38 
62.60 
64.89 
67.27 
69.74 
72.30 
74.95 
77.70 
80.56 
83.51 
86.58 
89.75 
93.05 
96.46 

100.00 

Bond Value
Premium 

5.50 
5.61 
5.71 
5.82 
5.94 
6.04 
6.14 
6.25 
6.35
6.45 
6.56 
6.65 
6.75 
6.83 
6.92 
7.00 
7.08 
7.15 
7.21 
7.27 
7.32 
7.37 
7.41 
7.44 
7.45 
7.45 
7.45 
7.43 
7.40 
7.35 
7.28 
7.20 
7.10 
6.98 
6.83 
6.67 
6.48 
6.27 
6.01 
5.74 
5.43 
5.09 
4.70 
4.28 
3.83 
3.32 
2.77 
2.15 
i.50 
0.78 
0.00 
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iVrazii 
RESOLUTION No. 1460 of February 1, 1988 

THE CENTRAL BANK OF BRAZIL. according to avcle announces 9 of Law No. 4595 of Decembe 31, 1964,that the NATIONAL MONETARY COUNCIL, at a maeng held on January 27, 1988. in view ofthe provisions of arucles 4, items V and XXXI, and 57 of such Law and of article 50 of Decree No. 55762of February 17. 1965, with due regard for the legal rules that apply to foreign investme'ts in Brazil,
RESOLVED:

I. To approve the astchW Regulaions, which goven the into inconversion investment Brazil ofcredits subject to agreements for the
 

reivucarwg of the Brazilian foreign deb.
11.The Central Bank of Brazil shall issue the supplementary niles and adopt the action requiredimplkment.he provisions of this Resolution. 
to 

MI. This Resoluion shall become effective on the datue of its publication and Resolution No. 1416 ofNovember 17, 1987 ane, all provisions to the contrary are hereby revoked. 
Brasilia (FD), February 1, 1988 
Wrjico Waldir Bucchi 
A ting PresiderLt 

Re" tions attached to Resoluton no. 1460 of February 1, 1988 which governthe conversion into investments in Brazil of credits subject to agreements
for the restruc, iring of the Brazilian foreign debt: 

CHAPTER 1: Foreign C.edits to be Converted 
Anicle 
1. Credits subject to agreements for the resucutring of the Bazilian foreign debt may beconvered into investments in Brazil under these Regulations if they refer to:I. Foreign medium and long.trm obligmtions (lomns and fin wing) regise with tht Central Bank ofBrazil and respecuve charges;Uf.
Foreign currency deposits made at the Central Bank of Brazil for principal installents tuhareand respective charges; and 

due 
Il. Foreign currency &posits madt at the Central Bank of Brazil under item I of Resolution No. 1263of February 20, 1987 and respective chargeb.Sole Paragraph. The credits mentioned in this article may be mooverad into invesmens whether or notthe riedit rights have been assigned-abroad or the 'tspecave obligamons asigned in Brazil. 

CHAPTER I: Conversions Subject to Aiction 
Artcle 2. Conversions into investment of amounts cootmally owedBak of Brazil (items 13and 

by or deposimd with the CentralI31of An. 1) shall be made by means ofParagraph 1. The a conus at Stock Exchanges.Centml Bank of Brazil shall for such purpose from tme to dme esabishconverson ceilints, one for projects to be developed twoin the amas of SUDENE (Northeast), SUDAMzon), Espiri:o S.w&o and the Jequirihonha Valley, the implemenuaon 
(Ama

of which shall be supervised andcerfied by the proer regional agencies.Paragrqp 2. The amount allocated to the auctions for investments in the alas of SUDENE, SUDAM.Espio Santo and the Jequitunhonja Valley shall be equivalem to 50% of the total Amount to be allocated tothe auctions, any remainders to revert to ft next auction.Article 3. Lcepted from the auion system aredeposited with the Centaul Bank 
conversions of mounts contraually owed by orof Brazil if intended for investment in entities of the public setor forpayment of loans supported by Minister of Finance Notice No. 30 of August 29, 1983 and subsequent notices.or of foreign medivun, and long-term credits registered with the Central Bani of Brazil and also owed bythee enties.

Article 4. The proceeds from the conversions mentioned in An. 2 shall be invested exclusively:I. in the paymmt of the capital of new companies or in capital increases of existing companies-
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CHAPTER III: Public and Private Sector Debt 
SECTION I: Public Sector DebtArtcle 5. The debt registered at the Cenual Bank of Braziltor--Federal Government, in the name of entities of the public sec-States, Federal
Government District. Teruzoncs, Munciplities and respective AutonomousEntities. SMte 
indirectly conuoUed by 

Companies, Mixed-Capital Companies, Fudaions andthem--as well as companies directly orthe tuansacions carried out under Resolution1967 and onlent to these enuties, No. 63 of August 21,may only be converted into invesunents in entities publicof the rector 
Sole Paragraph. In the case of conversion of debts of entities of theGovernment, direct administtion-lederalSats. Federal District. Temitoes and Municaties-theused for the invested funds a Ull necessilypayment of loans supported by beMhster of Finance Noticesubsequent notices, nr No. 30 of August 29, 1983 andof foreign medium. and long-term credits registered wth the Caeal Bank of Braziland owed by enutite of the public sector.Article 6. Convemons into investmem

limitations of applicable 
in a public sector entity shag respect the restrictions andlaws and regulations and shall be preceded by a favorable opinion from the SpecialOffice for the Control of State Compwes (SEST) and from the National Tresu0y Office (STh). 

SECTION II: Private Sector Debt
Article 7. The debt registered at the Central 
 Bank of Brazil in the name of companies or entities notincluded in An. 5 may be converted into irvestment in companies or unfties of the private or public sectors. 
SECTION [M: Public and Private Sector Debt Under Voluntary Deposits at the Central BankArticle 8. Conversions of deposits made at the Cenal Bank of Brazil under Circular No. 230 ofAugust 29. 1974 and Resoluuonas the case be, well to ceilings aremay as as No. 432 ofto Junebe established23. 1977 fiomsubject to the provisions of Arts. 5. 6 and 7,Lima to time by the Ceatial Bank of Brvjl2,which shall exmine the respective proposals in the dronologicl order in which theySole Paragraph. Excepted from are sunitLAthe ceilings referredsions intended to in the main provision of this article afor invesments in public . conver-

Finance Notice No. 30 of August 
sector entities for the payment of loans supported by Minister of29, 1983 and sibsequent notices, orcredits registered with the Central Bank of Brazil m-W owed by thes 

of frmdis medium- and long-term 
entities. 

CHAPTER IV: Registration of Investment
 
Article 9. Investments resulting 
 from conversions under Art.shall be equal 2 and the respective registration thereofto the amounts of the proposals that won at the auctions.Artcle 10. Registnamon of the investmenti

and resulting from the conversions dealt with8 will be equal to in Articles 3.5.7the face value Of the converted obligatuons, lessCentral Bank of Brazil the discount to be determined by thewuch shall for such purpose take into account the resulLs obtained at the auctionsheld under Art. 2.Sole Paragraph. The difference between theamount of the invesnet corrsponding 
face value of the converted obligations and the registeredto the discount mentioned in the man provision of this article, shallbe considered as Brazilian capital if capitalized. 

CHAPTER V: Foreign Capital Conversion Fund 
Article 11. The prorceds from conversions. exceptingmentioned in ar. thase derived homS. may also be invested the debt of publi sector entitiesin scuties tmouh "Foreign Captal Convesion Funds" according to the following nzie.L. The units issued by a "Foreig Capital Convenion Fund"m)terred abroad i the manner and within the period 

shall be book units wid may only beto be emablished by the Securties Commission
( . The "Foreign Capital Conversion Fund" may not maintain in its porfolio more(5%) of the voting capital than five percentor twenty percent (20%) of the total capital of a single company;M. The tax and foreign capital registration systems shall comply with Law No. 41311962, with the additional application of the provisions of September 3,of the Regu ions-Exhibit 13 to Resolution No. 1289 
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of March 20, 1987, as well as the provisions that may be established by CVM. 

CHAPTER VIU MlnUMIm Period of Continuance
 
Article 
 12. The minimum period in which the converted funds sM] remain in Brzil shall be twelve(12) 	 years as from the date of capiutalizann of the funds. 

CHAPT2R VII: Remittances Abroad 
Aricle 13. Profits and dividends generated by investments resuling from conversions shall be eligiblefor remin nce, with due regard for the provisions of Law No. 4131 of September 3. 1962 and applicable tax

law. Article 14. Any remiuance 	abroad by way of repalrey have 	 Ation or capita] gain on the pan of companies thatforeign capital participation shall be subject to deposit with the Central Bank of Brazil up to theamount of the investments r ..sulng from conversions under these Regulations. These amounts shall be kepto dqx)Oipon the conditions that niy be established, ,,ntl the minimum period of continuance of the funds inz is c.plieW as specified in An. 12. 

CHAPTER VIII: Prohibitions
 
Article 15. In any 
 case. the proceeds from conversions may only be u3ed for risk invesmients andnansactions that are similar to the 	varios inds of credit are forbidden. 

invese
Paragraph I.Observing what is provide for in this Article, the fur/.j resuling from conversions may bein infrastructme projects, provided that public sector entities do not offer guarateed profi ability

and/or a mariet for the goods and services produce.Paragraph 2. Conversions shall not be allowed for projects in which the repurchase of the investment
by public sect entities is at any Ume nsured.
 

Article 16. Conversions thll not be allowed 
 if they result, dire 4ty or indirectly, in the transfer ofcontrol of comipaties or enues 	dixdy or indirectly controlled by individuals domiciled in Brazil to individuaLs or entities domiciled abrmd.
Article 17. Conversions shall not be authorized when the parniciPants in the transacticn
which they 	 or pemons withare connecUd by control have made rernannxes alm d by way of repatriation or capital gainduring the thirty-six (36) months immediately preceding the dam of submission of the request for convemonto the Central Bank of Brazil.Sole Paragraph. This prohibiticn 	shall not aily if the funds tnnsfcred abroad within the mentioned
period ret-n to BraziLArticle 18. The funds resulting from conversions nmy not be invested by the participants in a transac.tion or by persons with which they Ar connected by cortral, during thethe funds as specified in Ar. 	 ai-Pmuxn period of cnntinuance of12, in the pati o; total acqusiti, n of foreign invesints, unless the proceedsfrom the sale are reinvested in Brazil subject to the rules of the Regulaions. 

CHAPTER IX: General and Temporary Provisions
 
Article 19. The amount 
 of cadits for which conver.iom into investment has &Udymay be deposiLed with the Central Bank of Brazil on 

been authorizcZ

the onio y b esablished by the Central
Bank of Bradl. 

Article 20. Conversion pmpois 	submitted to the Central Bank of Bruzil on 	m before July 20. ISS7rem=n subje= to the rules of Circular Ler No. 1125 o"November 9, 1984. and the fo owing periods shabe observed as from the da of approval of these Relations 
1. Within a p1riod of thirty (30) 	 days, te lirciln in the converon s cofm the transactionand comply with the nzlqwrrnents
IU. made by tht Central Bink of Brazil;within a period of sixty (60) days, the Central Bank of Brzil shall issue its concluive opinion on

the propoals submitted;I. Within a period of one hundred and eighty (180) days, the availability period for withdrawal o'deposited fwis for conveion under the main provision of this article stAUl epire.PaMg b1. The release of deposits under item [1 of this v le h follo. he chrnologica orderof submission of the pmposals 	 and the monthly ceilings that niy be estblshed fort h purpose by the 
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Central Bank of Brazil.P&an=ph 2. With du regard for the provisions of thewithchw deposits shall t'e preceding paagraph, the authorizaon toused within the period that may be demined by the Cenal Bank of Brnzi, afterwhich the right to conve:..ion shall autonmatically lapse. 

CIRCULAR No. 1302, of March 18, 1988 
I. We hereby communicate :hat the Directorate of theprovisions of Resolution No. 

Central Bank of Brazil, bearing in mind the1460 of Febrary 1. 1938. of the National Monetay CoEoci), decideddown the criteria specified below for conversin into i:,vestment subjemto t 
to set 

auais referred to in Article2 of the Reguai approved by such Resolution.2. Auctions for convesion of debt into investment shall "e caied out fromE.c: ange. The Ceural Bank of Brazil will establish, by publi&hed 
time to ime at the Stock 

autlion to be held. nori the date, hour and place for eachthe minimum discount, if any, the ceilings for convmon, as well as the order in whichthe auctions shotul be carried out, in accardnce with th aa in which the pro'Aeds will be applied.3. The notice rferd to in the preceding item Shall be publisheexcept with respect to at lat, 10 (teu) days ahead of time,
the provisim of Item 

the firsi =ution. fer which the minimum period of 5 (five) days shall be obse,'d. If17 has been carried out such notice may be published by the Stock Exchange organiz.ing the4.aucwon.P ticiaton in the auctions shall be through Brkemge Companies, and interested partime shouldobsrve the conditions set forth in zhe attached Regiation for Conversion Auctions.5. Prior to 12 o'clock 
present 

on the business day following the auctions, the respective Stock Exchangeto the Cenral Bank of Brazil shall 
along the 

a notification as to the results, indicting the winning bids and sendinginformation provided by the Brokerage Compat es necesmy for the precise identification of theinvestment corresponding to each one of those bids.6. The following periods, counting from the dae on which the awctimo are carried out. should'also becomplied with, by the investor and/or recipient of the invesnent:(a)Two businss days for presentation to the CentralauLhrizing the immediate blocking 
Bank of Brazil of the notification of the investorof deposits, as well as the debiting of the amount of the respectivediscount.(b) Ten business days for presentation to the Central Bank of brazil of the documentaton required byit, necesmary for the examination of the conversion rques.7. Fadure to comply with the provisions in Items 5 and 6 within its automatic disqualification, without prejudice 

r to any winning bid will result 
Company, when applicable, in the 

to the fine applicable to the corresponding Brokerage
manner set forth in the attached Regulation for Conversion Auctions.

incompltibility with8.In the eventte tenormsconversionmn effectreqestof teisIroje=rejected beby caiedthe Centralout Bank of Brazilto or of the field ofbecause2cdavity of anyof therecipient of the investment. the necessary revernals %W be effectad in the accounts of the investor, for thepurpose of unblocking the funds and nullifying the dejit for the amiomn of the discounts.9. The conversions Le subject to the authorization of the Central Bank of B iand Registnation of Foreign Capi.pl (FIRCE), as 

ent of Control 
set forth in legislation in effect.10. Once the conversion has been auftrized, the investor will ha-,which to withdraw te fun depositad the perio of 30 (6irry) days inat the Centm Bank of Brazil, which shall be released fcr their netvalue, with the reqp ve discounts already deducted.II. If the funds are nx withdrawn within the period : forth in the preceding item, the igit toconver will atmtaly cease to exit.12. Witlhidaa of funds conuacauly owing by the Central Bank of BrmW- or thereih depositd willbe processed by banking establishments authized to opera in uxc ge, subje to t following pra.edure:(a) In such aumnts and currencies of purchases made from clients each day, by neans of simultaneoussales of exchange to the Centl Bank ot Brazil;(b) Saes o exchange to the Central 

set for the ctu.cacy on the date on 
Bank of Brazil will be caried outat the exchmnge rim fo rep swhich it is contraced for, a d they rzy otwith rep be liquida ahea cf limeto the liquidation of the purchases from client to which ty axrapond.13. Funds with respect to a converrion which has alreadyremuneradve been authorzed may be pl&:W in nondeposits in foreign currency at the CerntalRegulation xtached Dank of Broil, - provided in Atticteto Resoluzion No. 1460, which facility may be ujt,4d only owe, prior or 

19 of the 
su seq,,ent totheir capialtion, subjc to the following-
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a) The deposits should be maa within 30 (thirty) days from the daze of authorization for conversion ofthe credits or their capitalization;

b) in any event, the withdrawal of the deposits will be carried out
to be agreed upon with in accordance with a time schedulethe Central Bank of Braziepartment of Exchange, provided.case of deposits however, a=t, in theof funds not yet capizalized, their withdrawal may only occur for the specific purpose of

capitalizati n.14. Deposits in foreign currency, made in accordance with the provisions of Articleuon attached 14 of the Regulato Remlution No. 1460. will also in non-mnunerative.15. Deposits covered by this Circular re subject to the pmvisions of Circular No. 349, of June 23,1977. 16. Regsraion of the investment will be made in ihe amoujt effectively releaed in the manner setforth in Item l0of this 'rcular.17. The Central Bank of Brazil may sign a convention witn the Stock ExCxcnges for carrying out theauctions covered by this Circular on their floors.
 
Brasifia (DF), March 
 18, 1988 
Amum Lore
 
Director
 

Attachment to CIRCULAR No. 1302, of MLch 18, 1988 
Regulation for Conversion Auctions 

The Central Bank of Brazil and the Inveszment Secuitdes C;ommiion, bearing in iind the provisionsof Resolution No. 1460, of February 1, 1988. decided to approve the following regulation:I. Bidding Brokerage Companies which offer the highest rates of discountheir bids considered victonous; during the auction will haveand, consequently, their principals will qualify to conver into invesmients theamount of debt, less the discounLII. Discount rates shall be commnicated by the Director of the auction, at intervalstenths of one per cent), and the operator may bid only tha amount 
of 0.5% (five

of dollars net of the discount which itwishes to acquire at the rate indicated by the Director of the auction.
MI. Bids made during the auction, at a specified discount rate, shall 
 be considered irn; and theBrokerage Companies may not renege.IV. Whenever the tota of the bids exceeds the amount offered at a specifiedincreased, it being incumbent upon the Director of the. auction to anowoce 
raze, the laer will be 

total of the bids at this the new raze. In the event the sumnew rate is equal to, or does not reach, the total amount offered, the auction shall beclosed in the following manrer.
(a) Bids with respect to the greatest discont rar, will be attended(b) the balance will be divided to fim up avnong the remaining Brokerage Compani, who had bid atimmediataly preceding rate, in proporun the 

to their bids,(c) in the evet a Brokenrage Company is not intenstad in the amount to wbichdismbution carried out in this manner, it may waive its right 
it is entitled by the

L3 its lot, which will be added to the remainderfor the effe of a new diviion at the same rate referred to in line b;(d) the maifesta ion, by the Brkuemge Company, a' the wWidrawal referred to in line c will beirrevocable.
V. At the end of the etio~n, the arpnizing Stock Exchangea will provide thde Brokmrage Companiesd the Cenral Batk of Brmzil with a declrat informing ms to the loci which went end the respective rates

of disconLVI. Doke-c Companies whose bids wem vicxuiu at theStock Exchnge, prior to 12 (twelve) o'cleck 
oc will present to the omnizingnon o the buize day following tOasion auctions were ceied out, infmo on which tie convern n=xcmy for I* precise xl=coninvosxnient couespomding i each ,ictrious bid, 

oi the principal and of thewhich sh"Ibe immedwly de-livered to the Central Bank ofBrazil. VII. The Brokige Company which dcm not comply with the provisions in the preceding itun willsubject, cumulatively, to dtt application of a befine of 0.1% (one tenth of oneoP.ation and to suspeasion per cent) of the amount of thefrom parucipaing in conversion anctions covered by up to 6 (six) of thesubsequent publihed noices for bids.VIII. The amount of Lhe operation refe'red to in Item VII shall be the amount in cruzados equivalent to 
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the foreign currency to be convened, net of the applicable discount, calculated at the exchange of the daywhich the auction is carried out, at onthe buy rte appearing on the opening bulletin of the Cenaj Bank ofBrazil.IX. The fine set forth in Item VII shall be charged diectlyBrokerage Company in breach, which 
by the Central Bank of Brazil to theshall obtain reimbursement from the principal, whenever the lauer shallhave caused the infraction. 

Brasilia (DF), March 18, 1988
 
Elmo de Araujo Camnoes
 
President of the
 
CENTRAL BANK 
 OF BRAZIL 

Amoldo Wald
 
President of the

INVESTMENT SECURMES COMMISSION 

CIRCULAR Letter No. 1778, of March 22, 1988 
We hereby make known to those in1erested that1460, of February for the purposes of the provisions in Resolution1. 1988, and in Circular No. 1302. No.of March 18, 1988,following items for conversions into invesmet subject 

the procedures set forth in theto auction, covered by Article 2 of the Regulationattached to such Resolution. should be observed.2. The Stock Exchanges where the auctions are carried out should seat tothe nodficaion referred to the Cenrak Bank of Brazilin item 5 of Circular No.
the Brokerage Companies in the 

1302. together with the information to be provided bymaner se forth in the attached model3. Such information, together with the notificationCircular No. 1302, will 
of the future investor referred to in item 6(a) ofconstitute the request for authorizition to convert into ancorresponding to the winning bids investment t.iefundsat the auiaons, which should be further substantiated with:(a) Declarations of the recipient of the inveszment andI. The applications are rot likened unto diverse 
tmn the fmure inv.so to the effect that 

public sec= forms of credit opa'Lins, aW.. Ot entities of theare not assurng any guaranteed yield and/or market for the goods and services produced, not threput hase of the investment at any time;U. The conversion will not esul, directly or indiretfly, injuridical persons domiciled abroad, the tnsfer of control to physical orwhenever the investrent is one in companies or entitiesindirectly controlled by physical persois domiciled in the Country; 
directly or 

11]. The participants in the operations or persons with whichnot made any remuances they maintin a control connection haveabroad by way of repamationimmediawly peceding the date 
or capital gains within the 36 (thirty-six) monthson. which the request for conversion is presented to the Central Bank ofBrazil;


NOTE: In dheevent they hzve made rmittanes of this kind, they 
s indicate such fact (mentioning the ?mount and the dates of ttz remiutr..s), declaringconversion is authorized that they are aware of the fact that, once theby the Central Bank of Bai, the capitalization of the funds may only uccur afterthe return of thos amounts, which will also be capitalized, obligatorily;(b) Undertakings of the recipient of the investment and of the future investor by means of which theywill commit to:I. Maintain in the Country those a ontscwvgmj, for the minimum period of 12 (twelve) years.counting from the daue of their capitaliation;IU.Not use the Proeds resulting from the conversion directly ormaintai a control through persons withcunnoction, during which theythe minimum periodCountry (12 for which auz. proceds mut ramain inyears), for the acquisrwa, the 
rom the sale are reinvested, 

whether partW Cr total, of foeign investments, unles the proceedsin the manner set forth in Artick 18 of b Regulation attached to ResolutionNo. 1460;(c) Documents and ufon-on, set forth below, to be provided by the recipienI. By-laws or iocalcontact in effect. of the inveszment or a draft of chose document whenever dealing with companiesunder fonnaion;
If.
Indication of the field(s) of principal acuvity(.ies) of the recipient company and ause description of theto be made of the proceeds from the conversion; 
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Ill. Favorable manifestauons from the
and from the Secretariat for the Natonal Treasury

Special 
(STN), 
Secrearx for the ControI of State Companies (SEST)whenever dean with an invesuenc i public 

seczr compan is;IV.Irrewactable declaraton of the creditor and the future4. In the case of invesutents inForeign Capital Conversion 
investor 

Funds,
agreeing

in addition 
to the 

to 
conversion. 

the audzation ofthe Investment Secwti's Commission, the documents indicated in line (a) M (applicable only to theinvestor), (b) I and (c) IV of the preceding item. should be ptesented. 
future 

5. The notification of the future investor referred to in Item 6 (a) of Circular No. 1302 should containthe following information: 
(a) number(s) of its deposit account(s) at the Cent-W Bank of Brazil(b)amounts and dates projected for the debiting of its act'ruz(s): and(c) numbers of the Certificates of Regiswaton/Autrhuithe credit operations which gave rise to 

and maturity date of the installments ofthe deposits to be converted end the corresponding amounts to beutilized in the conversion.6. The auctnons shall always be referenced in amounts expressed in United States doars, and thosepar~cipants holding deposits denominated in other currencies should verify their equivalent in dollars, using asa basis the pnuy in effect two business days immediazely preceding the date on which the aucaons arecarried OUL7. For the purposes of blocking the deposits and debiting the amount of the discount of the victoriousbids in the auctions (Item 6 (a) of Circular No. 1302), the same critera sot forth in the pIece ng item wilbe applied.8. The investments may, atthe the option of the investorr, be registmd in currencies other than those offoreign obigatons converted, so a-long such obliations have not been the ob*t of a change in currency befoe.
 
Brasilia (DF), March 22. 1988
 
Nelson Tavares Serra
 
H{EAD, in exercise
 

Convention Between the Central Bank of Brazil, the Stock Exchange ofRio de Janeiro, the Stock Exchange of Sao Paulo and the Investment

Securities Commission, Regarding Auctions
 

THIS CONVENTION, between the
regi.,red in the Genera] 

CENTRAL BANK OF BRAZIL, hereinafter referred to as "BACEN."Roll of Taxpayers of the Ministy of Finnce under No. 00.038.1600I.05. with itspricpal place of business in Brasilia. DF, South banking Sector (SBS), Quadra 3. Bloco B, represented byits President. Elmo de Araujo Camoes; the STOCK EXCHANGE OF RIO DE JANEIRO, hereinafter referredto as "BVRJ," registered in the RollGeneral of Taxpayers33.660.648/0001-43. of the Min=y of Fmance under No.with its principal place of business in Rio de Janeiro, at Praca XV le Novemro No. 20,represented by its President, Sergio August Thusme.,m Barbosa de Br=los, and the STOCK EXCHANGEOF SAO PAULO. hereinafter referred to as "BOVESPA," register
Ministy of Finance under No. 61.694.865/00010.) in the G=n Roll of Taxpayers of the
with its prinipal ple of busimneat Rua Aivares Penteado No. 151, reprwenwd by its Presidt, FAuaUdo do 
in Sao Paulo. Capital 

and Rocha Azevedo; and partyagreeing wknowledgmg, the [VESTMENT as 
"CYM," SECURITIES COMMISSION, hereinafter referrd toregiered asin the General Roll of the Taxpay-z29.507.878=001.08, of the Ministy of Finance under No.with its principal place of busines
32nd Floor, reprt ted by its President, Arnold Wld, on 

in 
the 
Rio de Janeiro, at Rua Sete de Setembro No. 11,
rins and conditions of the followu.q clauses: 

FIRST CLAUSE: Object of the Convention 
1.The prc, ent Convention has as its object the carrying out, on the trading floors of BVR. andBOVESPA, alternatively, of the auctions teferred to in Article 2 of the Regulation Attached to Resolunon No.1460, of Februry 1. 1988, of the Natonal Moazry Council 
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SECOND CLAUSE: Published Notice of the Auction 
2.1 In order to carry ot'" the auction referredof a to in the FRst Clause of this Convention. the Publicationnotice for bids in the Official Gazee of the Union and in newsppebe required, in which there shall be set forth the day, the hour, the place for and the rules of the auction,well the 

of wide MtonaI cirmulation shall 
as amount of the net indebtedness asstandard lot for bids. 

to be convened, the minimum nue of discount, if any, and the 
2.2 It will be the responsibility of the Stock Exchmge organizing the auction to prepar the publishednotice referred to in Item 2.1, publication of which shall be provued for by that Stock Exchange, afterapproval of BACEN.2.3 Expenses of publication of tha notices ,tall be paid for by the organizing Stock Exchanges andreimbursed by BACEN.2.4 The Notice shall be published at least 10 (ten) days aheed of time, exoept with respect to the firstaucion, for which the minimum period of 5 (five) days shall be observed. 

THIRD CLAUSE: Amount to be Auctioned 
3. It will be the responsibility of BACEN 

ness 
to establish, prior to each auction, the amount of indebted;o be converted net of the discount, the standard lot for bids, and the minimum rate of discount. if any. 

FOURTH CLAUSE: Participants in the Auction 
4.1 Any physical or juridical person. duly represented by a Brokear Company, may piarucipaie in theauction which is the object of this Convention.4.2 It is hereby established that any Brokerage Company in the Country may participatecovered by this Convention, as intermediary, in the auctionevenExchange organizing the auction, long 

though it is not a member or permitee of thie Stockas it qualifies beforehand in accordanceso 
with the rule of theorganizing Stock Exchange.4.3 It is further stpulated, in this act, that in auctions covered by this Convention, BACEN will berepresented by the organizing Stock Exchange. 

FIFTH CLAUSE: Costs 
5.1 The brokerage fee to be charged bygoverned by this Convention shall be 

the Brokerage Compans for intermediating the transactons0.15% (fifteen one-hundcredths of one per cent) of the amount of theoperatin. 
is held (D.5.2+ 5).The brokerage fee referred to in item 5.1 should be paid on the fifth business day afier the auction5.3 The orgaining Stock Exchange will charge the Brokerage Companies interveningcommission of 0.015% (fifteen one.zhouandth in the auctions aof one per cent) of the amount of the operation.5.4 It is heeby established tht the basis for talculazion of the brokerage fee and the commissions shallbe the amount m cruzados equivalm to the foreign currencycalculaed at the exchange of the day 

to be covaud, net of the applicable discount,on which the aucn is carned out, at the buy rate appearing on theopening bulletin of BACEN.5.5 The Stock Exchange organizing the auction cuvenants to repabidding Broke-ge company to the Stock Exchange where thehs its principal place of busims fte commmm paid by that BrokerageCompany, except when it s a member or permiuee of the organizing Stock Exchange.5.6 BACEN is exempt from payment of the brokerage fee and the commissio referred in itemsto 5.1and 53 of this ClaU=. 

SIXTH CLAUSE: Wlnner of the Auction 
At the end of the auction, the organizing Stock Exchange will Provide the Brokerage Companies 71hosebids have been victorious, and BACEN, with a declaation informing

rates of discount and any amounts which may have been left over. 
of the lots which went, the respective 
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SEVENTH CLAUSE: Documentation for Conversion 
7.1 It is the responsibility of BACEN to establish which documens the Brokerage Companies shoulddeliver to the Stock Exchange organizing the auction, as well as the respective period of time for delivery.7.2 The Brokerage Company which does not comply with the requirements referred to in the precedingitem will be subject. cumulauvely, to the application of a fine of 0.1% of one(one tenth per cent) of theamount of the operation and to suspension from participting in conversion autcuons covered by up to 6 (six)of the subsequent published notices for bids.7.3 The amount of the fine referred to in item 7.2 shall be calculated against the amount verified in the manner set forth in item 5.4.7.4 The fine set forth in Item 7.2 shall be charged diretly by BACEN to the Brokerage Companybreach, which shall obtain reimbursement from the principal, whenever the Ie shall have 

in 
caused theinfraction. 

EIGHTH CLAUSE: Other Provisions 
8.1 The Regulation for Conversion Auctions anached Circular No. of Marchto 1302, 18, 1988, ofBACEN. and mbsequent alterauons, constitute an integral pan of this Conventon.8.2 The remaining Stock Exchanges of the Country may adhere to this Convention. BACEN and theCVM will define the opporunity for carrying out auctions on the floors of the new Stock Exchanges partesto this Convenuon, effecting the appropriate adatadons to this Convention. 

NINTH CLAUSE: Effective Period of the Convention 
9. This Convention sh-Jl remain in effect for an undetermined period of time, each party hereto havingthe right to withdraw from it. whatever its period of effectieness might have been, upon 30 (thirty) days'

prior wrinen notce.And, because they have thus agreed and contracted, thy sign this Convention in 4 (four) counterparts,each of which has the same force and effect. 

Brasia. DF. March 18. 1988 
Elm de Araujo Camoez 
CENTRAL BANK Or: BRAZIL 

Sergio Augusto Thorstetsen Barbosa de Brcelos

STOCK EXCHANGE 
 OF RIO DE JANEIRO 

Eduardo da Rocha Avezedo

STOCK EXCHANGE OF SAO PAULO
 

Arnold Wald
INVESTMENT SECURrTffS COMMISSION 

PUBLIC NOTICE of Auctions for the Conversion of 
Foreign Indebtedness into Investments 

The Central Bank of Brazil, bearing in mind the provisions in Resolutio No. 't460, of February 1,1988, of the Ntaoal Monetary Council; in Circular No. 1302, of Mach 18, 1988; and in Circular Lete No.1778, of March 22, 1988; hereby makes it public thri it will carry out auctions, at a discountconversion into invesmenu of amounts conac-ually owing by or deposited with it, subjct to 
rate, for 

the followingcondinons: 

1. The Offer
1.1 For the purposes of conversion into investments, the sum conwpovding todiscount hi the amount of USS150,000,000.00 (one fifty United 

credits nct of thehundred million States dollars). or theequivalent in other foreign currencies, will be offered, through auctions with a discount rne, to be carned out 
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on the 29th of March, 1988. at 3 o'clock p.m. on the trading floor of the Stock Exchange of Rio de Janeiro.1.2 The total amount being offered will be divided into 2 (two) separate auctions, according to thedestination of the f'- 4 to be converted, in the following order
1st Auction - US$75,000,000.00 to be used for payment of capital to 
new companies, in increasingthe capital of companies already existing, or for investment securiies through Foreign Capital Conversion
Funds;


2nd Auction - USS75,000.000.00 
 to be used in projacts to be developed in the SUDENE, SUDAM,
Espinto Santo and Vale do Jequitinhonha uras. 

2. Rules of the Auction
2.1 The standard lot for bids shall be US$100,000.00 (one hundred thousand United Staes dollars), netof the d Loun. No bid may be les than. or other than in multiple of, the standard lot.2.2 Discount rates will be communicated by the Director of the auction at intervals of 0.5% (five tenthsof one per=t), and the operator may bid only that anount of dollrs ne of the discount which it wishes toacquire a the re indicated by the Director of the auction. 
2.3 Bids made during the auction will be considered firn.2.4 Whcnever the total of the bids exceeds the offeredamount at a specified rate, the rate will beincreased, and the Director of the auction will announce a new rate.2.5 In the event the sum total of the bids at such new rate is equal to, or does not reach, the totalamount offered, the auction will be closed in the following manner
(a) Bids with respect to the gz.-tcst discount rate will be attd to first;(b) The balance will be divided up among remaining Brokerage who had bidthe Companies atimmediately preceding rate. in propoon to their bids; 

the 
(c) In the event a Brokerar Company is not interested in Ule unowt to which it is entitled by thedistributon cared out in this manner, it may waive its nghts to i. lot, toally or partially, which will beadded to the remainder for the effect of a new divismn a the same rj-z referred to in line b, which 'divisionwill be carried out 3 (three) times at most:
(d) The mnifestation, by the Brokerage Company, of the wihdurawaj refered to in lire c will be

irevocable. 

3. Manner for Participating in the Auction
3.1 Any physical or juridical person, resident, domiciled or with its principal plice of business abroad,duly reprsented by a Brokerage Company. may participate in the auction.3.2 Any Brokeage Company whiOh is a member of a Stock Exchange in the Country may participateas an intermediary in the auction, it being sufficient. for this pwpoe thm it qualify at the Stock Exchange ofRio de Janeiro prior to 6 o'clock p.m. on March 28, 1988.3.3 The Central Bank of Brazil will be repr-esnted in the auction by the Stock Exchange of Rio de 

Janeiro.
3.4 The brokerage fee to be charged by the Brokerge Companies mnedising thefor transactionswill be 0.15% (fifteen one-hundredths of one pr cent) of die amount of the operation.3.5 The Stock Exchange of Rio de Janero will charge the inmrvening Brokerage Companies commissions of 0.015% (fifteen one-thousandds of one per cent) of the amount of the operation. 

4. Results of the Auction
4.1 At the end of the auction, the Stock Exchange Jweiroof Rio de will provide the. BrokerageCompanrus whose bids have been victonous, and the Central Bank of Brazil, with a declanton informing ofthe lots which wcm and the respective rates of dLscuL4.2 Brokeage Companies whose bids wex victorious at the auction will prewt to the Stock Exchangeof Rio de Janeiro, prior to 12 o'clock noon on Mwch 30, 1988, in ormaton micesy for the preciseidemficaton of die principal and the investment comesponding to each winning bid, which will immedwtly

be delivered to the Central Bank of BraziL
4.3 Any Brokmage Company no complying with the provisions of te preceding item will be subject,cumulatively. to a fine of 0.1% (one tenth of om per cent) of the amount of the irrg operation and tosu.menson from partcipating in conversion auctions covered by up to 6 (six) of the sutequent published

notices for bids.
4.A The fine set forth in the preceding item will be charged directly by the Cental Bank of Brazil tothe Brokerage Company in breach, which should obtain reimbursement from th principal, wherever the lazier 
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shall have caused the infracuon. 

5. Further Information5.1 Brokers from other marketplaces interested in participaiing in the auction should quality ahead oftime, at the following address: STOCK EXCHANGE OF RIO DE JANEIRO 
Market Watch Division 
Praca XV de November, 34- 12th Floor 
20.010 - Rio de Janeiro - RJ
Telephone: (021) 291-5354 Extension 1730 or 1864 

Brasilya DF. March 23, 1988
 
CENTRAL BANK OF BRAZIL
 
Presidency
 

RESOLUTION No. 1289 
The CENTRAL BANK OF BRAZIL, pursuant to arwsle 9 of Lawannoucs tha the No. 4595 of December 31, 1964,NATIONAL MONETARY COUNCIL, at a meeting held on MArrhthe p ovisions of Laws No. 4728 of July 14, 

3, 1987, in view of1965, and No. 6385 of December 7. 1976, and of Decree-LawsNo. 1986 of December 28, 1982, and No. 2285 of July 23,
1986, 

RESOLVED:

1.To approve the Regulatons atached as Exhibits 1, 1] and I., which respectively govern the incorporauon, operauon and adminstraton of Investment Companies-Forjgn

Capital, and Bonds and 
Capital, Inverment Funds--ForeignSecunties Portfolios held in Brazil by the entites menoned in aracle 2.of Decree.law No. 2285 of July 23, 1986.11. The Securites Commission, witl due regard for the provisions of article 49, paragraph 1, items (a)
and (b) of Law No. 4728. of July 14, 195, may 
 take any aton deemed necessary to perform this Resolution. including the cstablishment of rules and practices referrng to udministatonremuneraton and to the maximumlhLs, Ath due regard for the p,,visions of item IV of trticle 8 of Law No. 6385. of December

7, 1976.[M. The Central Bank. within its sphere of authority, may adopt the measures that are deemed necessary
for the rplem nanzon of this Resolution.IV. This Resolutnon shall become effecuve on the da e of itspublicaion, Resolutions Nos.January 11. 1983, 910 of April 5, 1984, 790, ofand 1224, of November 28, 1986, and item 1, subiem (b) ofResoluvon No. 1120, of April 4, 1986, being hereby revok d.
Brasi, (Fecderal Distict), March 20, 1987
 

Franciso Roberto Andre Gros
 
President 

Regulations Attached as Exhibit IIto Resolution No. 1289 ofMarch 20, 1987, Governing the Organization, Operation and
Management of Investnent Funds - Foreign Capital 

CHAPTER 1: Organization and Characteriscs
 
Artcle 1. The Investment Fund -
Forign Capital. with the pticipaton of individuals or legal entitiesresident, domiiled o,- with head office abroad, funds or oter collective invesunent enuttes organized abroad,isa commnion of funds for uivesanent in a diversified portfolio of ecuities, and it shall assume the formof an open coodminium witho., legal identity.Sole Paragraph. The Fund shall include the term -Investment Fund Foreign Capital" in its name.Article 2. The organizabon of the Investment Fund. Foreign Capia shall require the prior authorizatonof the Securities Commision, which shall also be required for the following acts relating to Ue Fund.I. Amendment to the regla toas:11.DesignAon and replaement of the person incharge of the technical deparnen, of the managinginstiton; 
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IIl. RepLacement of the managing institution: 
IV.Consolidation; 
V.Merger. 
VI. Spin-off:
VII. Liquidation:
VIII. Conracts executed with intermediary agents.Paragraph 1. The Central Bank of Brazil shall be heard an regard t organizaon of the Fund and in theevents under Atems II.I and VIII of this article.Paragraph 2. The application for auihonri on for organization of an Inv tmenFund Foreign Capitashall be supported by: 

shall be registeredl at aI. tshalludon of the marigingRegistry of Dee&:initiiconand Documentson and shall remd=u the entire worig of heresthe incorprLion of the Fnd, which after authorization 
of the Fund;

II. Ildication of the ma;wging inst :Ill. Information on the authorization of intrmediary agents;IV. Indication of the initial equity of the Fund, which may not be less than CzI0000,000,.00 (ten .millioncruzados).agra' h 3. The rules of the Fund shall contain the following information, which shallsepmrtely from the other clauses: be provided 
I. Term of duration:II. The fees for raising, or the criteria for establishing, services of promodon, disclosure rnd representa.uon of the Fund,. and the remuneration of the fiduciary agent, when applicable:Ill. Management fee:IV. Penod of time during which funds are required to stay in Brazfi. for :he purposes of redemptionaccording to article 32.Article 3. The Securities Commissiorn shall cancelFund the authorization for the incorporation of an Investment- Foreign Capital that does not, within sixty (60) days of the authorizaion date, raise the funds requiredto form its initial equity. 

CHAPTER II: Management
Article 4. The Investment Fund - Foreign Capitnl shall bebrokerage houses or securities dealerships authorized 

managed solely by an investment bank,by the Securities Comrnmi toestablished in artile 23 of Law No. 6385. of Decembter 7, 1976. 
perform the activiies 

Paragraph 1. The entities referred to inment the main provision of this article shall havespecialized in the analysis of bonds and a technical departsecurities, or shall subconuact such services with an entityaccredited by the Securities Commission.Paragraph 2. Managenent of FundUN-L shall be under the supervision and irect responsibility of adirector of the managing institution.Paragraph 3. The ne, worth of the managing institton shall not be less than that established by theSecritiesArticleCommission.5. The managing insawtion may, by means of six (6) monts' prior notice sent by letter, telex or
telegram addressed to each investor, resign from management, whereupon it shr.l communicate its intention to
the Securities Commission.Article 6. The Seuries Commission, exercising its legal prerogatives,the managing insinus.ion if the later fails to comply with current rles. 
may cancel the authorization of
 

Paragraph 1. The procedure 
 for cancellation of authorizationCommissinn to the managing institution, wuh in indicaon of the 
shall s= upon nooce by the Securties

facts upon which the cancellation wasbased and of a period of not less than fifteen (15) days to submit defemse.Paragraph 2. The grounds for the decision of the Secmites Commiasim caailing the authorization of amanaging insuunion stall be suated and it may be appealed to the Securities Commission without suspensiveaffect during a period of fifteen (15) days asof the dae of receipt of the communicaion issued by the crernmission.Article 7. The Central Bank of Brazil shall apply to the Securitiesmuthrizaaion of a managing institution Commission for cancellation of
authority, including 

that fails to comply with the applicable rules sphere ofthose relating to registration of foreign capital 
within its

and payment of income ontax profitremittnce. 
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Article 8. In the events of resignation and cancellation of authorization, the managing institutioniaumeitely call a general meeting to elect 	 shallits replacement, or to Liquidate the Investment Fund. Foreign
CapitaL


Sole Paragraph. The managing institution 
 shall continue to carry out its dutes until it is actually replaced.Article 9. The managing institution shall be empowered to exercise all 	 the rights pertaining to thesecurities 
and vote 	

in the portfolio of the Investment Fund - Foreign Capital, including the right to Act, and to attendat general or rpecial meetings. It may likewise open and operate bank accounts, 	acquire ond freelydispose of secunties, compromise, in short, perform all the acts rquized for the management of the portfoliowith due regard for the limitations of these Regulations.
Article 10. The obligations of the managing instution shall include:
I. To keep updated and in perfect orderc
(a) the investors' register,
(b) the bcok of minutes of general meetings;
(c) the investors' attndance book 
(d) the auditors' opinion file:
(e) the accounung records referring to the equity of the Fund;
(f) te documentation rdferring to the operations of the Fund;II. To 'aeive dividends, stock dividends and any other income or amounts from the Fund;l. To exere or dispose of rights to subscribe for shae and 	other semuzines;IV. 	 To exert, in defending the rights of the investors, the diligence reqized in the circumstances.performing the acm required to ensure such rights, including filing suits, appeals and exception;V. To supply weekly information on the value of 	the quota, the value and date of ft last disaiibutionand 	 the net assets of the Fund to the stock exchange of the locality of its head office, which shall in turndisclose such informapnon:
VI. To supply arnually to the investors evidence of the payment of Income Tax;VII. 	To supply to ech investor, at least every six months, a document containing the following informa

tion: 
(a) number of quotas owned and their value;
(b) ofitabiity determined over the six-month period:(c) value 	 and comnpvsition of the portfolio, specifying the amount, kind and quotation of the securitiesthat make up the portfolio, the amount of each invf-stment and its pecentage in comparison with the total 

amount of the portfolio;(d) bilnce shees and other financial statements for the six-month period, accompanied by the opinion of
the 	independent auditor.


Sole Paragraph. Institutions 
 holding the bonds aid securites of the Invesunment Fundcustody may 	 - Foreign Capital inoriiy accept orders signed by the legal repmeretative(s) or appoinmt(s) of the managing nstitu-Lion duly authorized by the Fund for such pwpose.Article 11. For its managing and adminisueon services the managing institution shall receive a fee to beestablished in the rules of the Investment Fund - Foreign Capital, 	 and the Securities Commission mayestablish rules inthis regard, parucipation in the rsdts of the Fund being prohibi, d.
Sole Paragraph. The general mevang 
 may authorize the managing institution to subcontract individuals orlegal entities to provide economic consulting services, in which 	event it shall determine whether these chargesshall be borne by the Fund. 

CHAPTER I: Gneral Meeting 
Article 12. The follawiag shall be subject to the exclusive authority of the general meeting of investors:I. To examine annually the accounts of the Fund and resolve on the financial statements submited by the

managing intmtin 
1. To amend the Fund's rules;
I. To resolve on the replacemant of the managing institution;IV. To resolve on the liquidation, tuaformaon, conmolidlimo, merMe, or spin-off of the Fund.Article 13. The general meeting shall be called by sending a lemur, telex or telegram o all co-ownersenrolled 	 in the "Investors' Register" at least fifn (15) days before the dae set for 	holding the meeting.such period being counted by including the day the meeting is held and excluding the day we instument ofcall 	is sent If the meeting is not held a second call shall be made at least five (5) business days inadvance.Paragraph 1. Call notices shall necessarily state the date, time and place of 	the meeting and a brief 
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description of the agenda.
Paragraph 2. Regardless of the call provided for under this artcle, a general meeting attended by allinvestors will be consickered regularly convened.
Paragraph 3. The gene-ai meeting may be called by the managing institution or by investor(s) holding aleast five percent (5%) of the total quotas issued by the Fund.Article 14. At g.neral meetings of inveswr, which may be convened with any number, resolutions sha.lbe passed by majority of quotas of investors present, with each quota c€espamling to one vote, with duregard for the provisios of paragraph 1 of this article and paragraph 3 of article 1.5.Paragraph 1. Resolutions on the maners set fcnh initems I and IV of Paicle 12 shal be taken, at frstcall, by a majority of the quotas issued and, at second call, by majority of the quotas of the investors inauendanic.
Pangraph 2. Only co-owners registered in the "Inveiors Register" fifteen (15) days before the dateestablished for a general meeung may vote at such meeting.Article 15. The resolutions of the general meeting may be adopted by means of a consulaion made byleuer, telex or telegram addressed by the managing institutin to each investor, to be answered within aperiod of thirty (30) days.Paragraph 1.The carsultation shall sae all the information required for the execise of the right to vote.Paragaph 2. Failum answer beto shall consia4vnd as consent oi the inves, provided that suchi merpretton is expressly authorized by :he nles of the Fund and isstated in the consultaLon itself.Pargraph 3. Regardless of the matter, an absolute majority of the quotas issued sma"' be required as thequorum for resoluuon3. 

CHAPTER IV: Authorization of Intamediaries Abroad 
Article 16. The managing instituaion of the Investrntu Fund Foreign Capital may authorize intrmediaryagents, by agreement, for the purpose of raising funds 2broad for the subsciption or purchase of qomsthe Fund, and for services of promotion, disclosure and representation of the Fund, as well as to act as 

of
a

fiduciary agent.P'argraph 1. Authriza d agents must depnding on the case, be qualified to operate and/or act as afiduciary agent on the financial or capital market%of the countr
Paragraph 2. The agency apaern mt shall only become 
in which they have their heed offices.
 
effective after regisrion at the Securities

Commission.

Article 17. The agency agreement shall, depending on the caw,. 
 contain a least the folkawing provsios:I. Reference to the rles of the Fund, a copy of which shall be a pan of the agreement;11. Amount of the initial funds to be raised-

IN.Fee for raising the funds, payable by the itwestar abrc4
IV. Minimum amount of each subscription or purchase per investor which may not be less than five
thousand dollars (USS 5,UO0.00) or itstquivalent in the foreign currency 
 of the counury of origin of the

funds; 
V. Commitment of the intemodiary agent to:(a) remit the funds raised, within as most two (2) busineg days of the dae on which they am raised:(b) supply, according to tistmcto received frrm the mazging insunition, all the informarion requiredfor the regisntinon of the entry of the funds at the Cental Bank of Brazi;(c)not to subcontract the raising of the funds. unless previously authorized to do so by the managinginstimbon;
(d) submit for the prior appoval of the managing insitution my advertising texts refe4riiigoffering of the quotas, nd s to the initiallso any prospe and bochures to be disrib.mse to the public, as well asPeriodical infcrma:on;
(e) have the document or receipt supplied to the investor specifically mention the net amount toremiued for pupows of subscripton of quotas of the Fund be

Ma deducting the applicable fees an expenses;(f)easuz the investoi full kwowledge of the provisiwu Lhu govern the operatio of the Fund;(g) comply w-.th al the legal requirts znd regulalion in the country of orgi of the funds in 
connecton with raising such funds for invemnet in quotas of the Fund:VI. Service fee for the promotion, disclosme and represen tion of the Fund;VII. Remuneration of the fiduciary agenL 

32 
Business International Cap 

http:5,UO0.00


CHAPTER V: Net Assets 
Article 18. Net assets of the Investment Fund. Foreign Capital shall mean cash plus the value of theportfolio, plus amounts receivable, less Liabilities. In order to determine the value of the portfolio, the criteriaestablished in the accounts plan referred to in the sole Paragraph of Art. 36 shall apply. 

CHAPTER VI: Issuance atd Placement of Quotas and Investment Certificates 
Article 19. The quotas of the Investment Fund Foreign Capital shall correpond to ideal fracuons of theFund, and shall be registered quooas.Paragraph 1. Quotas shall b. meesented by Investment Certifica.es, or maintained in deposit accounts inthe name of their owners, as established in the Fund's rules.Paragraph 2. The capacity of investor shall be evidenced by the Investment Certificate or by the depositaccount statemenL
 
Article 20. The Investmnt Certificate, when adopted, ,hall contain:
I.The name "INVESTMENT CERTIFICATE";11. The Fund's name and its entoilment number in the General Taxpayers; Register of the Ministy ofFiniance.
 

ILL The following characteristics of the managing institution:
 
(a) na and place of the head office,(b) authotization of the Securities Commission (Ar. 4) and autorization to operate by the Cental Bank

of Bmzil(c) enrollment nurnber in the General Taxpayers' Register of the Ministry of Finance;
IV. Name of the investor. 
V. Sequence number of the certificate;
VI. Number of quotas it represents:
VII. Pla:e and daze of issuance;VIII. The signatures of at least two (2) directors of the managing institution, facsimile signaures being

permited.
Article 21. The Investment Certificate or the deposit account satements shall duly evidence the obligationof the managing instution to comply with the contractual provisions in the rules of the Investment Fund -Foreign Capital, and the provisions of these Regulations.Sole Paragraph. Any clause restriting or modifying the obligation referred to in this article shall be
deemed to have 
 not been written.Article 22. The Investment Certificates or the deposit account statements sh evidence the ownership of
a whole number and/or fraction of quotas belonging to the investor, in accordance with the records of the
Investment Fund . Foreign Capital.Sole Paragraph. When the yaerm of whole numbersinvestments or reinvestrnent of quotas is adopted, the residual value of theshall be kept in a ct..nt account for unme investments or, further, if requested,
shall be paid to the investor in cash.
Article 23. The quotas shall be issued in accordance with the provisions of the rules of the InvestmentFund - Foreign Capital and the value of each quota shall be deaetieid as per the equity appraisal made inaccordance with the provisions of the Accounts Plan referred to in the sole pamgrapL of Ar.
Paragraph 1. To calculate 36.
the number of quotas subscribed with funds entering Brazil, only the exchange
brokerage fee and the fund rnsing fee shall be deducted, if due.
Paragraph 2. The quotas subscribed shall be pad up in cash, on the date of entry of the funds intoBrazil. 

Paragraph 3. The value of the quota shall be calculated daiy.Article 24. The quotas issued by the Invesument Fund - Foiign Capital shlindividuals or legal entities resident, domicikld. or with head office ainm4 funds or 
ba subcribed solely by
othr colkxive investment entities organized abroad, the placement and transaction of ;he respective quotas on the domestic market

be forbidden.Article 25. The quotas of the Investment Fund - Foreign Capital relating to each registraion of foreigncapital may be transferr.1 abroad by means of a proper document, which shall only be effective in regard tothe Fund after submission to the managing institution, duly executed.Paragraph 1. Once the request for transfer has been submitted the managing institution shall carry it outwithin a maximum period of five (5) business days. 
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Paragraph 2. The managing Luiwnon may suspend services of transfer of quotas for a period of nothan fifteen (15) con&-cunve mordays prior to the dates of distribution of results or of the general meeting,suspension of such services during the year for more tha. ninety (90) days being prohibited. 

CHAPTER VU: Regftratlon of Forelgii Funds Entering Lrazil 

Article 26. The funds entering the country shall be subect to regismuon at the Cenoul Batr of Lrazilfor purposes of control of foreign capital and future remittances abroad of income, capital gins a. - urm
uon of the invested capital.Paragraph 1. Regutaton shall be applied for by the managing inruzics up to the last busine,t &y ofthe month following the month in which the mivestments wem made.Pamraph 2. To obtain registration, the managing insiution shall submit a full list of the investors,accompmed by individual cards spe ifying th- invesment of each one.
Paragraph 3. Eah subscription or purchase of quotas of the Fund shall 
co pond to a sepamte regism.tion of foreign currency investment in the name of the investor, always with due regard for the minimumamount established in Ar. 17, item IV.
Paagraph 4. The registration shall be made in the 
 name of the fiduiary agent w.mially contracted forsucth pwpse, provided the number of co-owners is more than ten (10), without prejud- . to the presenationof the list of investors established in paragraph 2 of this article.Paragraph 5. The amount of the investment registered ii foreign currency shall not suffer any change byvirue of the issuanic of quotas as a result of the reinvestment of Acmued Results of the Fund; the registration shall only be altered as regards the number of otxomParagraph 6. The list referred to in paragrap 2 shall be dp.ivered agains receipt, ana *the investmentsshall be deemed to be automatically registered, wlhout prejudice to the mspctsbility of the managinginstitution for the accuracy and suitability of the documents submitted and the informauion provided, whichverified tine by Centralmay be at any the Bank of Brazil, which shall adopt the appopriate pmcedures tocorrect the registration and hold the maniging institution liable, if applicable.
Paragraph 7. The managing instituon shall apply to the Cent:al Bank 
of Brazil for amendment of theregistration of foreign capital solely to change the investor's or the fiduciary, agent's name, within at most ten(10) business days of the dae on which the quo#A trnsfer or replacement of the fiduciary agent was made,athing, as applicable, the individual card comesponding to the new foreign invesur or the li of foreign

investors.
Article 27. The Certificate of Registration of Foreign Capital issued by the Central Bank of Brazil shallbe the proper document for repatriation of foreign capital and remitars of income or capital gains obtainedfrom the redemption of quotas of the Investment Fund. Foreign Capital.Sole Paragraph. Remiances shall be made by the managing instaiton through banks authorized to dealin foreign exchange; separate exchange shall be closed fr each kind of remimance.
Article 28. At the time of the remirtances, the manapgig insttuon
in the exchange shall deliver to the banks intmrveningtransactions the documents lise -bdow, duly executed and cetified, which shall be forwaded to the Central Bank of Brazil togeth with the f.azrth (4th) counterpart of the exchange contracts: 
I. For income: 
(a) financial statements under wich the income is being distuted;
(b) document thax authorized the distributin of the income;
(c) eidence of payment of Inzome Tax,
II. For repiadon of investment and capital gains: evidence of redemp io of the quotas.Article 29. The managing institnion shall forward to the Central Bank of Brazil, within thirty (30) daysof malting the remittance, the following infomaion and documents: 
I. For income: 
(a) aggregate sum remitted
(b) detaikd list, containing the names of the investors, the number of quos owned, the gros and netamount of incore disnibuxed for each one, with indicadon of the amount and number of fnrmign capital

registration:
IL For repamriation of investment and capital gains:(a) statement showing the number of quotas redeemed and the amounts of rrchase and redemption;(b) specification of cancellations of foreign capital registaton.Article transfers made 28,30. When are under article the inervening barnks shall be responsible forverifying whether the managing institution, according to the nammuof the remitmce, complied with the 
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provisions of these Regulations, and shall aiso strictly observeincluding the rules regarding &r-ancial remitiances.as regards any applicable annotations on the sheets aArticle 31. The Central Bank h o the certoicaes of registanonof Brazil shall from time toine disclose the reginuions of foreign
currency investments made under these ReguLaioCts. 

CHAPTER VIII: Liquidation of Investment 
Article 32. The funds referring to each investment sall remain in Brazil(90) days for a minimum period of ninetas from the date they entered the country, after which the mourt obtained liquidatng the investment may be reparaed.Arice 33. The investment shall be liquidatd by redeeming the quotas according to the provision of therules of the Investment Fund. Foreign Capial.Pargaph 1. The request for liquidation of the investment,applicable, together with the res ve certif&ie,shall be made by the invem&or ifat any time, either directy or through the inteaiediary agent to themanaging insanujon.Paragraph 2. The liquidation 

ruIL 
shall be made in cash within the maximum period established in the Fund'sas of the daL of reccix of the request by the managing insnunon. 

CHAPTER P: Financial Statements 
Article 34. The Investment Fund Foreign Capital- shall keep its accounting records separate fromof the managing insauion. those 
Artic 35. The Investment Fund - Foreign Cipital shall draw up a balance sheetmonth, and six-monthly balance sheets 

at, the end of each on March 31 and September 30 of eachSole Paragraph The six-monthly financial statements prepared in March and 
year. 

September shall.be auditedby an independent auditor

registered with the Securies Commission.
Article 36. The financial statements of the tlvestment Fund -Foreign Capital shall be subject to theaccounting rules issued by the Securities Commission.Sole Paragraph. The Accounts 
appraising 

Plan issued by the Securities Cominfition shall include allthe assets the rulesthat make up the Fund, as well as for appropriation of income and expenses related 
for 

the securities, and shall follow tothe guidelines of the Central Bank of Brazil as regards bonds. 

CHAPTER X: Tax Aspects
 
Article 37. The income 
 received by the Investment Fund - Feign Capital shall be exempt fromholding income tax with.and the corporate income tax return.Article 38. cashThe income distributed by the Investmentresident, domiciled or 7und - Foreign Capital to quota-holderswith head office abroad, shall be subject to withholding income tax at the rate offifteen percent (15%).Sole a raph. In the case of investors resident, domiciledBrazil has a double or with head office in countries with whichtxauion treaty, the rate established in the main provision of this article may be altered atthe request of the investor and the rate that is lower shallArticle 39. pmraL
 

the 
With due regard for the rules anrd conditions establiked in these Reguations, proceeds
converion foreign frominto currency

Investment Fund Foreign 
of the cnzado sums obtainc4 upon the redemption of quotis of the. Capital may be repwid with inome tax exemption, the foreignamount being determined by conversion currencyat the rue of owhwige in effect on the date of remimncc. 

CHAPTER XI: Composition of the Securities Portfolio 
Article 40. At seventylea percent (70%) of the aggregate amountFund . Foreign Capital of investments of the Investmentshall consist of shar issued by publicly-held cunpaniesLion and purchased by sulcripor at stock exchanges or on an over-the- counter market organized by an entity authorized by theSecurities Commitsion.Sole Paragaph. In respecting the minimum limit established in the main provision of this article, dailyshare positions may be at least thirty-five percent (35%) of die total amount of investments, provided that theaverage of the last seven hundred and twenty (720) days is at last seventy (70%) of the total amount of 
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investmlClts.Article 41. Remaining funds may be held available or may be invested in the following investnentalternanves, either individually or cumulatively:
I. Centrl Bank Bills and Federal Government Bonds:U. Other securities issued by publicly-held companies.Article 42. The following diversifica on crteria shall be observed for the investment of funds:. Total investments in shares hall not exceed five percent (5%) of the voting capital or twenty percent
(20%) of the total capital of one sole company,
IL Total investments in securities of one sole isser company shall not exceed ten percent (10%) of thetotal invesuments of the Fund;IM.When det.r .ing the diversification.. lImits established above, sheresolnng from the received a stock dividends orconversion of debentures," shae of convnrtible debannzaof preemptve rights. shall reuting from the exercisenot be taken into acount, provided that the excess is elimin within sixmonths, (6)which period may be extended when Justified and approved by the Secmuities Commission.Sole Paragraph. Noncompliance with the limiua for composition and diversificationjustified to the Securities Commission heunder shall bewhich, without prejudice to applicable penaltiesmantging tnstitaoo to call a general meeting of investm 

may require the
to decide on one of the following alternatives:1. Transfer of manzgement of the Fund to another institution:

U. Liquidation of the Fund 

CHAPTER XII: Operating Guidelines
 
Article 43. The securities that make up
necusarily be kept in custody with fmancial 

the porfolio of the Investment Fund - Foreign Capital shallinsttuions, stock exchanges or custody enties authorized by theSecuiies Commssion.
Article 44. Manging institutions, when acting on behalf of the Fund, shall not:
I. Receive deposts;
U. Take or grant loans of any kind:
M]. Reder sureties, avW guarantees, or acceptances, or become co-obligor in any way whatsoever,
IV. DaW in trade bills, promissory notes or other bills not authorized by the National Monetary Counci:V. Promise a pm-esmablished yield to the investor;VI. Actuiir or sell, other than at a stock exchange, shares of pubficly-held compaies registerednading on ,he stock exchange, except, as to acquisition, in the forevent of subscription, stock dividends andconversion of debentres into shares;

VU. Invest funds:
 
(a) abroad; 
(b) to purchase real property:(c) in securities issued or co-guranteaed by the managing institution or by a company connected with it(Art. 48);
(d) in the subscription or purchase of shaes of investient companies or quotas of Investment Funds.including those of its own issuance;(e) in shar traded in an over-the-coumner market segment that is not organized by an entity authorizedby the Secuhes Commission.
 
Article 45. The managing institution may not:

I. Sell quotas of the Fund on c'editI. Delegate powers to manage d adminise the Fund, except with the specific a ltorization of theSecuritiesArticle Conmiasin.46. The securites that make up the Fnd's portfolio may not be tio subject of a lease, loan, lienor pledge, except incass expressly authorized by the Centml Bank of Brazil or by the Securities Comzussion in their respective spheres of authority.Article 47. The Investment Fund- Foreign Capital may carry out transactions on the fturs markets forforeign currencies, sme indices and share options index.Aricle 48. For puposes of these Regulations, the following corporations shall be deemed to be connected.I. Those in which the managing institution participates directly or indirectly with moe than ten percent(10%) of the capital;U. Those in which officers of the managing institution and their respective legal or common-law spouses 
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and relatives up to the 2nd degree participate jointly or severally with more than ten percent (10%) of thecapital, directly or indirectly;II. Thom in which shareholders with more than ten percent (10%) of the capital of the managinginstuton participe with more than ten percent (10%) if the capital, directly or indirecy;IV. Those whose officers are wholly or partly the same as the offi=eti of the managing institution,excepting offices on associated bodies set forth in the by-laws or internal regulations of the managinginstitution, provided that the holders of such offices do not exercise executive duties, after the SecuritiesCommission has been consulted.V. Those holding more than ten percent (10%) of the capital of the managing institution, either directly
or indirectly;

VI. Those whose officers and their respective spouses, common-law spouses or relatives up to the second(2nd) degree jointly or severally hold more than ten percent (10%) of the capital of the managing institution,
either directly or indirectly.Article 49. In addition to the fees for the services provided for in Art. 11, the following expenses shallbe charges of the Investment Fund - Foreign Capital and may be charged to it by th managing institution:I. Federal, estate, municipal or autonomous govemuent ennty taxe, chwes or cmuributions that arelevied or may be levied on the asset , rights and obliriouis of the FundD1. Expenses for printing, mailing and publishing reports and financial statements, forms and periodicalinformaoon provided for in the riles of the Fund or in the pertinent mguladonrs
Ill. Expenses with correspondences of interest 
 to the Fund, including notices to the investors;M Fees and expenses of the auditors in charge of reviewing the financial statements of the Fund andwith the analysis of its condition and the performance of the managing institudon;V. Fees and commissions paid for macuons of purchase and sale of curities of the Fund:VI. Fees of legal counsels, court costs and related expenses incurred to defend the interests of the Fund.in or out of court, including the amount of the award if the Fund is defeated2VII. Any losses as regards the proportion of such events not covered by insurance policies or not directlyauributable to the fault or negligence of the managing insctittion, in performing its duties;VIII. Insurance premiums, as well as the expenses of ransfemrrig monies of the Fund between banks;IX. Any expenses of organization or liquidation of the Fund or of holding general meetings of investors;X. Fee for custody of securities of the Fund.XI. Fee for services of promotion, disclosure and representation of the Fund due. to the intermediary

agent abroad 
XII. Remuneration of the fiduciary agent.

Sole Paragraph. Other management and opetiond 
 ex ses that are fidispensableopeation of the Fund may be charged for the smoothto it if previously auLVxized by the Securities Commission.Article 50. Advertising expenses for rasng funds abroad shall not be chargedForeign Capital to the Investment Fund shall be considered as fund-raising costs and shall therefore be included in the service feeareW upcn to compenste the intnediary agent.Article 51. The foreign currency sums raised abrosd shall, after deduction of the service fees conuiacdwith the intemediary agents, be remiued to Brazil by means of a money rxder sent preferably by telex ortelegram through a bank authonzed to deal in foreign exchange, with due regard for the following rules:I. The money orders shal be issued by the iMnmiediary agents in favor of the managing instituon ofthe portfolio of the Fund;
11.The foreign exchange shall be rnsacted by the

procds to 
managing institution, which shall use the reqecivesubscribe -for or purchase quotas of the Fund after deduction of the exchange brokerage fee, if


due.
 

CHAPTER XIM: Information 
Articla 52. The muaging institution shall forward to the Securities Commissio within at most ten (10)busiss days of the end of the relevant period, without prejudice to any others that may be required thefollowing documents regarding the Investment Fund - Foreign Capital:
1.Every month: 
(a) balance sheet;
(b) statement of composition and diversification of investments;
(c) statement of sources and allocations of funds;
II. Every sr months: 

Busins Internaonal Corp 
37 



(a) balance sheet(b) copies of infonnaton supplied to the co-owners, remittance of the audit opinion on the financialstatements for the six-month penod, within a maximum period of sixty (60) days after the end of the relevant
period.

(c) information on the general conditions of insurance coverage for tansit of Securities;(d) list of institutions responsible for providing services of custody of bonds and securities of theportfolio;(e) list of judicial and excra.judicia claims, whether to defend the rightsinvestor against of the investors or by thethe management of the Fund, specifying the date on which they began and were finallyresolved.Article 53. The managing institution shall on a semiannual basis within at mostof closing of the ten (10) business daysperiod, publicly disclose, through a medium approved by the Securities Commission, astatement of invesunent composition and diversification. 

CHAPTER XIV: Final Provisions
 
Article 54. The provisions of Chapter V of Law No. 4595. of December 31.
No. 6385, of December 7, 1976. shall apply 1964, and article 11 of Lawto the manaing institution and its officers and manager directlyreqxtsie for the management of the InvestmentFund - Fomgn Capital, regardless of any oer applicable legal scntims.Article 55. Without prejudice to the provisions of the preceding article, any managing institution that failsto comply with these Regulations shall be liable for the full payment of the withholding Income Tax on anyincome and capital gains it may make or credit, including supplementary income tax. 
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Chile 
Provision of the Conversion of External Debt
CHAPTER XVfIl: Compendium of Rules on International
 

Exchange-Acquisition of Foreign Debt Instruments
 
N 
 or juristic perons, whether resident or non-resident in Chile, ae hereby authorized to engage inthe rollong foreign exchange operations without acces to the foreign exchange market and under the termsand conditions set forth below:1. To acquire, whethe- directly o1 thrugh agents, for tE sole purposedescribed in of cenducting thethis Chapter, debt inutirunents operationsevidcing the existence of an obligaion denominatedabroad in foreign currency, for an originl and payableor extended term exceeding 365 days, executed by any one of thefollowing perons as duect obligor:
(a)The Treasury,
(b) Banco Central de Chile.(c) "Agencies in the public sector," coaiprising

under Article 2(a) of Law 
all tlepa nems, institutions or concerns leferrdNr. 18.233. including Corporwion Nacional del Core de 

to 
the oagani, bows Chile (CODELCO) andlisted under Article 11 of Law Nr. 18,196, excluding Banco del ExAo de Chie,(d) Ccoxrcon de Fomeno de Is Prdcluion (CORFO), and banking and financial institutionsauthorized to operate in Chile, or(e) Natural or junstic peros resident in Chile, provided that in this cse such obligations refer toforeign credus admitted into the country under the provisions of Chapter XIV hereof.2. Notwizianding the provisions cciraimed in Nr. I above:(a) Neither the Treasury, nor Banco Central de Chie, nor tbe "-enciesbanking and flnancjl institutions au in the public sector," norto operate in Chile may acquire the ins its referred to in Nr.I above,(b) and
'Mepemos who, according to regulations of the Superintendency 
 f Banks and Fmancial Insitu.tiOns. am deemed to be "related," either dimcty or though third pmmes, to the ownership or the manage.merit of banking and tinacial institudons authorized

Supritendency. to oprae in Chile, shall obain prior approv;l from thein each case, in order to squire any insnnumet under the provmiions containedChapter. Such authorization is also required in the in this case of any financiaJ institudio subjectof the Superntendency tu acquire or to the supervisionreceive by way of payment the inmtruments descibed under 3 below,connected with obligations of "related" permns.3. Prior to formalizing the waquisitions describod under paagraphexecuted and mristered I above, an agreement shall bewith a Notary publ. or other recordinginsr ument(s), the guarantor(s) of the relevt obligation, 
office, between the acqutr(s) of the as the cac may be, that sM provide that, subject tothe completion of the acquisition of such inmnumc.at(s):(a) the inu-nmeat evidening such obligation " 

ing such insument, in cash, with 
be paid for in Chile, prnptly and against surrenderor without dicou in Chile's local ctrency, or(b) altenanvely, the replacnenz of the inasmmnent by one or morein pesos, Chila's domestc ctency amuments, in Chile, denominatedor in Unidedes de Fomreto, shall be convened ad, on this occasion, theamount of debt, the rate of inbteest, maturity dame and other conditions may be amded.In the eventhat the instrument evidencing the obligation is exterded other thanorder," "to bearer" or "to theor it calls for partial aignmem of an insmuent, the Move agreement shall be executed also by thecreditor(s) regstered as such with Banco Central de Chile.

In the sote agreernent, and under the above proviso, the obligors) of the insuwnen shall waiveto the foreign cszrec market available access
himself to to the asoitdobligationI to and. when apropriate, shallBanco Central de Chile, immediately uon payment commitof the insmment orinstrmers, as the cue may be, through the agent described in p-gm-"4 below, the Certicae 

exchange of 
referredunder Chapter X V her, to be rendered useless or amended 

to 
as the case may be.If the acquired credit forms pat of an obligation coveted by the same instrument, the above agreementshall provide, besides, for its corresponding Amendment and shall keep, for the uncontracted
in any event, the same part of the debt,
date of execuon, Mnatun-y, interest rate aw ote conditions agreed or stipulated onthe Original in.-tmeMLWhen executng the agreement described in the preceding pragrqps, the provisions of Chapter(G), Tide U (b), shall be fulfilled, as well XIVas the agreements originating the associated obligation. 
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Execution of the agreement described above shall not be required if andexecuted by Banco Central de Chile when such instrument isas direct obligor, in whichor mor negotiable case the insuminent shall be replacedinstrunents as described by one 
instittion in Exhibit 1. Nevertheless, the investor(s) canthat the rates applicable agree with saidto the insmuments that substitute the documents, according to Nr.Chapter, will be the I of thisones in force at the time of the respective agemC=L4. Persons acquiring foreign debt instruments as provided above shall havetogether with the agreement referred to them immediately deliveredunder paragrbanking organization or financial 

3 above, when appropriat, to CORFO or otherinstitution auhorized to enapge in foreigntoward which they shall assign an irrevocable mandate 
cunency operations in Chile,to request Bancomandator, to exchange the Central de Chile, on behalf of theinstruments referred

Central de Chile 
to in Exhibit I, if such instrument was zxecuted byas direct obligor or, otherwise, to' collect on the debt 

Banco 
and deliver to the mandator theproceed4s of the payment to the obligor, or to request the obligor to replace the insrumeiut by new instrumentsas provided under the relevant agreement,If the inswument is to be exchanged for negotiable instrumentsabove, such irrevocable mandate or for new instmments &i providedshall further instruct the agent to take one of the follovwLng action,,: Deliverto the mandator the negotiable instruments or the new insemnent(s) received in exchange;third parties or receive them on its own trwa.ter the same to 

parties, or purchase them on 
accotL by wzy of payment for debts or assets, or sell tiieu4 to third 

Under no circumstance 
its o.'n AccoUnL and deliver to the mandator the proceeds of such sale.shall the amount of payment receivedamount of the negotiable instrument(s) fom the obligor of the instrument, or theor new instrument(s) received intransfer by way exchange, or the price of saleof payment, exceed orthe amount of the principal or balance of the principal owed on theoriginal instrument accrued and outstandingFor the purposes of applying ths and 

as of the date of the opeanon.
other proyindication, the exchange rates 

tonsof this Chzpur, except for exprmssed counterand parities in force at the time of the openton and contained in Nr. 6 ofChapter I of this Compendium, shall be applied.5. The operauons associated with the collection andinsmnimers or new insmnents the exchange of instruments for negotiablemay be carried out, tnder the provisiors containedspecific in this Chapter,pan of the month and banking on afirms and financial enterprises authorized to operate in internationalexchange within the country, in compliance with rhe provisions contained in Nr. 4 above,insmments t do not shall be restricted toexceed, in foreigin currency and including capitalaccrued ard outstanding payments calculated or oustanding owed capital andasfor the same monthly period. 
of the daze of the correqwding oeraion, the margimhad been awatded to CORFO that,or to the respectve baking firmenterprise through the bid mechanisin deacribed in Exhibit 2 of this Chapte, 

or financial 
or other financial institution or assigned thereto by CORFOfollowing the provisions contained"margin" does not include accrued and outstanding 

in the fnUowing paragraph. The indicatedto be paid for the toal equal to 20% of the capital orthe balance of capital owed."Margin," for a financial institutio, will be equal to the figure,America, expressing the nominal in dollars of the United States ofvalue of the "Prmissorythe Compendium of Rules 
Note of Banco Cental de Chile, Chapter XVIII ofon International Exchange" (P.B.C.-Chapter XVIII,on belonging toNr. 5 of Exhibit 2 of this Chapter, applying it and referred to
 

Compendium. 
the type of exchange described in Nr. 6 of Chapter I of said


The 
in force at the time of the emission of the mentioned Promissory Note.
.narginassigned to CORFO oraccmding to the provisions 

to any specific financial institution for any giren calendar periodof such bid mechanism, that is = used to carry out oraions desibed in thisChapter, may be freely assijfned to MROduring the same month or any othe financizstituoe, totallyunder the ams and t conditions set forth or patially. to be usedherein. Margins assipedany given month that am not utilize to be used inwith such month. may not be used in the following mooths.6. CORI0 and such banking concersexchange operatwios or flumicia cuporatim authorized ysie the country shall infwm to carU out internationalManagement for External Financingof Banco Central deChile, within five bank working days, of the operaions carned outacording to thesenform included as Pfte Nr. I of Exhibit 3 of t 
rms, by filling out a
 

Likewise, they 
Chapter, enclsing the required documenation.
shall inform the samne MlagejentNr. 5 above, carried office of mrgin mipnments efteced according toout during said period, by filling out the form containedthis Chapter, before 14:00 hours of the 

in Page Nr. 2 of Exhibit 3 ofsame day the operations ae carried our.7. The obligations using instruments subject to beshall not have access to the obliptions payment system 
appLied to operations authorized by this Chapter,establhedto on Chapter XM of this Compendium northe system described in Agreement Nr. 1672.118508218. Persons engaging or of Banco Central de (;tle.participating in operatons conducted according to the rules contained in this 
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Chapter shall be held responsible for the fulfilment of the provisions establised andherein of the acts
deriving from its application.

9. Violation of the rules contained in this Chapter shall be ne-liz& in the manner described inChapter XXIV of this Compendium.10. Persons who acquire Chilean external debt instruments, as provided in this Chapter. may applythem, after obtaining authorzation from Banco Central de Chile, to carry out operations described in ExhibitNr. 4 thereof and subject to the other provisions established in said ExhibiLPersons acqnmg insmu'nenu described in leaer (b) of Nr. I of this Chapter carrymayoperations described in Exhibit Nr. 5 thereof, and subject to the othe 
out the

provisions established in said Exhibit.11. The Operations Division of Bam Ce tral de Chile is heeby empow,-ed to institute te proceduresrequired for the con."J iaa the supervision of te operations conducted According to this Chapter.The Superintendency of Banks and Fumicial Ifnsaitions will exercise its authority in the dictation ofthe required accounting and control regulations. 

Chapter XVII. Exhibit 1 IntermatIomal Exchange:

Acquisition of Exiienal Debt Instruments Executed by


Banco Central de Chile as Direct Obligor
 
1. In the event that persons authorized under Chapter XVII], hereof, acquire external debt instrumentssubscribed by Banco Centr- de Chile as direct obliger and subjecv to the provisions established thereof, theyshall request from the Issuing Instittt, through ft agent referred to ir Nr. 4 of said Chapter, the replacementof such instwunents by one or more negoiable beater insmments issued bydenominated in Urudades de Fomento, for an 

Banco Central de Chile andamotmt equivalent to 91% of the value of the replaced instrumens, including principal or balance of pincipal owed plus the corresponding interest, accrued and outtanding, calculated as of the date of such replacement.The maturity date for the pricipal of such nsgotiable insruizents shall be after six (6) years countingfrom the established date and shall eani iterests p&yable on a six-monthly basis, equal to the weightedaverage inurest rate on indexed deposits of the financial sysem CP) for periods extendiag between 90 and365 reduced by 1.1% per annum.The exchange rates and the parities described in Nr. 7 of Chapter I of this Compendium, shall be usedfor the operations camed out according to the above provisions, without applying the exchange differentialcontained in Exhibit I thereof, in force on the date of rplacement, and the TIP rate reported by the StudiesDepartnient of Banco de for relevantCentral Chile. the deposits during the calendar month immediatelypreceding the first day of each six-monthly intem period, which will apply for such period.The interests corresponding to these insuments will only be onposted the rtspective maturity date.
The value of the Unidad de Fomento on the dute of matnity of the insrumient will be applied 
 for thepurpose of calculatng the amount owed in national curency corresponding to these negotiable insuuments.2. In the event that the credit acquisition corrends to pan of the obligation provided for by the sameinsmiment., the creditor and the acquirer shall have previously agreed and duly demonstrated to Banco Centralde Chile, that the non-acquired pan of such credit shall retain the conractng daze, maturty, interest raze andother conditions agreed or provided for in the original document.3. When the market situation gants it. Bnco Central de Chile is empowered to modify the terms andthe conditions of the instruments described in Nr. I of this ExhibiL Ti modifications shall be applicable toinstruments issued as of the date appewing on the Executive Committee AgreemenL4. Situations not covered in the pt'mnt Exhibit shall be ruled by the general provisions contained inChapter XVII of this Compendium. 

Chapter XVI - Exhibit 2 International Exchange:

Rules for Margin Tenders on Authorizd Operations


with External Debt Instruments 
Margin tenders on authorized operations with extemal debt ins units referred to in paragraph Nr. 5above, shall be carried out under the following terms and condidons: 
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Tenderers1.Corporacion de Fomento de la Produccion (CORFO), banking enterprises and financial corporationsauthorized to engage in internattonal exchange operations are entitled to submit tenders.
 

Announcement of the Tender
2. The conditions for eah tender shall be issu.d byconsultancy to a member of the Executive Commitee, 
the Monetary Operations Management withto be handed out by said Management through theOpen M rket Operations Department, Agustunas 1180, 3rd Floor, Santiago, and will be available starting at15:00 hours in the Open Market Operations Section.
 

Schedule of Tenders
3. Tenders wKi be received and awarded on the penultimate banking work day of eachother date determined by Banco Cenalz' de Chile. 'Me tender will 
month, or any

be announced and its conditions made:
available five banking work days prior to te date of award.4. Should force majeure prevent fufilkent of the conditions described previous paragraph,Banco Central de Chile shall give timely notice in the wothe organizations referred to and instruct dn accordingly. 
'P.B.C.-Chapter XVII' Sale5. Banco Central de Chile will issue a nominative pomissory note, in local currency,earn interestu or adjustments, tha not eligiblewill be called xnissory Note of Banco Cenral de Chile Chapter XVM ofthl Compendium of Rules for International Exchange (P.B.C.-Chapter XVII hereinafter), with matuity set at180 days from the date of emission that will correspond to the dae of award. The nominal value of "P.B.C.-Chapter XVIII" will be equal to the award d "margin," applying the type of exchange rferredof Chapter I of the above-mentioned Compendium that is in force 

to in Nr. 6 
Participating restitutions being awarded on the day of the award.the "margin," commit themselves toCentral de Chile the corresponding "P.B.C.-Chaptr XVIII" at 100% its nominW valie, 

acquire from Banco 
on the same day ofthe award. Beco Central de Chile shU debit the account of the financial institution for anthe "P.B.C.-Chapter XVIII" amount equal toen the day of the award. In the case"P.B.C.-Chapter XVIII" of CORFO, payment for the acquisition ofshall be made through a Bank Check extended to the order of Banco Central deChile, tha shall be delivered at the Open Market Operations Section of Banco Central de Chile, Agusunas1180, 3rd Floor, before 14:00 hours on the day of the award.Simultaneously, Banco Central de Chile commits itself to mxu the "P.B.C.-Chapteradvance, on the date appeanng on the bases forth for each XVIIni 

awarded in the same or 
set tender, to those instutions having beenits cessiona-es, at a price that equals the price offered to be sold to Banco Centralde Chile, according to the award system described in Nr. 14 of this Exhibit.The "P.B.C.-Chapter XVIII" is liable to be transferred in the cases and the forms described i4 Nr. 5of the Chapter this Exhibit refers to, where compliance is required, also, relative to Nr. 5 of thecessionary institution shall assume same. Thethe rights and the obligations corresponding to the trnsferrer and, specjfically, the commitment to sell the "P.B.C.-Chapter XVIIL"which toutay or partially, depending upon the case,they are entitled, to Banco Central de Chile, at the offered price, by CORFO 

to 
or byfinancial insituion transferning the ns% the respectiveThe totalshall represent, consequennatly, the "Marin" 

.enL cemon, or ruwJ, of the "PB.C.-Chapter XVf"refered to in the secod paragraph of Nr. 5 of the Chzpterwhich this Exhibit refers. to 
The "P.B.C.-Chapter XVII]" will bear the signature in facimil of the Monetary Operations Managerand the handwrtten uignatue of the Chief, Open Market Operations Deparment of Banco Central de Chile. 

Submission of Bid Proposals6. Tenders shaU be subintted solelyExternal Debt Ium ents," 
on the "Form for Margin Tenders on Authorized Operations withincluded at the end of this Exhibit Nr. 2 and shall be included in anmarked "Margin envelopeTender on Authorized Operations with External Debt Instruments." This material is availableto interested organizations at the Open Market Operations Section, Agustinas 1180, 3rd Floor, Sartiago.7. Bids shall be delivered in a sealed envelope.8. Each sealed enveloi* 'tay contain up to three bids, each of them in an individual form.9. Each bid shall specify the amount of "Margin" the institution wishes tothousands of dollars of the United States of America, and the price 

be awarded, equivalent in 
atChapter XVIIr" to which it offers to sell the "P.B.C.-Banco Central de Chile. This price will be expressed as a percentage of the total amountof the respective offer, with four decimals at the most. 
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qualify under this Exhibit and include the following informanon to International Management
(a) Identifictnon of the Investors and their representatives:
(b) The information described in letter (b) of the preceding number;
(c) A draft of the Investment Company's by-laws
(d) Information indicated in letter (e) of the preceding number;(e) Express acceptance of the applicants to be subjectand to the provisions contained in this Chapter XIXits Exhibit Nr. 2, as well as to those established by Banco Central de Chile in the respective authonza

uoi= and
( The "Placement Memorandum" that is intended to be used for promoting the placement of shares

of the Investment Company.Tie authorization, in principle, mentioned above shall imply, concerning the Placement Munoranduni,that Banco Central de Chile has agreed, solely and exclusively, to the representations of the norms andexchange operations applicable to the investment that are made therein.5. The authorization referred to in the pirvious number shall be subject to the condition that, within180 days counted trom the day the same authorization was granted, all the information described under Nr.(3) of this Exhibit will be presented to Banco Central de Chile for its approval6. For the purp se of making a decision concerning the applicadon submitted to Banco CentralChile to operate under this Exhibit, the deIssuing Institute may reques information from the Investorseffect of esraishing at they are not controlled, directly or indirectly, by peronj 
to the 

of Chile nationality orresiden in the coun-zy, and from the Superintendency of Securities and insturance and from the Superintenden.cy of Ranks and Fbnancial Insututions, and from other organizations wd entities, the reports deemed necessary
to adopt a decision.

7. The Inves=tent Compatues that may carry out the operations described in .is Exhibitestablished as closed corporauons must beand their by-laws must contain, at leas, the following representaion:(a) The object, that shall be exclusive, will consist in carrying out, exclusively, the acts &nd agreementsnecessary to implement operations established by Banco Cential de Chile for these kind of companies.(b) The minimum corporate capital, subscribed and paid, shall not be less than USS20 million (Dollarsof the United States of Arrienca) equivalent in pesos Chilean domestic currency, at the time of the establish. 
ment of the company;

(c) The shares issued may not have a subscription value below the equivalent in pesos Chileandomestic currency of USS100,000 (Dollars of the Unitod States of America); Such shares will be payable onlyto the Investors with the proceeds in pesos Chilean domestic currency thai orignmate from the payment of the"crmits" or tirough the contribution of the insuments that have been recived in exchange for the "credits" or of the lawful domestic curency received in payment for such instrnments.
The shares, once subscribed and paid, may be freely transferred abroad by and 
 among the personsdescribed in NR. 2 of this Exhibi(d) No shareholder may own, directly or indirectly, over 25% of the capimal of the company, except with the express authorization of Banco Central de Chile;(e) The by-laws shall establish that each subscriber and/or holder of theCompany will be subject shares and the Investmentto the obligation of producing evidence at any time, when Banco Central de Chileso requires, to show that they are holders of the respective shares, that the shares are under their control orthat they have been transferred to persons other than those described in Nr. (2) of this Exhibit.The Inveszat Company shall inform Banco Central de Chile on ashareholders' monthly basis regarding theregisry and undertake to provide any information required by Banco Central de Chile to verifycompliance with the condition mentioned 
not 

in this letter and, additionally, that the Investment Company shallregister transfer oi shares to persons who do not meet the requirements contained in Nr. (2) of this
Exhibit:

(0 Indication of the duration of the company that may not be less that 12 years starting from tho date
of isestablishment 

(g) The by-laws shall indicate that the investments %rthe company shall conform to the establishedrules or to be established in the funtre for this purpoe by Banco Central de Chile;
('i)
The company shall prepare balance sheets covering the31 of each year, that period between January Ist and Decembershall be audited by an independen; auditor, registered with the Superintendency ofSecurities and Insurance and may only distribute profits to its shareholders under :he terms and condiuion!established on this letter (h).
In case the first business year ending on December 31counting does not complete the period astablished above,as of the date of initiation of activities of the Investment Company, this period shall only be 
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considered for the purposes of dismbuung profits of the Company, and for the remiuance referred:a) and (b) of Nr. (16) of this Extibit, when refering to in letersto periods equal to or exceeding six months, counnngas of the above-mentoned date of initiation of activities. During the fiust five business years,may agree not to dismbute profits 	 the Companyor that these be partially distributed on each business year. in
disbuuon is agreed to, it shall not exceed 70% of the profits corresponaing to each business year.The net profits that the Company distributes during the first five buhiness years shall only be destinedby the shareholders to the following erds:(I) Constitute sight or term deposits inmandating entity referred to below in this leter 

a banking firm established in Chile, that can be the same(h). Such deposits shall be, depending upon the terms dictatdby applicable provisions, subject or not to r.aljusunent according to the variationthe type of exchange, with 	 of Unidad de Fomento oror without inters. The profits received may also be invested in Bancode Chile Discount Promissory Notes; 	 CenuraiBanco Central de Chile Readjuuable Promimiory Notes subject toFloatng Interest Rate; Discount Promissory Nola of the General 7 ry of the Republic and ReadjustablePromissory Notes of the Gceeral Treasury of the Reipublic;(U) Subscribe and pay new suares d'at will be "B"called shares for the purposeissued by the Investment 	 of this Exhibit.Company. The respective reform of the compMy's by-laws shallprior approval ,on the 	 be subjected topan of Banco Central de Chile. 7ese sharesmaintained by eligible investors referred 	
stall only be subscribed, paid andto in Nr. (2) above, where tr above aretions affecting "A" shares referred 	 not subject to the resmcto in the furt and second paragraph of letter (c) of this Nr. (7) and leter(c)of Nr. (16) of this ExhibiL


The benefits or profits generated by the investments carried
to points (1) and (II) above, as well as those 	
out by the holders of the same, accordinggenerated by the eventual reinvestmtnt of -these,destined, necessarily to the investments described 	 shall beto in points (I) and (I) already mennioned.The financial instruments referred to in point (1) above shl not be cededowners and may be liquidated only 	 or rsferred by ther 

terms contained in leter (b) 
on occatio of profit retrnttanc they are entitled to according to theof Nr. (16) of this ExhibiL "B" shars canthe shareholders 	 be ceded or transferred, abroad, byof the same only to other investors that are eligible accorLingnew shareholders shall assme 	

to Nr. 2 of this ExhibiL Thethe rights and obligawons of the peron ceding.
Once five business years of the Investment Company have elapsed,

distribute only up to 90% of its annual profits.	 

the company is authorized to 
(i)Provisions that determine thtu the Invesutm

to open corporations with 	
Company shall be governed by the accounting normsthe exception that the investnents shall be valuedacquisition value corrected for eventual vaiations in curency value 

individually at the lesser 
or their market value;(j) Obligation to provide btformanon to Banco Central de Chile on a monthlyinvestment portfolio 	 basis regarding isand the operations carried out and of providing full and detailed accout of th.se, rations when Banco Central de Chile requests it. Provisions that enable Banco Central de Chileinformation regarding the investment portfolio in the in=er it deems necessary.	 

to divulge 
8. Investments made by the Investment Companies, rgardless of the an'e-nts reservedbanking accounts, must be carried out u&Lng 	

in cash or in
the following instruments:
 

(all Shares of Chilean corporanons;
(b) Instruments issued or guaraied until their full payment by thesector entities." 	 Republic of Chile, by "publicpursuant to the dkeniton of the la= contained in lcer (b) of Nr. I of this Chapter, and byCoporacion de Foraneto de la Produccion (CORFO);
(c) Instnwenai issued by Banco Central de Chile;(d) Instruments issued or guaraiteed until total payment by banks or financial institutions established inthe country;
(e) Mortgage bonds issued by banks or financial instmtuions, or by other authorized entities in thecountry:
(f) Bonds and commercial paper registered with the Regisry of Securities:(g) Any other irument or security pchad 	with expre.s authool n of Banco Central dr. Chile.9. 	 The investments of the ccmpany shall be subject to the following rules concming diversificationrequirements:
(a) Investments may not exceed, directly or indirectly, 10,4 of the corresponding capital withto vote of the same 	 the rightissuer. Such restriction shallifthe exces over such 10% 	

amount to 15% of d corporate capital with a right to votecorresponds t shares pertaining to a primary issue sbscribed and paid by the
corresponding Investment Company;
(b) Investment in instruments issued or guaranteed by the same issuer may not exceed 10% of the 
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respective Investment Cornpany's assets, except in cases where the instruments are issued or guaranteed untilfull payment by the Republic of Chile or by Banco Central de Chile:(c)After the fourth year counting from the date of initiation of activities, the company mustleast 80% of its assets invested in shares have ato long-teri iinancial instnirnents. Besides, and startngabove-menooned on thedate as well, at least 60% of the assets shall be invested in slues pertaining to opencorporations. Nevertheless, such limits shall not be applied daringInvestment Company, and shall 
the year prior to the liquidation of thebe reduced to 40% and 30%, respectively, during the year prior to the oneprecedinig liquidation.

For the;e purposes, long-term instruments shall be understood z3 be those in wh-ch the maturity dateexceeds four years stang on the date of their purchase by the corresponding LMvezmnz Company.10. If e.cssexs should occur relative to the limits of invetment established n the preced ng number,which slhall be reported to Banco Cenu-a de Chile within 10 days after the limit has been exceeded, theIssuing Insttute shall deamine a daze for nonalizaiion ha will not be less than 60 days and may notexceed 180 days counting from the lae of noucaon of the f&cL Such term may be extended if BancoCenual de Chile considers there are justified reasons to fter the limits mentioned above.11. The operations carried out by the Investment Companies shall confirmconditions, and Banco Central de Chile may 
to bons fide and reasonable 

request verification as to the maner in which the operationswere carried out, at any given time. 
12. In case the Investment Companies hire third parties

portfolio, the system 
for the management of their investmentof remuneration to be applied to such purposes must be submitted to the approval of

Banco Central de Chile.
13. The Investment Companies shall submit to Bancomarkets Central de Chile a list identifying the foreignor stock exchanges in which the shares of the company ,ill,eventually, be registered for their 

anssacnon. 
14. The liabilities of the Investment Company may only omigini e from operations related to its'line ofbusiness and withi habitual market terms, commissions payable. expenditmre, fee payable for the management of its portfolio, deferred payments for primary issues of securities and other liabilities of a similarnature related with its operation and its correct financial sdminisumzion. prior awhorizaton on the part ofBanco Central de Chile.

15. In case the obligations described in the third para-ah of lettar (c) or of letter (d) of Nr. ('1) ofthis Exhibit were violated, under any ciumcuance, access to 'he foreign exchange market will only begranted, concerning the affected shares, once the impediment has been removed, notwivthsanding thf; pcssibility of penalizing the acuon in accordance to he terms contained in Nr. (10) of this Chapter XIX.16. The shareholders of the Investment Compeny and/or, as the case may be, the holders o!. theinvestments described in point (I) of letter (h) of Nr. (7) above, shall have &ccess to the foreign exchange
market to car-y out the following operations:

(a) Remit vet profits distbuted by the Investment Company, and 90% of the proceeds generated by theinvestments they hold, carried out in instrments described in point (1)of letter (h) of Nr. (7) of this Exhibit,after the fifth business year of the company;
 
those (b)Renut profits not distributed by the Investment Company during the
that are invested according to points (I)and (11) of ImaJ (h) first five business years, andof Nr. (7) above, as well as those

generated by eventual reinvestment 
 of the same, after five business years of the Investment Company haveelapsed and in proportion th. may not exceed, annually, 20% of non- distributed profts and outstandingbalance of the invesanents a d/or its reinvestnents as of the fifth business year of the company; and 

net 
(c) Remit the produc ot the liquidation of the Investment Company a, well as the 10%effected concerning the prnxeeds refened retentionto in lette (a) of this Nr. (16), not before the minimum termestablished in letter (f) of Nr. (7) of this Exhibit has elapsed. 

(1) 
17. The persons holding "A" or "B" shar., as well as those holding investments referred to in pointof letter (h) of Nr. (7) above, shall confer, previously or simultaneously with the corresponding investmentof the profits, and to the extent that the Investment Company had agreed to distribute profits during any ofthe first five business years counting from the date of initiation of activities, an irrevocable mandate to theInvestment Company to carry out the following actions concerning the same:
(a) Collect the corresponding dividends distributed by the Investment Companysubsciption and payment of shares and invest them in the"B" or in financWl instruments refrred to in point (I) of letter (h) cited

above; 
(b) Collect the proceeds obtained by the holders of the financial insmments described in point (I) ofletter (h) cited above and invest them in shares or financial instruments referred to in letter (a) above; 
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kc) Administer :he investment carried out by the respective holdes of the financial instruments. and theproceeds generated by the same referred to in leterc (a) and (b) above;(d) Liquidate the financial insoaments referre
reinvesunent of the same, 

to in point (I) of letter (h) cited, and the product of theplacing uem at the holders' disposal for its comspxding remittance abroad,accordirg to the terms and conditions esta.ished for this purpose in letuers (a) and (b) of Nr. (16) above.The mandates granted in conformity with this number shallright to access to the foreign excbange market referred to in Nr. (16) 
be in forc as long as the corresponding 

shares "A" abovt is maintained. In case cessions ofor "B' take place, and previously or simultaneously to Lne rn cerializationnew holders shall gan of these actions. thea mandate to the Investment Company .;n ageemrnent with the provisions established inthis Nr. (17).
18. For the purposes of the conversions of foreign currencycontained in this Exhibit the type of exchange utilized shall be the 

taldng place according to the norms 
one referred to in Nr. (6) of Chapter I ofthe Compendium of Rules on International Eychange.19. The invesments authori&,d under the provisions conained inand all this Exhibit shall be subject to eachthe general norms. conditioat, and obliganom included in Chapter XIX of this Compendium, and tothe special rules contained in this Exhibit, where the Ma prevail over the former, in case of contlict. 
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Costa Rica 
A Guide for Converting Foreign Debt Securities Issued by theCentral Bank of Costa Rica into Colones for Investment Purposes 

The regulations hereunder make up a 	non-exhaustive set of basi, criteria to be 	 used by the CentralBank 	of Costa Rica in the exchange of foreign currency denominated sacite.to the analysis 	 Sueh critera s be appliedof of'rs for the conversion of foreign currency denominuted debt docurients of the Central
Bank, 	into documents negotiable in colones from said iwiiital. 

1. Objective of the Conversion ProcessThe objective of this process i3 to encourage, in terms favoblechange of fo-eign 	 to the domesilc economy, the excurrency liabilities which evidence public foreign indebmednesssecurities, in order to channel those 	 into colon denoninatedresoures toward productive invesmes in the 	country, Paricularly thosewhich shall increase short- and middle-tem income of fortip exchange. 

2. 	Interchangable Securities

Securities so convertible by means 


sory noms, 	
of this process into colon denominted documets include promispresa 	de divisas cernifcates of deposit, notes and other foreign currency denommated documenifissued by the Central Bank of Costa Rica in accordance with the public foreign debt refinancing and otherpayment agreements of the Republic of Costa Rica. 	The Cenral Bank reserves the ng'at to iniclud into thisconveriion scheme any other foreign debt documents issued in the future. 

3. Exchange Terms and Conditions
Foreign currency denominted securities will be exchanged for colon denominated documents under theterms 	 and conditions agreed to by the pawes; however,

shorter than those 	
.emanritg of the new documents may not beof the original securities plus three yea. The trms 	of th-.offer, and the dispositions ofthe funds in colones shall be accoenwd for upn the determination of the above mentioned conditions. 

4. Exchange Offers
The paries interested shall submit their exchange offers togetha with the following information:(a) Business name, address and name of Attorneys.in-fact or legal representanves of investor.Formal exchange application with detuwls such as the investments tocolon denominated securities be nade in the. country with the 

show the 
resulting of such exchange, and moe specifically, financial charcteristics whichinvestment feasibility and the expor volume to be generated by said investments in the followingyears. (c) Whether the project implementaton requires of any equipment, machinry or imported material,Ltie required for effecting said import and the amoun: thereof.(d) Terms under which the hotder is

'oreign 	
willing to effect the exchange operation, with details on thecurrncy denominated securies to be exchanged and the expected terms 	of tie colon denomwatmed

documents.Applications should be submitted to the Office of the Manager of the Central Bank 	of Costa Ricp intriplicate. 

S. Priority Investments
This conversion process may be used for investments made 	by the following orgenizatioris and financialentities:
GROUP A: Firms having subscribed th& Export Agreement under Law 6955tourist companies defined under Law 	 of November 26, 1984;6990, and banana companies defined under 	Emutive Decree 16563-

MAR.
GROUP B: (I) Banks and financial entities rubject to direct control by the Ofice ofAuditor of Banks, 	 the Generalwhich 	 shall show evidence suisfa&coy to theben connacted 	 Central Bank of foreign resources havingto be 	 used in the country which will produce mditionaloffers so submitted destined 	 income of foreign exchange. Theto cJaitaizaon of banks and the entities mentioned above shallcredit 	 operations to be financed from indicate thethe capitalization prceeds These 	 opmuaons shall be effected only if 
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related to the priority activities set forth under this clause. 
(2) Busine,es producing goods substituting imports.GROUP C: Investments on securities from Central Bank of Costa Rica, or other profitable activites.Investments on organizamons undier Group A are deemed to have priority over those under Groupand Group B's over Group C's. The Central Bank B. reserves the right to require the project to provide for themaking of foreign loans in order to cover any imports needed for the implementation aeeof, or else thatsuch exchange be subject to investment of new foreign currency denomimued resources in the country. Thisristmenn shall be done in a proportion to th: amount of securities exchanjed.Conversion operations reiaLvc to the execution of projects considered of national interest, which wouldresult in consumption rather than generation of foreign exchange, should include, necessarily, the granting ofexternal loans to the Central Bank of Costa Rica, or the investment ofresources for a minimum amount which 

new foreign cumicy denominated
shall be equivalent to the imponed component of the poject. Theterms under which either the investment or the credit would be approved shall be established in due time, ithe understanding that the determunaon thereof shall be dne on a long.term basis.In these cases depending on the chauaceristics of each offer, the interested parties may electbene is rmmd by the proposals theconsidered under Group A and Group B. Consequently, as for priority, thistype of offers may be ranked either in the intermediate or lower of the three categories mentioned above.In this connecucm, the importance placed by the country on the new investment plan, as well as therelative weight of the imported component within the

granted to the Centrl Bank 
tota cost of the projz, and the financial conditionswill be accounted for, among other things. The Group B option requires softterms financing of the imported component. 

6. Incentive System and Qualification CriteriaThe relevan transacuon value will Le determined accounting for the sectmies market value, or areference Iie acceptable for the Central Bank. The Central Bank will effect inquiries on prices with enticesin good stnding relative to the placing of financial securities and will use them as a guide for determining
the reference prica mentioned above.


The final pricing for each transct'on will be subject to the priorities deEaned 
 under item 5 above. Thehigher the priority established by the Bank with mrpect to the activity in which the resources will beinvested. the grawtr Ua Lefit s granted to the investor within the following niximt'n limits: 
GROUP A: Up to 75% of Nominal Value
 
GROUP B: Up to 60% of Nominal Value
 
GROUP C: Up to 45% of Nominal Value
In resmcting the premium, the objective is to guarantee that, in terms of current value, the conversionterms of securites will not affect the net exchange outflow from the cowury. In this connection, saving fromforeign debt service will be accounted for, as wel -.j any increase in the outflow that may occur in thefunre, as a result of the munetization of colbres from principal and i erest of securiies issued by
Ccntrl Bank for exchange purposes, the
 or of the use of the rmgister of capital described in Item 7.
From this point of view, as an incenuve to investrmnnt on priority activities,
a d&rect relation with the the premium shall maintaincunent value of the country's net benefits produced by the additional income fromforeign exchange generited by said investments. The foreign exchange saving arising from the conversion ofdebt documents into colon denommard securtime will be related to the maket vaiue of them documents andtt to the fE value theof. However, the premium accepted will be subject tc the terms of each offer, inz:odance with the basic criter described below.The market conditions of securities and the premium to be deurnined smlil be reflected intransaction, wheretpa colon denominaed securities the

will be delivered in exchange for a pan or the whole ofthe face value of the documents, with an interest rate, however, lower than the normal ratesecurities. Interest ra i. varying acconlLbg to the domestic 
for this type of 

mazre conditions, as well as fixed rates, may well
be established. 

7. Register of Investments 
The Central Bank of Costa Rica will establish the terms fo; a register of cQpital relativebrought into the to the moniescountry through this process, so that the investor may repatriate his capital and dividendsgenerated by this process, or effect payment of service of the external credit used to finance the project, asthe case may be, in accordance with the tenis contained in the Regulations for the Selective Register ofCapitals. The amounts set forth under this register will be dependeni upon the reference price existing at the 
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Lme of acceptance by the Cenua] Bank. of securities for exchange, or in special cases,agreed upon the current valueto for said transaction. Repauation
dividends, will be allowed: 

of loans as well as of investments, including the correspondinghowever, this will not occur in whole or in pan before the maturity date of thecolon denominated secitues issued according to this process. 

8. Compliance with the Investment PlanIn order to control the development of the conversion pjects appoved, the Central Bank will establishthe requiremens n each case. In order for the investments considered under Group A go be under a closercontrol, the partcipation of a commercial bank subject to the direct control of the Office of the GeneralAuditor of Banks will be required.Thi bank will act as a depository and/or adrinistaor bank of t e relevant funds, andresponsible will bebefore the Central Bank for the due allotment of the funds for the parposes planned, in accordance with the investment plan submitted to the company concerned. 

9. FInalTheApprovalfinal approval in each case will be ganted by the Executive Bomrd of Directors of the CentralBank. Any agreemen tha has been reached in pr=zple betwcem the Cenral Bank's Management and theholders of the documents to be exchanged, will therefore be subject to further approval frm the Board. andin no way will said agreement commit the Bwik to accept the offer. The Cenial Bak of Costa Rica reservesthe right to assign a maximum amount per year to the aggregate value of the promissory nc~es to be exchanges by means of this procedure. 

10. Implementation and Follow-upFor implementation purposes under this process, the interested party will subscribe an agreement withthe Central Bank. This document will state, among other things, the relevant commiment and liabiiierof theparties, the maximum erm for settlement of operaions, and penalties that could be applied in 
case of default.
Should the Office of the General Auditor of Banks confirminvestment a case of default, in accordance with theplans submit ed, the Central Bank will be in a capacity to apply the penalties established in theregulatory provsons for banks and tawcial instituions, as well as to suspend benefits which may have beengranted in accordance with this conversion achem. 

11. EffectivenessThe Central Bank reserves the right to amend the provisions set frth hereundercirums:ances should any chanFe ofo.cur. Such amendment may affect the exchange offers being processed and those submitted inthe futurv, but in no way will it affect those already granted the final approval by the Execuuve Board of theCentral Bank. 

12. Additional InformationFor further infornauon on this process, please feel free to contact our office through telephone number22-14.24. 

October 1986. 
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Ecuador 
BANCO CENTRAL DE ECUADOR
NO. 395.86 The Monetary Board, by its authotity, resolves that:
 

ARTICLE 1. Add the following (d) to Article 2 of Chapter I (Requirents and Conditions ForRe~fiaancg), Title 11 (Refinancing the Private Sector's Foreign Debt), Book I (Moaetmry-Cred Policy), Page73.4 in the Code of the Monetary Board's Regulations:(d) In conformuty with the stipulations in (b) and (c) above, holders of foreign debt accounts may loanthese funds to banks or finance compaxues. as well as to the rest of the companies formed or based in thiscotry, and which should be used simullaeosly to make conmbutrosin compensato to capital or increases in the capitaof these credits. Thre companies capitalizedmm pay their obligations, direct and indirect, due or 
unier this system, at the same time,=oining due, to the Central Bank of Ecuador under theterms set by the Central Bank for a sum equivalent to the capitalized creditOnwc the mechanism described in the precedingCentral clause is perfected, the external obligation of theBank is annulled under the consolidation agreement subscribed with On creditor banks for thec.aptaizedThe amounLMonetary Board will take care that the mechanism for conversionwill preferably be oriented toward the areas 

of the foreign debt to capitalof vital interest for the national economy.The operations described in this clatse arm subject to all the laws in effect on this mater.To apply the provisions stated in this clause, a capitalization committee will be formed,The President of the Monetary Board; to consist of:The MinisterGeneral Manager of the Central Bank 
of Industry, Commerce, Integation and Fsheries: Theof Ecuador. The Superintenden of Banks: TheCompanies; and Superimendent of

analyze the 
a member of the Monetary Board Repesentatve of the Private Sector. The Committe willrequests for capitalization, wlikh together with the respective reports will be forwarded to theMonetary Board for consideration and resolution.The Cnmintee will inue the respective reglation which will be approved by the Monetary Board.ARTICLE 2. Add the following Chapter to Title 11 (Refinancing the Private Sector's Foreign Debt),Book I (Moneuary-Credit Policy), Page 73.7.1 of ,he above-mentioned Code of Regulations:CHAPTER IV (Offset of Liabilities with the Central Bank):

Chapter 
Artcle 1. The companies which participate in the system of capitalization set fortht in (d), Article 2 ofI (Requirements and Conditions for Refinancing), Title 11 (Refinancing of the Private Sector'sForeign Debt), Book 1 (Monetary-Credit Policy), must pay their obligations, direct or indirect, duc or comingdue, with the Central Bank for the amount capitalizedconsidered as pan of the exchange 

under this mechanism. Stabilization creaLs will berisk and the corresponding interests accrued until the capitalization datewill be debited.ARTICLE 
Investments), 

3. In Section VI (Profits Remittance and Capital Repatriation). ChapterTitle 4 (Regulauons I (Foreignfor Foreign Capital), Book 11 (Exchange Policy) Article !, Page 113.0 ofthe same code, the following Clause 3 should be added:The re-exportation of invcsed capital originating from direct foreign investment through the system ofincreased capital demf with in (d)Article 2 of Chapter I (Requrements and Conditions for Refinancing), Title11 (Refinancing of the Private Sector's Foreign Debt), Book I (Monetary-Credit Policy), should be effectedwith foreign exchange from the private free market at least on 
 the same terms as those which appear in the
amortizaton tables in the consolidation of the foreign debt agreement which is in effect
hac been loaned, mid should be incorporated into the agreement 
from which resources
 

of Ecuador. In additi, between the investor and the Central Bankthe minimum time span for the remittance of earnings which may be generated willbe specified in the agreement.ARTICLE 4. This regulation will be effective from the present daoe, no matter what the publicationdate is in ,be official register. 

QUITO, December 3, 1986 
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RESOLUTION NO. 408.87
 
The Monetary Bard. considering:
That itisnecessary to establish mechanisms which 
 will tend to reduce the Ecuadoran foreign debt inorder to strengthen the country's economic and financial position;
That the conversion of the foreign debt to
foreigners will improve the fmanctal 

capital th'ugh the participat and support of citizens andpositions of companies, benefiting the economic and social progress ofthe country;
That 

Jnuary 26, 
the Ministry of Industry, Commerce, Integration and Fisheries, Resoluton 104,through No.1987. 	 published inOfficial Register No. 613 on January 28. 1987, has esbished dienments, 	 procedu s and conditions under which direct foreign require

investment may be authorized by means of themechanism for conversion of the foreign debt: and

Through 
use of the powers conferred upon it by the Monetary Regulations Law,
Resolve
ARTICLE 1. Eliminate Clause

Refinancing), Title 	
(d) from Article 2, Chapter I (Requiremnts and Conditions for11 (Refinancing the Private Sector's Foreign Debt), Book I (Moneutry-Credit Policy), Page73.41 	inthe Code of Regulations of The Moneta y Board.
ARTICLE 2. Add the following Articles to the above-mentioned Chapters, Title, Book (Page 73.5) 
 inthe Cole:
 

Article 4.The Holders
contributions to the oroftoForeignaddedExchangethe Debts loan, cede orcapital be to may designate said resourcescapitl assigned to copie formed based to beor in thecountry, subject to law.
The companies capitalzed

that of the capualized 

under this system should pay, at the same time, for an amount equivalent toresources, the obligations, direct or indirect, due orbanks 	 or finance coming due, with the intermediarycompanies. These institutions, n rum, will pay obligations for the same amounts to theCen al Bank of Ecuador on terms 	set by the Monetary Board.The banking institutions and finance companies capitalized under this systemdirectly to the Central Bank 	 will pay their obligationsof Ecuador on the trms stated in the previous clams. The Central Bank willeffect the transfers and the pertineni accounting procedures.Once the operations set forth in the preceding clauses have been perfected, and in conformity withconsolidation agreement, the external theobligation subscribed between the Central Bank and the Creditor banksfor the amount rapuahied will be eliminated.Article 5. The payment
will be effected based 

of the foreign exchange obligation originating from the capitalized foreign debton the 	current isitervention exchange rate in effect at the Central bank on the notificauon date, on the part of the account holder, on the reduction of certain parts of the debt, in the annex 	 to theconsolidation agreement in effect.
Article 6. The mechanism to convert 
 the foreign extermlbe done in the 	
debt to equity via foreign investment can onlyareas 	which are vital to the national economy, which will be determined by agreement by theMinistry of Industy, Commerce, Integration and Fisheries.Article 7. Each application of debt-o-equity convrsiondocumentation which it listed on 
must be accompanied by the information and 

addressed by 
the forms provided by the Central Bank of Ecuador. The application must bethe interested party to the President to the Monetary

reports to be considered by the Monetary Board 	
Board and will be attached with respective

so that this entity during a session may adopt the respective
resolution.

Article 8. In the case of foreign investment, it is required to include the authorization of the Ministyof Industy, Commerce, InteMgraon and Fisheries.Article 9. If the capitalization is not done based on this mechanism during a period of one hundred andeighty days surting from the date the Monetary Board notifies the interested party, as required bythen the resolation approving the capitalization shall expire, except for those 	
Article 7, 

caes 	 specifically exempted bythe Monetary Boart
ARTICLE 3. Substitute Chapter IV (Liabilities Offset wiph the Cental(Refirancing the Private 	 Bank of Ecuador),of External Debt), Book I (Monetary-Credit Policy), Page 73.7.1, 

Title I I 
of the Code ofRegulations of the 	Monetary Board, with the following:

CHAPTER IV (Cancellation of Obligaticns with the Central Bank of Ecuador):
Article 1. The companies which fall under the 
 program of capitalization based onI (Requirements and Conditions of the 	
Article 4 of ChapterRefinancing), Title 11 (Refinancing Privateof the External Debt).Book 	I (Monetary-Credit Policy), must pay all their direct or indirect obligations, due or coming due with the 
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Central Bank, according to the amount capitalized under this mechanism, including capital and the correspond.ing accrued interest to the date of capita ation, as well as the foreign exchange risk commission for thecases of stabization credits.Article 2. In the case of any difference in the National Currency due to the cancellation of obligationsbetween the Central Bank of Ecuador and the financial intermediary, the Cental Bank may pay the Lauer, insucres, up to the limit and on the condi'ions for each case established by the Monetary Board.Article 3. In the case of the cancellation of an obligation which., is not a stabilization credit, the CentralBank of Ecuador will revise the credit quota of the banking or financitl intermediary based on the regulitionszmzrent rmaci program.ARTICLE 4. In Section VI (Profit Remittances and Capital Repatriation), Chapter I (ForeignInvestments), Tile 4 (Regulations for Foreign Capital). Book I (Exchange Policy), Article I (Page 113.0) ofthe same code, subsiute Clause 3 with the following.The re-exportation of invested capital and profit remittances resulting from the foreign investment doneby the mechanism outlined in Article 4 of Chapter I(Requirements and Conditiots for Rzfmancing), Title(Refinancing of the Private Extemal Debt), 11o: Book I (Monetry-Cedit Policy), mustth free market in the be done with dollars ofterms agreed upon by the Ministry of Industry, Commerce. Integrauion and Fisheries,based on curnmt regulations.ARTICLE S. A favorable resolution of the Monetary Board doesincrease not imply approval to the capitalof the company which is capitalizing, as such approvaldepartmenm must be obtained from the competentThe actions covered by this regulation must be under the control and conditions determined foreach case by the competent authorities.ARTICLE 6. This regulation will be effective from the present date, no matter what .the publicationdate is in fe official register. 

QUIrTO, Feb. 9, 1987 
RESOLUTION NO. JM-282.CED 

The Monetary Board. using its attributes, declares the following Resolution:ARTICLE 1. Authorizes the Central Bank of Ecuador to acquire the Special Fceeign ExchangeAccounts from the banks and financial instituons opertng in the cou.try, up to the amounts registered unl
March 31, 1988, prior to the corresponding analysis.
ARTICLE 2. The amount of the purchase of said accounts must be applied
liabities which to the cancellation ofthe banks and fwiancial instnitions maintain with the Central Bank. due to the following
obi .;lons:- Barks: Sucrenz.tons of 1988, past due loans, overdrafts, ordinary and extraordinary advances, reserverequirement deficits.* Financial inasitutions: past due loans; overdrafts, ordinary and extraordin advances, and sucreautions of1988. 

ARTICLE 3. The Special Foreign Exchange Accounts will be converted into Sucres based on theintervenuon exchange rate of the Central Bank ineffect at the time of negotation. 

QUITO. April 15, 1988 

THE PRESIDENT 
Dr. Rodrigo Espinosa BermeoThe resolution listed above was proclaimed and signed by Dr. Rodrigo Espinosa Bermeo, President of the

Monetary Board. in Quito, on April 15, 1988. 1Cergf. 

Dr. Gao Recalde Fdez S. 
General Secretary of the 
Monetary Board 
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RESOLUTION NO. JM-291-CED
 

The Monetary Board. using its ambues, dictates the following Resolution:
 
ARTICLE 1. Authorizes 
 the Central Bank of Ecuador to acquir: Special Foreign Exchange Accountsfrom banks and financial insutions operating in die counry to cancel or prepay stabilizavon loans andioreign exchange commissions of their clients corresponding to 1988, after the perunent analysis.
ARTICLE 2. The amount of the purhase of such accounts must be applied exclusively to thepayment of stabilzauon loans and foreign exchange commissions outstanding between tho Central Bank and 

the banks and financial iisatutions. 
ARTICLE 3. The Special Foreign Exchange Accounts will be converted to Sucres based on theintervenuon rate of the CenrtWl Bank prevalent at the date of approval of the pirchase. 

QUITO, June 29, 1988 

E PRESIDENT 
Dr. R3xrigo Esinosa Berneo 

The resolutwn listed above was proclaimed and signed by Dr. Rodrgo Espinosa Bermeo, President of the 
Monetry Board, in Quito, on June 29, 1988. 1 Certy. 

Dr. Galo Recalde Fdez S. 
General Secretary'of the 
Monetary Board 
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Jamaica 
Programme for the Conversion of Janvican External Debt

into Equity Investments 
--Guidelines for Investors 

The Bank of Jamaica, on behalf of the Govenment of Jamaica"'Gtdelines") relating prtets the following guidelines (theto the Governm it of Jamaica's programmeJamaicz's external debt into Qualified for the conversion of the Government ofInvestnents in Jamaican enterprises (the "Debt Conversion Pro.gramme").
lnquies and other communications regarding these Guidelines or Debtihould be directed the Conversion Programmeto: Debt Capitalization Unit, the Bank of Jamaica. Nethersole Place, Kingston. Jamaica.The Bank of Jamaica reserves the right to issue from time to time supplements to these Guidelines andrevised versions of the Exhibits aached hereto, and copies of such supplemeas and revised Exhibits will beavaibibe upon request from the Debt Capitalization Unit..Any such supplement or revision shall become effective only with DebtConversion Truisacuomi completed after the date on which the supplement 

respect to applications for 

or revision is made public.
Nothing in these Guidelines shall be deemed to supersede or alter any other requirement of Jamaicanlaw or regulation. 

CHAPTER L Policy Objectives; Background 
Section 1. Objectives

The Debt Conversion Programme is designed to achieve principally the following policy objectives:(i) To stimulate and encourage equity investments in Jamaican enterprises by foreign investors(ii) To promote and target new investment into wreas of high priority as set out in Exhibit D hereof:(ii) To reduce the external debt burden of Jamaica.The Bank of Jamaica. acting on behalf of the Governmentapplications of Jamaica. is authorized to approvefor Debt Conversion Transactions and thebe effected. Applications may 
terms and conditions on which such transacuons mayeither be approved by the Bank of Jamaica or rejected without stating anyreason. 

Section 2. Background to the Debt Conversidn ProgrammeA number of developmg countries have introduced schemesexchanged whereby external country debtfor local equty invesmient through may beDebt Conversion Transactions. Typically the enablesforeign investors to reduce processthe hard currency costs of purchasing local assets.The investor, having acquired external country debt for hardmarket discount, then cancels currency at the prevailing secondaryit in return for receiving local assets from.Assets which the borrower at closer 1) face value.may be transferred include local currency, local debt isumentzs, capital assets and (whereGovernment is the borrower) shares in public sector enties. 

CHAPTER IL Convertible Debt 
Section 3. Debt EUlgible for ConversionInitially only A Advances, or portons thereof, as defined in the 1987 Rescheduling Agreement with theCommercial Banks will be eligible for conversion. 

CHAPTER IlL Eligible Investors 
Section 4. Eligible InvestorsSubject to the approval of the Bank of Jamaica. any person (natural or juridical) domiciled and residentabroad shall qualify as an Eligible Investor and may participate in the Debt Conversion Programme. 
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CHAPTER IV. Qualified Investments 
Section 5. Qualified InvestmentsInvestment funded with the Proc=eds of the redemption of an item of Convertible Debt pursuant to theDebt Conversion Programme shall be referred to as "QualiTd Investment"

Qualified Investment may take the following forms:(i)A holding of a special claiss of Ordinary Sham of any Jamaican Public Sector Entity or Jamaica,Private Sector Company, such shares being issued in registered, ce tirated form in the name of the investr.(ii) An equity iLnvestment in any non-corporate Jamaican Private Sec=oWhere the purchase of capital Company.asse in Jamaica is to be funded by a Debt Conversion Trunsacoon.such purchase must be conducted Uwiugh a Jmuica investment vehicle. The assciated Qualified Investnentis, therefore an equity investment in this vehicle and as such falls into one of the above categories.An entity or company in whi:h a Qualified Investment is made shall be refermred toEntiy/Company." Equity interests as a "Recipientin Recinient Entities/Companies acquimrd in respect of Qualfd Investments are required to bear the same right to receive dividends and other distributiouinterests acquired in respect of Fresh Money of profits as equityInvestments (that is,investments funded with freely convertibleforeign currency, and beanng a certificate from an authorized Jamaican coimemW bank to that effect). Thedocumentary implications of this requirement are discussed in Chapter VI.Capital and distributions of profits in respect of Qualified Investments ire subject to certain specialrestrictions. These are discussed in Section 6. Qualified Investments are not convertible into any instmmnent orszcurity other than other Qualified Investments. 

CHAPTER V. Restrictions on Qualified Investments 

Section 6A. CapitalA Qualified Investment may not by its terms b subject to redemption"Restricted Period"), within a certain period (thenor may it be transferred within this period in a transaction whereforeign currency obtained through the Auction Market the comsidenton isfor Foreign Exchange. Furthermore, should the capitalof a Qualed Investment be repaid
tion, dissolution 

,ith the Restricted Period for any reason whatsoever including liquidaor winding up of the Recipient Entity/Company, then the amount repaid may not be renuedoverseas until the expiration of the Restricted Period, at the earlies. Opdons open to the investor are discussed in Chaper VII.Qualifie Investments resulting from Debt Conversion Transactions shall be subject to the followingRestricted Periods: - For Qualified Investment in new facilities in priority sectors (as designated from time to time by theBank of Jamaica) the Restricted Period is three years.*For other Qualified Investment the Restricted Period is seven years.The Resmcted Period commences on the Value Date for the Qualified Investment, this being the dateon which the Recipient Entity/Company receives title to local assets generated by the investment After theexpiration of the Rcsited Period, a Qualified Investment is trated, for the purposes of these Guidelines, asif it had been funded by Fresh Money (that is. freely convertible foreign currency). 

Section 6B. DistrIbutions of ProfitsDILibation of profits from a Recipient Entity CompanyInvestment resulting to an investor in respect of a Qualifiedfrom a Debt Conversion Transaction may not be remittd overeas for a period of threeyears from the Value Dam. 

Section 7. SaleTransfer of Qualified InvestmentSubject to the approval of the Bank of Jamaica, an investor may sell an interest in a QualifiedInvestment, and transfer the share certificates or other documents evidencing the ownership of the interestanother person (the Purchaser); provided that, toif the sale occurs during Lte Restricted Period for the invest.men" 
(i) The Purchaser is an Eligible Investor(ii)Consieration for the tnsaction is foreign currency obtained other dun through the Auction Marketfor Foreign Exchange;(iii) The Purchaser submits to the Debt Capitalization Unit a certificate in such form as may be 
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prescribed by that unit confirming that- The Purchaser understands that the capital and dist'ibutions of profisInvestment arc subject to the in respect of the Qualifiedresmcuons set out in these Guidelines and Bank of Jamaica's approval for theinvesment:n The Purchaser agrees to assume all the obligations (including the periodic reporting and certificationobligations) of the original investor in respect of the Quaifed InvesmenL
Following the completion of any such sale and 
 transer. the Purchaser fhGuidelines be deemed to for the purposes of thesebe the investor in respect of the QuatifXed Investment concerned. 
Section 8. Blocked Deposit Accounts and Related Qualified Investments 

Section 8A. Blocked Deposit AccountsQualified Investments may give rise to local curreizy funds which the inve=str may not immediately bepermitted to Mrnt overseas. This may occur, for example, if dividends are paid to te investor within threeyears of the Value Dam, or if capital is repaid within the Restricted Perioddisautn, as a result of, say, liquidation,or winding up of the Recipient Eniy/Company. Such funds must be deposited by the investor atan authorzed Jamaican commercial bank in a Blocked Deposit Accclmt or, subject t0 the consent of the Bankof Jamica. used to invest in a Related Qualified Inves.meL (See Section 8B).Features of Blocked Deposit Accounts are:" They must be registered with the Exchange Control Deparment." The investor may negotiate with an authorized Jamaican commerial bnk for such BlockedAccots i, tr a market )epositrwe of interest.* All uuisfers to and from, and uses of the funds in a Blocked Deposit Account must be approved bythe xchnge Control Department.a Funds in a Blocked Deposit Account may not b, used as security for borrowing.The Exchange Conrol Department's principal concern ensureAccount are is to that funds in a Blockednot used. directly or indirectly, Depositto make Jamaican dollars available for use the Auction Marketnfor Foreign Exchange. 

Section 8B. Related Qualified Investments
The Bank of Jamaica recognizes duutinvestm paticipating in 
 the Debt Conversion Programme maywish to reinvest local currency funds generated from a Qualified Investment that would otherwise have to beretained in a Blocked Deposit AccoutL Request for Bank of Jamaicamade conent to such reinvestment kould beto the Debt Capitlization Unit at the aWress shownconsent is given will among 
on the first page of these Guidelines. Whetherdepend, other things, on whether, in the view of therequest represents a bona ide reinvestment proposal, or simply a means 

Bank of Jamaica. the 
to free Jamaica dollars for use in theAuction Market for Foreign Exchange.If approval is given, the reinvested anaotmtRelated Qualified Investments shall be deemed 

shall be referred to as "Relad Qualified Investment."to be Qualified Investaents. However, resictions relatingcapital and disuibutions of p.ofit may differ tofrom the provisions of Sectiom 6. This is becausebetween the Value the periodDate of a Qualified Investment and the Value Date of a Relted Qualified Investment maybe counted in favor of the investor, and the Restricted Period (and period of restmcon on remtaace overseasof distibution of profits) for the Related Qualified Investment reduced accordingly.Recipient Enc es/Companies n respect of Related QuaifUd Invesmeatsments will be subject to the certification and owners of such invest.and repting requirements described in Sectionsdocumentation requirments described in Section 9. 
21-23 and the 

CHAPTER VL Documentation 
Section 9. Written Agreement with the Government of JamaicaFor all Qualified Investments, the Recipient Entity/Company and the investor must enter intoagrecment with the Government of Jamaica which provides thau 

a written 
(i) The equity interest acquired in respect of Or, Qualified Investment bearn the sane right to receivedividends and other distibutions of profits as equity interests acquired in respect of Fresh Money Investment.(ii) The equity

restrictions relaang 
interest is subject to the reporting requirements, rejaictions on transferability,to capital and distrbutions of profi:s as andspecified in these Guidelines in Bank of Jamaica's 
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approval for the corresponding Debt Conversion Transacution. 

Section 10. Other Documentary Requirements
 
In addition:

(i) For a Qualified Investment in a Recipient Company, the ArticlesCompany of Association of the Recipientmust be amended, where necessary, to accord with the provisions of the Agreement (required bySection 9) and in particular to explicitly state that dividends and other distributions of profits will be paidpro-rata across classes of Ordinary Shares issued in respcct of Fresh Money Investment and any class issuedin respect of Qualified InvestmenL
(ii) For a Qualified Investment in a Recipient Entity, documents evidencing the investment anddocuments governing the relationship of the owners of the Recipient Entity must ber explicit statement to theeffect of point (i) of Section 9 above. 

CHAFFER VII. Liquidation 
Section 11. Liquidation


In the event tht any portion of the capital of a Qualified Investment is repaid within the 
 RestrictedPeriod for whatsoever reason including, without limitation, liquidation, dissolution or winding.up of thERecipient Entity/Conipany concerned, then the owner of the investnment shall have the option of either(i) Depositing an amount equal to the amount repaid in a Blo.ked Deposit Account at an authorized
Jamaican commer bank; or(i)Subject to the approval of the Bank of Jamaica, re.-vestng the amount repaid* in a Related
Qualified InvesunenL

If the amount isdeposited in h Blocked Deposit A=count, thenmade earlier than the repayment of principal shall not bewould have been possible through redemption of the Quaiied Investment: and intereit shallnot be capable of renittance overseas earlier than dividends on the Qualified Investment would hive been.Blocked Deposit Accounts and the reinvestment of funds in Related Qualified Investments are discussed indetail in Section 8 hereof. 

CHAPTER VIIL Fresh Money Requirements 

Section 12. Fresh Money Requirements

The Bank of Jamaica is concerned to avoid a situation in which 
 the Jamaica d&Uar proceeds of a DebtConversion Transaction am routed through the Auction Market for Foreign Exchige to fund overseasexpenditure of a Recipient Entity/Company. In puiculki, such pmceds ,may not be used to fundimports. For this reason, investor, capitalmay be required to fund a proponion of a pmposed investmnentconvertible foreign currency with fteely("Fresh Money") or its equivalent in tangible assets or technology. Thisproportion will be determined on 

detailing the proposed 
the basis of a schedule (to be submitted by the investor with his applicatio)use of injected funds by the Recipient Enity/Company, The Bank of Jamaica apprnvafor the Debt Conversion Tra.saction will be cosditional on the requuned Fresh Money Invinsment being made. 

CHAPTER IX. Applications, Approvals 
Section 13. Relationshlp to Exchange Control Act, Other Laws, Regulations and InstitutionsNothing in these Guidelines shall be deemed to supersede or alter any other requirement of Jamaicanlaw or regulation, including in particular laws and regulations relating to foreign investment and exchangecontrol which may be in existence forn tne to time.Investors are advised that in most cases the Bank of Jamaica will conult with Jmaica NationalInvestment Promotions Limited (JNIP) before issuing any approval for a Debt Conversion Transaction. 

Section 14. Applications
An Eligible Investor wishing to engage in a

application in the form 
Debt Conversion Trarastion shall stbmit (in triplicate) anof Exhibit A hereto, together with any appro'ia-i suppoting materials, w the DebtCapitmlization Unit at the address shown on the first page of these Guidelines.application, the investor shall pay 

At the time of submitting anto the Bank of Jamaica a non-reftmdable application fee of US$250.00. The Debt Capitalization Unit shall have the authority to seek from the investor any clarification or 
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additional supporting materials as that unit may find useful in assessing a proposed Debt Conversion Transac. 

The Bank of J=maica. Lnrough the Debt Capitalization Unit, wiU notify the investor of the approvaldisapproval of a proposed Debt Conversion Trmnsuon within 
or 

45 calendar days of the date on which theinvestor's applicaion is completed. A negative decision in respect of dn application is without prejudice to theinvestor's ability w resubmit the application or a modifi d version thereof ax a subsequent time. The approvalfor a Debt Conversion Transaction will include, among other things, the approval of the Exchange ControlDepartment (registering the invesunent) as required under the Exchange Control Ac-. The above approvals willbe subject to the documentary requrements specified in Section 9 being carried out to the sa6sfaction of theBank of Jamaica, and to the investor's continuing compliance with the requirements stipulaed in writing bythe Debt Capiualizad n UniL. These requirements will include the proper applirAtion by both the investor andthe Recipient Entity/Company of any Jamaican doLlzr proceeds of a Debt Converion Transaction,compliance with certain registration, reporting and certification requirements. 
and 

CHAPTER X. Debt Conversion Transaction Mechanics 

Section 15. Closing Period

If a proposed Debt Conversion Transaction is approved, the investor sH 
 have 90.120 calendar daysfrom the date of such approval to close the Debt Conversion Transactionrelating to that within such period. The approvalansaction shall automatically lapse unless the Debt Capitalimion Unit gamnts an extension of

this period 

Section 16. Arr2nge.nents for Obtaining Convertible Debt
During the 90-120 calendnr day period referred to 
 in Section 15 above, the investor will obtain one ormore items of Convertible .,7: defisned in Section 3 hereof) from the holder or holders thereof. Theapproval given with regard to the relevant Debt Conversion Transaction will be deemed to be the approvalnot only of the Bank of Jamaica. but also of the Government of Jamaica as required by Section '.12 of the1987 Rescheduling Agreement with the Commercial Banks. 

Section 17. Notices to the Agent

The Government 
 of Jamaica and the investor shall deliver to the Agent an Erchange Notice in theform of Exhibit E here=o for each Advance (or portion thereof) to be exchanged for Qualified InvestnenL TheExchange Notice must give at leas 10 calendar days' notice to the Agent of a proposed Value Date, andmust specify the amount of the reduction iii the principal amount ot one or more Advances. On identifyingthe item of Convertible Debt to be used in an approved Debt Convemon Transaction, the investor mustsubmit the Exchange Notice to the Debt Capitalization Unit for cotmter si6mae by th: Government ofJamaica and onward transmission to the AgenL 

Section 18. Clesing

On the Value Date for a Debt 
 Conversion Transction, the Government of Jamaica's obligation inrespect of the Convertible Deit in question shall cease upon delivery by the Government of Jamaica to theRecipient &.uty/Compny of local assets as previously agreed with the investor (see Section 19). The investorshall receive share certificatcs or other documentation evidencing the ownership interet in the RecipientEntityrcompany. in addition, requirements of Sectio 9 and 10 shall be complied with. 

Section 19. Local Amts Received by thE Recipient Entity/Company

The local asm issued by the Government of Jamaica to 
 a Recipient ?Intity/COmpny pursuant to a

Debt Conversion Tnsaction shall be: 
(i) Capital assets (e.g., land) or shares in public swaor entities;
(ii) A local curency denominated debt instrument which may bx. discounted b" the Recipient Entity/Company with a Jamaican pnvat secx financial inttution (see Section 20). 9.,,d the proceeds used for 

the approved purposes.
The natre and amount of the local assets to be received by the Recipient Entity/Company shall hespe. ,ied in the appoval for the Debt Conversion Transaction. The amount will be less than the Jamaicadollar equivalent of the face value of the Convertible Debt to be cancelled. The difference represents a "fee"through which the Government of Jamaica can share in the discount achieved by the investor in the secondary 
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market for Convertible DebL The fee will d pend on the priority of the investment and will not exceed 10percent of the face value of the cancelled Convertible Debt. The applicable exchange rae is the selling ratefor Jamaica dollars ruling two days prior to the Value Date. 

Section 20. Discounting the Local Currency Debt InstrumentThe discountng of loczl currency debt insuuments issued by the Governuent of Jamaica pursuantthe Debt Conversion Transactions will be to 
ested Jamaican private 

effected in accordance with standing arrangements between intersector financial insiutiors. the Gevernmem of Jamaica andUnder these arrangements, the private sector financial institutions agree 
the Bank of Jamaica. 

to zrchase over a period of time acertain amount of the above debt instuments. This provides asurancethey can obtain J&u-Aa to Recipient EntiesiCompani s thztdollar funds. Should arrangements in force at any time not be adequate to generateLh Jamaica dollar funds required by a proposed Qualified Investment, the inveitor'.: application will not beaccepted awd no applicaton fee will be payable.
 

Section 21. Reportin Requirements
The Recipient Entity/Company must file information relating to thefrom a Debt Conversion Transaction with the Bank of Jamaica through 
use of any Jamaict dollar proceeds 

once the Debt Capitalimion Unit at leastevery six months, or as specified in the approval for the Debt Conversion Transaction. Failure to do socan lead to suspension of the approval and subsequent auditing of the Recipient EntisyjCompany. 

CHAPTER XL Compliance 
Section 22. Registration and Post-Closing Notificaton 
Unit 

AUl Qualified 
10 calendar 

Investments 
days 

must be registred with the Bank of Jamaica through the Debt Capitalizationwithin after the Value Date. This is f :ili6Ted by the investor's submission of anotification in the form of Exhibit B hereto. 

Section 23. Annual Compliance Certificates
Within 10 calendar days following each anniversary of the Value Date for
which anniversary occurs during the a Qualified Investment.Restricted Period for such Qualified Investment, theRecipient Entity/Company investor and theshall mumit to the Debt Capitahion Unit a report in the form of Exhibit Chereto indicating the amount of cjpital, and distributions of profits paid in respect of such investment. Where
the investor holds both Fresh Money Investment and Qualified Investment in a Recipient EntiryCompany, the
investor and Recipient EntityCompany are required to jandcate the amount of capital and distibutions ofprofits paid in respect of each. The Debt Capitalization Unit shall have the authority to request any suppratngmaterial, including Recipientthe Entity's/Company's
pertinent financial year, as 

audited fiAncidl statements corresponding to theit may reasonably find useful in confirming the informaion proided. 

CHAFFER XIL Request for Public Comment 
Section 24. Effective Date of the Debt Conversion ProgrammeThe Debt Conversion Progamme dewh-ibt in these Guideines sh1987 and shall apply to all be effeetive on 7uesday, July 28,Debt Conversion Trnsactions coed afterExhibit attached that daze. Revised versions of anyto these Guidelines and any wupplemeat thereto shall apply to all Debt Conversion Transactions for which the Debt Capiwliuition Unit receives a completed application during the period in which suchrevision or supplement i2 in effect, regardless of any subwsiquent revision or supplement released betwben thedate of application and the Value Date. 

Section 25. Request for Public CommentsThc Bi'nk of Jamaica hereby solicits comments from all inteested personsConversion Programme described herein. Such comments 
on any aspect of the Debt 

zation Unit at the address shown on 
should be submitd in writing to the Debt Capizai.the first page tf thee Guidelinelegend "Comments: and each comment should bear theGuidelines for the Debt Conversion Programme." All comments should be received bythe Debt Capitalization Unit within 60 calcridsr days from the effective daze of these Guideines. 
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Section 26. Further Bank of Jamaica ConsiderationFollowing the close of de comment period referredGuidelines reflecting certain suggestions contained 
to above, the Bank of Jamaica may amend thesein such comment.i, or reflecting Bankthe of Jamaica'sexperience in administering the Debt Conversion Progmaime during the perod since its inception, if the Bankof Jamaica believes that such amendments would facilitate the smooth operation of the programme and furtherthe attainment of the programme's objectives. 

Section 27. Adnilnistratlve DL. cetlonThe hiank of Jamaica may allow a deviation on a case-by-case basis fromGuidelines as it applies a specific 2ny provision of theseto Debt Conversion Tnsution, if it demmr4s that such deviationwarranted in light of special circumstances surrounding the transaction and is in furdthe 
is 

of the objectivesof the Debt Conversion Fogramme. 

CHAPTER XII Definitions 

Section 28. Deflnitions:When used in these Guidelines andidrmdbelow: the Exhibits hereto, the following terms shall have the meanings 
"Advances" means advances made to the Govemment of Jamaica pursuant to the 1987 ReschedulingAgre-aten with the Commercial Banks."The Agent" has the meaning assigned in the 1987 Rescheduing Agreement with the CommercialBanks rd for the time being, means"Aucuon the Bank of Nova Scotia.Marke for Foreign Exchange" means the weekly awctiowhich holders held by the Bank of Jamaica inof Jamaica dollars can bid for foreign currency, subject to the approval of the ExchangeConrol Deparent (where applicable) and to the guidelines issued by the Bank of Jamaica from time to timeregulating access to the auction."B'ocked Deposit Accounts" means deposit accounts at authorized Jamaican commercialwhich transfers and banks, fromuses of funds must Le approved by the Exchange"Closing Period" means Control DelpmrtenLthe peri." from the daze of Bank of Jmamica's approval for asion Trnsacon Debt Conver.to the Value Date for the coMCSPanding Qualified InveSnunL"Commercial Banks" means the signa is to 1987the Rescheduling Agreement, apar thefromGovernment of Jamaica."Convertible Debt" means external debt of the Governmet of Jamaica which is convertible into equityinvesunents in Recipient EntisConplnies pumumt to thee Guidelit.L"Debt Conversion Programme" means the programme,thereto or revisions thereof, set forth in these Guidelines, and supplementsfor the conversion of exteral debt of the Goverment of Jamaica into equityinvestments ;n Recipint EntitielCon,wies."Debt Capiz.siation Unit" meani. the unit established within the Bank of Jamaica to administer theDebt Conversion Programme."Debt Conversion Transaction" means a trasaction in which Convertible Debt is exchangedQualified Investment pursuam forto the Debt Conversion Pzogamme."Eligible Investor" means any peson (natual or jtridical) domiciled a resident aboad and permittedby the Bank of Jamaica to make a Qualified InvesuMenL"Excliange Control Act" means the Exchange Cotrol Act 19 of Jamica."Exchange Control Department" means the Exchange Conrol Depsumnt of the Bank of Jam'ca."Exchange Notice" means a notice subsMznafly in the form of Exhibit E.
"Fresh Money" means freely convertible forign money.
"Fresh 
sectm 

Money Invesm=t" means equity investment in a Jamaican public sector entity orprivate compMy, which isvestment funded JamaicanLs by fr-y convertible foreign curency, and bears acertificate from an autiorzed Jamrican tnmer2Il baL to that effect."Qualified Investment" means equity investment in a Jamaican public sector entity or Jamaican privatesector company, which inve-nent is fundelt(i) With the proceeds of the redempton of an item of Convertible Debt pursuant to a Debt ConversionTransaction: or(i) Using local currency generated fnom Qualified Investment but not capable of being remittedoverseas.
In the case of (ii), the Qualified Investment is referred to as "Related Qualified InvesunenL" 
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"Recipient Entity/Company" means a Jamaican public sector entity or Jamaican prvate sector companyin which Qualified Investment is mau.-1987 Rescheduling Agreement" means the Reschedsling Agreenient datzd April 30. 1987 between theGovernment of Jamaica and its commercial bank creditors."Resmcted Period" means a period commenring on the Value Date during which a Qualified Investment may not by its terms be subject to redemption.-Value Dar" means the date on which a Recipient Entity/Company receives tide to local assetsgenerated by a Qualified InvesmaenL 
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Mexico 
Operating Manual For Capitalization of Liabilities and
 

Substitution of Public Debt by Investment
 
I - POLICY WITH REGARD TO CAPITALIZATION OF LIABILITIESIhe capitaization of liabilities is governed by the provisions of the first panrtaph of Article 8th of tho-Law to Promote Mexican Investment and Regulate Foreign Investment, whichof corresponding Ministry, in accordance states that: "the authorizationwith the tranchrequired, when one or mote of t individuals of economic activiy being dealt with, shall beor entities referred to in Arile 2rid shall acquire. in one or more acts or succession of acts, more than 25% of the capitl stock or more than 49% of the fixed assets ofa corporation. The lease of a corporation,
to acquisition of assets." 

or of the asses essential for its exploitation, is deemed equivalentIn view of the foregoing, the National Commission of Foreign Investmentgrnd due consideration to the opinion of !he corrsponding Minisies when issuing its opinion. 
has 

The second paragraph of Section A of Item 2 of General Resolution No. 5 provides that.. . if theacquisition being dealt with is intended through capitalization of liabilities or reinvestment of profits, the priorauthorization of the National Commission of Foreign investmem will be required."
Therefore, the Commission is the 
 competent agency to resolve upon all cases of capitalization ofliabilities, including those in which the mechanism of substitution of public debt by investment is resorted to,regardless of whether, pror to performing the operation, the corporation have had 100% foreign capital.In its analysts of applications for capitalization of liabilities or for substitutioninvestment, and in cases of public debt bywhere Mexican shareholders do not possess the reourmescapital contibuuns, it is verified that there necesary for ditionalare no other financial mechanisms available; whether domestic,through participation of other national investors or temporary contibutions of risk capiW ftm developmentfunds, or intemational, through the bilateral joint investment funds.When none of said mechanisms constitute viable solutions for the fintancial problems of those corporations which, due to their characteristics, are included among the national priorities, permssion will be granted,invariably in compliance with appliczble regulations, for an increase of foreign particiption in the capitalstock of said corporations, after careful analysis has determined that said increase of capitl stock is indispensable for the survival of the respective corporation. 'Itsuch cases, undertakings contributing iditional benefitsto the domestic economy will be established. 

1I -- GENERAL CRITERIAWhen the National 
and/or substitution 

Commission of Foreign Investment analyzes cases of capitalization of Liabilitiesof public debt by.investment, it takes due account of the same criteria it ap-plies whenauthorizig and establishing the percentages and conditions for participation of foreign capital, as provided inArticle 13 of the Law to Promote Mexican Investment and Regulate Foreign Investment.The most important criteria, with emphasis, in each case, of the priority graned by the Cummnission,follow: 
1. Exports


1he Commission consid=s, firstly, those corporations showing surpluses in their balances of payment;
secondly, those showing even balances, and finally, those showing deficits in said balances.2. Application of ResourcesThe Commism will grant preference to cases of invesunent in fixed asse,lines, ot expwsions, new productnew economic actinities implying exports, and secondly, to cases of prepayments only to RCORCAand of liabilities in national curmrcy to Nttional Credit Corporations or national supplie, or of placementsamong Mexican investors at large.
3. Technology

The Conission grants first priority to projects possessing stat-of-the-art technology; secondly, toprojects of fairly recent terinology, and thirdly, to those the technology of which is becoming obsolete.4. Degree of National integrationPriority will be granted to those projects the degree of domestic integration of which exceeds that ofthe same economic branch, secondly, to those whose degree of domestic integration is equal to that of thecorresponding branch; and finally, to those the degree of domestic integration of which is lesser than that ofthe corresponding branch. 
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5. Existing Structure of Capital Ownership
For capitalization of liabilities, the Commission grants 	 preference. fintly, to corporations which,fiding their application, have 100% foreign capitol 	 whensecondly, to corporationsuon. and finally. to corporations which, due 	

with majority foreign parucipa.to the capitalization of their liabilities, will pass from minority orno foreign parucipaaon, to majority or minority participation, respectively.
6. Creditors

A. With regard to creditors, the Commission considerscorporations 	 among its priorities for authorization forto capitalize their own liabilities, firstly, credin from 	 banking insiuions:conTcted with suppliers: and finally, credits 	 secondly, creditshaving any linkage with foreign parent compaies of Mexican
corporations.

B. For purposes of the substitution of public debt by investment, the only liabilities permitted will bethose proceeding from: 
• Czedits in national currency with Natio, al Credit Corporations:" Credits in nanonai currency contracted with national suppliers for acquisiion of goods of domesticorigin:
 
" FICORCA; and
 
" Debentures placed wih Mexican investors at large.


7. 	 Size of the Corporation

With regard to the size nf a corporation, the Commission 
 grants 	fir priority to industries of small andmedium size, and second priority to larger cporations.

8. Analy-sis of Profitability of the Corporation in the Context of Sectorial GrowthC4itaization of liabilities vnd/or substution of public debt by invesmentcorporations who show dynamism which is greater than 	
will be permitted to those 

or equrl to that of the economic activity, industialbranch or sector to which the respective caporation belongs. 

II -	 SPECIFIC CRITERIA
1. It is of fundamental importance that the activity of a corporatfonand sectors ueemed priority in 	

be included among the activitiesterms of the Resolution Esvablishing Priority Industrial Activities published inthe Official Daily of the Federal Government for January 22, 1986.In pursuance of Article 4th of the Law to Promote Foreign Mexican Investment and Regulate ForeignInvestment, the following activities will be reserved for the State:
• Petroleum and all other hydrocarbons; 
* Basic petrochemicals:
* r-xploitation of radioactive minerals, and generation of nuclear energy;" Mining, in the cases referred to by the laws governing the mater
 
" Elecmcity;
 
" Railways;

* Telegraphic and radio telegraphic communicaaons; and

SAll other established in specific laws.
The following activities will be reserved exclusively for Mexicm individuals or 

tons 
for Mexican corpora.dw charer of which contains clam of exclusin of fom.piers:

" Radio and Television;" Urban and interurban automotive trarport, anio automotve traspor over federal highways;" National air and manme transpo=,
* Exploiamio of foresw 
* Distribution of gas: and


All other established by specific laws 
or by 	regulations issued by the Federal Executive Branch.The activities in which foreign investment shall be admitted, subject to the proportions of capital setforth below, are mentioned in Article 5th of said Law:* Exploitaon and advantzge of mineral substances: Concession will not be granted or transferred toforeign individuals or corporations. Foreign investment may participate inengaged in these activities, in a maximum 
the capital stock of corporations 

subsances subject 
proporton of 49% in cases of exploitation and advantage ofto ordinary concessions, and of 34% in cases of special concessions for exploitation ofmineral resources. 

* Secondary products of the petrochemical industry: 40%,* Manufacture of components for automotive vehicles: 40%, ando ALI othe.,a established in specific laws or in regulations issued by the Federal Executive Branch. 
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2. The fundamental approach for selection of the corporations thit will beliabilitis will derive from an permitted to capitalize theiranalysis of the combinaton of the effects of the impact of the fincial cost forthe respective corporation, and its profitability.It will be seen from the above that corporations which, although not burdened by indlbtedness, do notearn profits in their operation, will not be permited to capitalize their own liabilities. The same willcases of corporations which do not earn occur inoperating profits and would not improve their operting ,nd finacials,aatons even if their liabilities were capitalized. 

IV - SUBSTITUTION OF PUBLIC DEBT BY INVESTMENT
As stated in Chapter I of this 
 Manual, Claue 5.11 of the Restructure Agreement of the Debt of thePublic Sector, dazed August 29. 1985, establishes the possibility of coaverting the rights of collection thereofinto participations inpublic or private corporions. Said rights are held by the national and internanonaibanks having executed the restuture agreements referred to above with the emities and rporatzons of theMexicun public sector Uisted in Exhibit B of this Manual.
Said Clause permits foreign investors so desiring to acquire said rights 
in the market andthem for participations exchangein public or private corporations; to complement investment; or to create a newcorporation: or to pay their liabilities in national cumrncy.
In view of the foregoing, the criteria established in this Manual will
notwidnmnding tha case be 
be applicaNe to said corporations, 

deferred in the specific 
the not of capitaliation of their own liabilities; and treatment will only beitems establish-d in this Manual. However, thethe Restuctmr Agreement is not to 

:chee derived from Clause 5.11 ofbe used to pay obligations contractod with foreign banks, or to pay parentcompaLies of Mexioan subsidiary corporations, foreign suppliers. or for working capital, except when strictlyrelated to development of a project which does not imply pyments abroad, to pay domestic suppliers,debts to National Credit Corporaton or to FICORCA, and for full payment 
to pay 

investors at large, when the proceeds 
of debentures placed among 

concracted 
thereof have been applind to physical investment or to the repayment ofliabilities therefor its use is preferably to be for productive investment, as established in thisChapter.


The rate of exchange that will be applicable to the mechanism mentioned in the corpus
document and in acordance with of thiswhat has been stated by Banco de Mexico will be therae of exchange for purchase and sale quoted by ct least thre 
avenge of the free


domestic banking exchange houses on the date
of closing of the respective opertion.The percentage of discount at which the Mexican Government and other debtor publicexchange entities willtheir debt will be established in accordance with the benefits which the tansaction may produce fornational development, and will be negotiated with the Ministry of Finance and Public Creditsaid The ranges ofdiscounts arm established in Exhibit C, and will
malities having given origin 

only be modified, with application of the same forto them, when said Ministry considers that the corresponding range does not
respond to market conditions. Said Exhibit will govern only for substitution of public debt by ir vestmenLThe Schedule shown in Exhibit C contains fixed elements, each of whichdance with will be adjusted inthe market pnce accorof the paper and with varizis of the free reexchange. Consequently, said vis-a.vis the controlled rate ofxhibit shows the factor3 by which the discount is to be multipliad on the dazeof execution of the respective transaction. Said factors are the result of application of the following formula:
DI - D. 100 - p/100 - po (d/do)B
WHERE: 
DI - Discount for corporations
 
p - Curre price of Mexican paper

d a Differential between the free and the controlled razes

of exchange, ta ed a the quotient of both
DI, po, do = Te values of the variables mentioned above, as shown on the tablB = A factor equal to 2. The Ministy of Finance Public Credit may change Lis factor in thefuture, depending on the differential between the free 

and 
rate ad the controlled rue of excenge. However, saidfactor will not be varied from one case to another.Similarly, shares issued in exchange for cancellation of a debt shall be subject to the restrictions setforth in Clause 5.11 of the Restmcture Agreement of the Foreign Public Debt.In accordance with Clause 5.11 of the Resticture Agreement of the Foreign Debt of August 29, 1985,when there is a differential between the par value and the market value of sharts to be issued, the corporationwill issue shares in an aggregate par value equal to the desired participation of freign capitl. Any differenceresulting between the aggregate par value of shares so issued and the price paid there, will be covered by 
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the issuance of a premium which, pursuant to Clause 5.11 of said Agreement, will not be transferable toMexican entities or individuals.
 
In the specific case of the automotive industry, 100%
due to increases of net foreign currency flowing into this countryof capital stock will be recognized for purposes of therespecuve corporation, in accordance with Articles 

budget Is foreign currency of the15 and 16 of the Decree for Hationaizanion of theAutomotive Industry, Pubished in the Official Daily of the Federal Government for September 15,The 1983.above does not exempt corpor uions of the terminal automotive industry from compliance of thefollowing provisions:
A. 50% of their requirements for foreign currency, asautomotve components a minimum, is to be generated by exports ofmainafactued exclusively by corportions of the automotive pars industry that areregistered at the Ministry of Commerc e and Industial Development.B. Funzhe.-rn, or.iv 2)% s'ull ' ,.it4 by -,we of foreign financing.C. Only 20% of automotive components produced by psvecssing corporatons the cspital stock of whichis the property of corporations of the terminal industry, or of parents or affiiates of such corporations, will becredited. 

V - ADMINISTRATIVE PROCEDURE: SOLE WINDOW1. Interested corporations are to file their applications at the Ministry of FjAnnceusing therefor the quesiOnnaires existing for said purpoe, 
and Public Credit.

which areuon or PP)posal for execution of a 
shown in Exhibit D hereof. An applica.transaction of substitution may be signed mid submitted by theLanks bank orbeing the vendoc(s) of the rights of collection of the restmctred debt (or pawr) of the Mexican publicse=,. whenever such bank(s) hs or have been given a

bank(s) of said paper 
mandate by the foreign invenor(s), or by the vendorand by the foreign investors or their lawfully consfizA repmsMves or theiraffiliates or subsidiaries.


For purposes of this ransaction of substution 
 of debt byprovided in Clause 5.11, only instruments proceeding 
selected participatins in capitl stck., asfrom the restructure of the publi debt and havingoriginal maturities of 1982.84 and 1985-90 will be permitted.2. The Ministry of Finance and Public Credit will issue its approval truxmghthat will an Official Communicationinclude, among other variables, the amount, tem, and origin of the paper,applicable to Cie tramsaction. The acts to be performed by the pares on 

and the discount rate 
and instructions for the amount 

the day of closing of the transaction,being capitalized to be made available to the coirreponding coroation,through creaton of a deposit at the Federal Tfeasuy, byspecified in said Official 
the debtor making the contribution. are also to beCommunication. Funhennore,

Commission of Foreign Investnent is required. 
in cases whe no Authorization of ti Nationalthe Ministry of Finance and Public Credit willauthonzation to cridition itsthe recipient corporaton"s submission to said Commission of an investment program whichwill reque the approval of the k=ner.In the Official Communication of authorization issued by the Minist-y of Fuumce and Public Credit, itwill establish the requisites to be complied with by the vendor bank of the pqa
prior to the sale of any o th rights of collection,
such psper or right. Said requisites will include, iater aia, the requirement that notice
be given to the coreponding sevice bank, the Federal Governmentrestructured foreign debt, 

or the other entities or corporations withas to the type of right to
said service bank will cancel 

be sold to the foreign investor the foregoing, in order that
the amount of principal to be exchanged, and that the 
 dam of closingopermon of substitution will be the cut-off t(ie for accrual 
of the

of in=res. Said notice is to be given not lessthan seven (7) days prim to said date of closing.Each anacdmtion of substitution will give rise to an agreement executedinvestor or its Mexican affiliate Or subsidiary, and O'he 
by the vendor bank, the foreignissuer of the restructued debt orment, represented by the Ministry of Finance 

the Federal Govern. 
necesary to evidence 

and Public CrediL Said agrement, shall contain clauses asthe substituuon; the issuanc of the shares, which Shall be issuod in every case,with respect to caxrPoru that ar being capitalized but which, by their nstre 
except

do not require such issuanceof shares under Mexican law; and the mechanisms for control ef the dpplicadon of the funds resulting fromsuch substitution. Information on the application 3f said funds ismonths. All of the foregoing shall be remitted to the Office 
to be filed at maximum intervals of six 

Commission of Foreign Investment, with copy to the 
of the Executive Secretary of fhe National

Min[U'y of Fiance and Publicdefault, all disbnemnts of funds deposited Credit. In any eventmentioned in Chapter V Section 2 shall be suspended 
ofas 

prejudice of application of the sanctions provided in 
without 

he Law tO Promote MexicanForeign Investment. When Invesment and Regulatethe foregoing shall be impossible, then upon request of the Office ofSecretary he Executiveof the National Commission of Foreign Investment, or upon decision of the Ministry of Finance and 
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Public Credit, the corresponding corporation shall be audited as many times asscheme provided deemed perinen, sincefor in Clause 5.11 is only theto be used for the making of productve investment, and not ofspeculative investmenO3. The Nadmcial Commission of Foreign Investment will receive from the Ministy oLPublic Credit the application of Finance andof the interested corporation, with the questonnaire of Exhibit D duly filled in.
Corporations involved shall pay the corresponding fees, at any Federal Treasury Offr.e, puiuau to Article 72
of the Federal Law of Fees, which provides that 
as of this dam said fees amount to one per thousand and arenot t0 exceed 85.000 pesos, national currency, per application.Tibe Cmiion will issue its resolution, covering therem Ill authorditiows related to the substituionof public debt by investment, and setting forth all undertakings esVI.:lhedtern for the applicamn €orpoaimn. in anot exceeding 30 business days. Said resolution will have an effectiveness of three months, and uponexpiration of said term, applicants are to reiniate proceedings.The Cvmisi will issue its authorization with basis on the benefits whichwould produce for the national economy. The discount to be gunted will also 
the roject in quesdon

be esabieshd y),tie Commission on the basis of such benefits. 

VI- PROCEDURE FOR PAYMENT OF CAPITAL CONTRIBUTIONSThe form and occasion of payment of the amount negotiated for the issuance of shars of the corporadon to be capitalized by the public-sector debtor the paper of which is to be used to evidence the nansaction
 are explainad below:
 
1.Payment will be made by the public enriy issuer of the debt.oby the Federal Treasuy inthe
name of the latter, pursuant to the Official Commimications of authortationForeign Investment and of die Ministy of Finwice and Public 

of the National .Commission ofCredit, through a deposit at the FedtalTreasiuy that will be disbursed aginst registered sigunanres and upon 24 hours"of payment to supiers, the prior w iten notice. In casesnumbers of the accounts in which the funcLm were placed ae to be set-forth insaid notice.
2. The term fo, payment(s) shall be neiocated ues, after hearing the opinion 

by the forugn investor and the coresponding authoriof the debtor. Said term shall be ageed uponcae of the with due account taken in eachschedule of requrement of funds which the capitalized corporationwith is investment projects. shall have filed in accordanceThe funds shall be tnasferred directly to thcorresponding credimrs,release or evidence of payme.. In 
which shall deliver thecases of payment toare to be remitted upplien, the corresponding invoicestwo dsys previously to the Ministryremited of Finance mid Public Credit. Invoices paid will b.to the capitalized corporations, and copies thereof shall be kex by the Depstmannt of the Undersecretary for Revenues.3. Funds undisbursed by the capitalized corporation shall bear interest in favor of the latter, at the thencurrent rate for Treasury Certficates for comparable terms.corporation, Said interest shall be accredited to the capitalizedat the National Credit Corporation selected by it,nents included in the schedule of the project, 

or shal be included as parts of the disburse.unless the mechanism provided for in Footnote No. 3 of theTable of Conditions and Discounts of Exhibit C shall have been selected.4. Capital contributions shall commence toformalize or forthwith upon issuance 
be paid when the Issuance of the Shares shall have beenof the provisional certifiate of shareholding, in accordance withreqLtements of funds mentioned inItan 2, ab!v'. 

the 

VII - OPERATING MECHANISMSInvestors wishing to make use of this macbsism to
Chapter U of the Mutual, shl 

prepay the FICORCA, as indicaed in Section 6 ofcomply with the following:.1. The debts of the Federal Governmentacquired by the Ministy of Finance or of the other entities with rearutdo fbrign debt diall bewith a view to full or partial payment 
and Public Credit from the forenp corporations having obuned tc.t,of the credits in national cmmcy owed bysidiaries their affidiates or subunder coverp agreements with the FICORCA. In casesthan the Federal Government, of debts of entit or corporations otherthe Ministry of Fmance and Pulic Credit will detmmnesubstitum whether the price ofwill be paid by the Federal Govenment or by said Mkiisty itself.When a corporation has sold a debt of the Federal Governmentthe public sector to or of any other entity or corporation of 

tion 
the Minist y of Finance and Public Credit, and has obtainedto apply the proceeds thereof to repay in full 

from the hitter its authoriza
sai authaguanon or in pan said credit in national curmency, it shall deliverto the National Credit Corporation party toCorporation to request from 

the coverage agrement, for said National CreditFICORCA the amendment agreement cm ponding to the clauses relative tz 
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delivery of the "Peso Termination Value" (Valor de Rescate en Pesos), in theof the participating corporation 
sense that. upon requirementitself or of its foreign creditor, as the case may be. FICORCA shall deliversaid Peso Termination Value to the later, on the same date established for delivery of the dollars inpaymentof the "loan" to said Trust. Said agreement is to be executed by said corporation and said National CreditCorporation, the a= acting on behalf of FICORCA.Likewise, said partcipa ing corporation is to obtain the authorizaton of itsamendment to the "hedge" agreement, and is to 

creditor to execute said 
with thirty days" aticipation, 

indicate to the corresponding National Credit Corporation,the forn of prepayment of the credit; and if said prepayment is partial, theadjustment to be made to the amount and number of the monthly installments of said crediLThe funds generated by said sale of the debt of the Federa Governmentof the public sector, to pay or of any entity or coprationthe credit in favor of FICORCA as estblished in the czresponding "hedge"agreement, will be applied by the Ministry of Fianace and Public Credit Lhmugh the Natonal Credit Corpora.tion which is operating said "hedge" agreement.
Compliance by the corporation of its undrtaking with the Ministryof Finance and Public Credit in respect of the application of those funds which,have had to pay on had it not prepaid, it wouldaccount of the credit in national currency under the agreement withsupervised direedy by the Ministry of Finance 

FICORCA. will beand Public Credit and the Natonal Commission of ForeignInvestment, through the mechanisms of inspection of said agencies.2. Foreign invest= wishing to improve the proffle of their subsidiaries or affiliOes, or to initiateassociation with an anexisting corporation that is indebted in national currencyor to the other cmitors mentioned in this Manuel, may enter into 
to National Credit Corporations 

a ransection of subsituionoperate exacty as if it were a that willsimple substitution for capitalization, with theof ft transaction of substitution, sole vriant that- on the closinginstead of reciving a payment of the resmctureda full or partial release. as the case may be, of the debt to 
debt of the public sector,

such corporations or creditors will be received.In transactions ptformed pursuant to Clause 5.11, capitalizing foreign corporations may establish
agreements executed in the
by them with the authoriti. that deliveries of pape of public debt mayinstallments in order to comply be made in 
delivery is to 

with the schedule of development of the project: however, no such partialbe made in any amount lesser than the proportionaluon during the semi-annual period next 
mthly pan of the total of the capitalizafollowing the date of closing of the transaction,to be !atr than the calendar month next following the dam of execution 

and said date is not 
exchange of the corresponding agreement ofof paper. When any such corporation wishes a longu period. tie discount rates shown in Exhibit Cshall be adjusted in accordance with the variations in the value of the paper in international markets, and ofthe free rate of exchange in this county.

3. It must be stated that this Manual may be modified in the future.
A number of operating mechanisns pursuant to which transactions of substiution may be
are shown performedbelow. Moreover, other mechanisms deemed convenient by interested parties may be submitted tothe consideration of the National Commissio of Foreign Invemnnt, 

EXH]BIT C
Table of Conditions and Discounts for Use of the Mechanism of 

Substitution of Public Debt by Investment 
(The percentages of discount shown below will be adjuned, in acodance with the factors shownatached exhibit, in thewhen there is any vAriance in the cdiutin of price of the paper and/or rate orexchange.) 

Category Discount (%) Conditions 

0 0 Purchase of or participation in those Mexican govemrnental corporations 
the Mexican government shall have decided to sell. 
New corporation, expamions, new product line(s) or new econormic
acnvity(ies) of' the new production of which 80% or more is destinedfor export or to generat a surplus in the balance of payments or revert 
a negative trend therein. 
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Category Discount % 

2. 8 

3 12 

Conditons 

Purchase of or pamcipauion in Mexican corporations with 100% foreign
capital. 

Establishment of new corporations with state-of-the-arts technologyand/or with a degree of national integation exceeding that of other
corporadons of the same economic branch. 

A new corporation, or an established corpomnon located in any of the
cities or regions specited in the Decree Establishing Gographic Zonesfor Indusmal Decenrazation and Grant of Incentives, published in theOfficial Daily of the Federal Government for January 22, 1986. 

A new corpodno. or expnsim, or new product lines or new economicactvity preventing oudlow of foreign exchange and incorporating do
mestic input and components.
 

New corporations 
 of small and medium size in Accordance with theCriteria of General Resolution No. 15 Related to frdustnes of Smalland Medium Size, of the National Commission of Foreign Investnent. 

New corporations, expansions, new product lines or rocw economic 
acivity with state-of-the-art technology 

Degrees of national integratin similr to those of other corporations inthe same economic branch. 

Corporations engaged in development of proity sectors of the economy, and generatmg fomgn exchange and additional employmen. 

Purchase of or participation in Mexican corporations with leveled balan. ces of payment, or corporations that will attain such leveled balances as 
a result of the project. 

New or established corporations located in the cities or regions speci
fied in the rDecree Establishing Geographic Zones for Industral Decenralization and Grant of Incentives, published in the Official Daily ofthe. Federal Government for January 22, 1986. 

New caporations, expansions, new product lines, or new economc
activity implying exports of a minimum of 50% of nw production. 

Purchase of or pcrqicpon in Mexican corporations in which Uwde ispresently majority foreign paicipation.
 

New corporations, expansions, new product Lines, or new economic

activity implying exports of a minimum of 30% of new production.
 

The techrokgy isto be state-of-the-ar.
 

Enterprises with projects or works at an 
advanced stage of development. 

Acts of corporations of small and medium size, in accordance with thecriteria of General Resc:'tion No. 15 Related to hines of Small andMedium Size, of the Naional Commission of Foreign [nvestnet 
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Category Discount % Conditions 

Purchase of Or puriciptaon in Mex=in ent prises in the capital of
which there is minoriy or no foreign capital Pvucipation.13 Purchase of or Paricipation in corp.inons with deficits in their balance
 
of payments.
 

Self-sufficiency in foreign exchange.
 
New corporations, expansions, 
 new product li,s, or new economicactivity implying exports of a minimum of 20% of new production. 
The technology may be of an intermediate stage of development. 
The degrees of nauonal integruion may be less than those of other 
corporations of the same branch of the economy.
5 14 New corP tiors, expansions, new product lines, 
 or new economicactivity implying impmvement of negative trade balance of the corpora.
tion. 

Reduction of liabilities to domestic suppliers. 
The degrees of national integration may be lesser an those of othercorporatons in the same economic branch. 
The technology may be at an intermediate stage of development.


6 
 15 Partial capializeion or pani prepayment to FICORCA or to a Nation.al Credit Corportion, of indebtedness denominated in national currency. 
Technology of intermediate stage of develOpmenL 

No geneiation of foreign exchange.
7 16 

to FICORCA, or of credits from National Credit Corpora. 
Full payment 
tions. denominated in national exchange.

8 25 No generation of foreign exchange. 

PrOjec which do not comply with the conditions of those described in 
prweding boxes. 0 

This implies no waiver by the National Commission of Foreign lnvesunet of its power to authorize orreject projects.
 
NOTES: (1) When corpoaons to be capit lized meet
percentage the characteristics dc-bed in
of discoum shown various "boxes," thein the box meeting the greatest numberWhen the charactehstics of two or more boxes 

of charactestics will be used: (2)are compliedgranted. (3) If a waiver of collection of interest on the 
with, 

at 
the lesser of the two discounts will be 

foregoing, deposit te Federal Treastury is added to thean additional bonus of ahee percentage points will be grnted. 
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Reception of the Bid Proposals10. Tenders will be received in the Open Market Operations Section, Agustinas 1180, 3rd Floor,Santiago, unil the time indicated in the Bid Proposal.11. Each envelope received shall be numbered and a receipt shall be issued bearing the signature andstamp of a staff member in the Open Market Operations DepaunenL Likewise, there will be a bid proposalregister that shall be signed by the person delivering the tender.12. The envelope shall be placed by the officer of the tendering instituion in a box especially provided
for that purpose.13. Banco Central de Chile reserves the right to reject one or mor proposals without expressing the reason. 

Method of Award 
14. The general award procedure will be as follows:(a)The total amount of the bids will be added and will be ordered from highesz to lowest price offeredto sell the "P.B.C-Chapter XVI"I1" to Banco Central de Chile.(b) In case two or more bids contain the same price and the remaining balance does not fully cover thetotal amount, the balance will be distributed in the proporion corresponding to each offer over the total offer 

at the same price.
(c) Banco Cenral de Chile may, as it deems appropriam, raise or lower, up to 10% the total "margin"subject to bid. 

Rescue of the 'P.B.C.-Chapter XVII'
15. On the date indicated of the bases for each mner, Bano Central de Chile will proceed to credit.in the account of the financial insitution presenting tne "P.B.C.-Chpter XVIII" for its collection,.the amount 

resultng from the application of the value of rescueIn the case of CORPO, the rescue sW be effective offered by the swadee in the respective bidding process.with a check ied by Maagment of Banco Central de
Chile for the value resulting from applying the "P.B.C.-Chapm,er XVIII" p uet its corresponding price ofaward. This check shall be picked up at the Open Market Operatow Section of Banco Central de Chile,Agusunas 1180, 3rd Floor. Santiago, prior to 14:00 hou-i on the day of the rescue. 

Notification of the Results
16. Participating istitutons wil be advised of the results arcr the telephone, once the tenders have

been awarded.
17. The Open Market Operations Deparmnt shall issue a document containing the results of the awardthat will be avaLablc to participaung insUtuttis as of the day following the award. 

Chapter XVIII - Exhibit 4 Intenational Exchange:
Acquisition of External Debt Instrunwnts for Enterprise Capitalization
 
1. Persons who acquire Chikan external debt instruments as provided in this Chapter. may apply suchinstruments toward the subscription and payment of shae issued by the enttes shallth bt listed herein,subject to the fulllment of the co tion and requirements established in this ExhibiL2. Chilean external debt iStmUments applied, as set forth in this Exhibit, toward the subscription andpayment of Shares Shall meet the requirements contained in Nr. 1 of this Chapterregistered, as main debtor or guamitr, as the case may be, by the issue;r of the shares 

and they shall have 
who shall be registered as such debtor O guarantor, as appropriate, with Bt=o Cental de Chile prior to July 1, 1986.3. The operaiom referred to in the present Exbibit shall only be authorized when they refer to thesubscription and payment shar isued by enterprises poducing goods and servlces that, as of the day ofcapitalizatcn. are coastituted as corpmanons orpized in the country and that require, in order to resolve thedifficulhes deriving from cxcessive borrowing, a capital increase, or eLfe, when such capital incr= i.. carnedout in banking firms or financial enterprises establihed in Chile.4.Persons wishing to apply to the benefits established in this Exhibit shall submit to the InccrnatnolDivision of Banco Central de Chile. in ordzr to obtain from it the corespoding Authorization, Aiapplicationto provide information and enclose the following documents:(a)The individualization of the applicants and, when appropriate, of the agen(s) acting on behalf of the 
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former, accompanying documents evidencing their representation.(b) Informaion concerrung the activity, Purposeapplicant(s) and, with 
or line of buiness, capital or volume of tade of therespect to the entity tat will issueincrease for the normal course 

the shares, records to prove the need for capitalof its business In additon toshall include, except in the case 
the above-mentioneid information, the applicationof banking firms and financial institutions, a general.udited by External Auditors balance sheet dulyregistered with the Superintedency of Securities andbesides, if the entity Imurance, and indicate,issuing the shares has received or not othm.r contributions subjectinvestment regune" to the "foreignsuch as D.L. Nr. 600, Articles 14, 15 or 16 of the Law on International Exchange orChapter XIX of this Compendium.(c) The individualization of the debtor's insrurnent(s) intendedcontained in this Exhibit, as to be applied toward operationswell as the indication of the credits,or capital balance of the insmments and, 

that is, of the toal or of part of the capitalwhen appmpriate, of the interests,shall be assigned, according acnAoed and outstanding, thatto this Exhibit, to the subscription and payment of shares to be isued.(d) The specification of the manner m which the subscription and payment of the shares will be carriedout, and the obligation on the .ar of the appli'ants) to use the reetive "credit" solely for the purposesindicating on the application,(e) Copy of the agreement mentioned in Nr. 5 of this Exhibit, duly authorized by Notary Public oracording officer, and(f) Express statement on the part of the applicant(s) to the effect that they will subject theoperation to the provisions of the present Exhibit respectiveand to those established in the respective authorizationgranted by Banco Central de Chile.5. Persons wishing to carry out investments under the provisions containc4have previously subscribed in the present Exhibit mustan agreement in the capacity of futuretogether with the corresponding debtor of the same 
cruehirs of the respective "credit,"and, as the cae mayobligation, in be, with the guarantor(s) of thewhich, provided that the application referred to in the pmcding nwnber be approved by BancoCentral de Chile. the parties sha agree that:(a) The document evidencing the "credit" shall be paid in Chile, immediately and against delivery ofthe same in cash, with or without discc,!mt, in Chilean domestic currency, pesos, and theproceeds total amount of theshall be assigned, simultaneously, to the subscription and payment of the shares issued by the debt',rof the "credit" to this effect or, alternatively.(b) The above-meion,,,d document sh.6 be replaced in Chile,more instruments), subscribed by the debtor, such as 
with or without discount, by one or 

other commercial 
bills of exchange, promissory note.s, registered deed orpapers that shall be denominated msated with the debtor of the 
Chilean pesos, local curency, which shall be compen"credit" in payment of the shamby the creditor that, to this effect, shall have been subscribedand issued by the debtor. The compensation shall be carried out simultaneously with thesubscription and payment of the shares.
Under no circumstances 
 shall the amount received from the debtor andnew instument(s) received in exchange exceed 'lie amount of the "credit," 

the amount ppearing on the 
interests including accrued and outstandingcalculated until the date the respective opezation is carried out. For these purws, the exchange rateand par values mentioned in Nr. 7 of Chapter I of this Compedium shall be considered, without applying theexchange rate differential foreseen in the second paragraph of Exhibit Nr. I of the same and in force on thedate mentioned above.In the same agreement and uider the conditions indicatet, the parties shall waive access to rhe
currency market they could have been enitled to by the respective "credit" and commit theznselves
to Banco Central to return,de Chile, the coresponding Certifica referred to on Cate XIV of this Compendium, forits amendment or mutiliza n, whichever the case may be.
In the event that the "credit" should corespond to a part of a
the document norn- .estructurable instrument, or dhacontaining the obligtion be intrarifeable by simple dJivery or endormei.nt, the creditor(s) ofthe debt, registered as such with Banco Central de Chile, shall also ccmentioned above, where to the execuin of the agreementthe agmement, for all purposes, must coetain,"instrument," the in cue of partial cession of the samesame date of execution, maturity profile, interest rate and other conditiom and terms agreedto for the original instiunent.The provisions contained 

be complied with upon executing 
in letter (b) of Title II of letter G of Chapter XIV of this Compendium shallthe agremnt referred to in this number, and fulfillment of the agreementsthat gave rise to the corresponding obligation shall be required6. In order to decide upon the application subnitedExhibit, Banco Central de Chile may request 

to do business under the protection of the presentfrom the Superinnmdmcy of Banks and Financial Institutions or 
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from other appropriate entities the reports deemed necessary to adopt its decision. Banco Central de Chilemay accept or reject investment applictions without sutugcorresponding authorzation a reason. In case in application is approved, theshall establish the terms and coaditions ruling the operations descrbed in thisChapter.7. The operations carried out under the provisions stated in this Exhibit shall be ruled, also, byestablished in Chapter XVIII thoseof this Compendium, except for those contained in letter (b) Nr. 2 and innumbers 3, 4, 5 and 6 of the above-menioned Chzjer. 

Chapter XVIII. Exhibit S Internatlonad Exchange:Acquisition of External Debt Instruments Subscribed by Banco Central 
de Chile toward Mortgage Debt Payments 

1. Natural and juisuc person indicated in Nr. 2 below, hereinafter, "Debtor(s)"only, acquire may, for one timeChilean external debt insmmems referred to in letter (b) ef Nr."lsu'umenz(s), for the exclusive purpose of applying them toward 
1 in this Chapter, hermfier, the 

obligations corresponding total or patial payment of mortgageto one real estate property, thu they holdprises, as with bunking firms or financial enterlong as the requirements and conditions establishe2. Likewise, said instruments, without 
in this Exhibit ar fulfilled. access to the cumency market, may be acquired by persomsdescried in the first paragr'sh of this Chapter XVI

of the 
with the exceptim of !he permons indicated in number 2same, with the exclusive purpose of sellingpreviously defined so that the 
them, in pesos domestic currency, to the "Debtors"former or the lawr, in their turn, may apply them to carry out the operationsforeseen in ihis Exhibit, complying with the requisites and conditions established in it.For that purpose, "Debtor(s)" are the following:2.1 "'Debtor(s)" holding reprogrammed obligation

as described or those that, having qualiIed to be reprogrammed.in the Executive Comnuaee Agreements of Banco Centrl de Chile Nos. 1517-01830620,1583-01840705 or 1589-01840803, or its substitutions executed according to Agreement Nr. 1719-02860321.2.2 "Debtor(s)" whose obligations have been rprognmmed under Agreements Nos. 1507-01-830412and 1578-01-840622;
2.3 "Debtor(s)" of loans acquired by banking firms or financial enterprises from Asociacion Nacionalde Ahorro Y Prestamo (National Savings

reprogrammed, under 
ad Loans Association) and were reprogrammed, or qualified to beAgreements Nos. 1518-04-830622 or 1594-20-840829, and did not mnake use of thebenefits established in Decree Law Nr. 3,480 of 1980;2.4 "Debtor(s)" who qualify as beneficiares of the Housing Subsidy SystemDecree Nr. regulated by Supreme188 (Housing and Urbanism) of 1978, and its amendments; by S.D. Nr. 351and its amendments, and by Articles 16 and 18 

(H. and U) of 1980of S.D. Nr. 268complementary mortgage (H. and U.), of 1975, and had obtained theloan prior to December 31. 1985, financed or not with leters of credit, frombanking firns, financial enterprises, o by SERVIU (Service of Houming and Urbvusn). Inloans granted by SERVIU, only those loans whore cases concerningcollectionthe acts described in Nr. 4 of the present Exhibit, as long 
is 'A'md to a banking firm. who will execuu as it is authorized to do so by said Service and the;mandate referred to in said Nr. 4 be gnted by the debtor.2.5 "Debtor(s)" of banking firms and financia enterprises whoc obligations were contacted originally
with SERVIU, prior to December 31, 1985.
3. Each "Debtor" may acquire "instnames" for a value no exceeding,capital, US$6,000 (six thousand dolars of the United States of America) 

in capital or outstanding
 
plus the correspning or its cquivalent in foreign currency.
accrued or outstanding tatests calculated or for an as of the dwe the "insu'ument" is acquired.amount equivalent to the outstanding part of the lon if the later is lower than the indicatedFor the purpose of determining the margin refred to, joint mongage loans associated 

value.
 
estate property will be considered, and the type of exchsnge and puities used shall 

to the same real
Nr. 6 of Chapter I of the Compendium of Rule on Intemational Exhmge, in fore 
be those established in
on th: day prior to Eliedate of presentation of the corresponding application to Banco Centrzl4. "Debtor(s)" wishing to apply to 

de Chile.
the norms conuinedthe Direction of Operations of Banco 

in this Exhibit shall forward an application toCent'al de Chile prior to September 30, 1988, through a creditingbanking firm or financial enterc.. On said application, the "Debtor" will grantrespective banking firm authorization to theto perform, subject to the approval of the application, the following actions:4.1 Acquire, directly or through third parties, the corresponding "insaument(s);4.2 Apply to 
indicated in Nr. 6 

Banco Central de Chile the substituton of the "instrument" for the negotiable instrumentsof this Exhibit, that will equal 100% of the value of the "instrument(s)" that will be 
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exchanged, including capital, Flus accrued and o-n2tanding interests, calctlated as of the date of substitution,at the type of exchange and panties describzd in Nr. 3 above:4.3 Sell to third parties the negotiable iasmnnmentsinstanc2s in cash and in received in exchange or purchased for the self, bothpesos, Chilean d0oestic currency, andsale or purchase of these instiments received 
according to market conditions. In cases ofin exchange, instuctions shouldenuty for the simultaneous applicaton be imparted to the monetaryon its part of the pesos, national cumcy, received, toward thepayment of the following obligations according to the priority listed below:4.3.1: To the Committee referred4.3.2: To the loan to in Nr. 5 of this Exhibit.granted by the mandating enrity, if it had granted the "Debtor" financial means toacquire

4.3.3:the "instrumenL"To the outstanding pan of the mortgage loans tha. ,ssociatedto the operation, as long as the conesponding 
to the same real estate, gave origin

4.3.4: To momr be before Febaary 29, 1988.the anticipated payment of the loans that gave origin toloans under Agreements Nos. 1517- 01-830620. the opeton. When referring to1583-01-840705 &nd 1589-01-840803, however, said paymentshal not exceed 15% of the outstanding capital of the loans referred to; where the remaining part, if any,shall be desti&d to the advance payment of the "maurity extnim" brought about by the agruemens.5. Banking firms and financial eerprises o ang in the operations describiedaize to charge the "Debtor" a fee in this Exhibit, are
described in Nr. 6 of the same. Said 

of up to 3% of the ales value of the negot,',le inst'umentsfee shall be the only retributionincurred, including financing and tax expen.es 
for services rendered and expensespneratd by the whole operation, be it by the banking entityitself or by third partses acting at the lattr's requeSL6. Banco Central will substitute all the "knunents"Pronussory Notes (P.R.B.C.). beNng 

acquired by Banco Central de Chile Readjustablethe charawerisics and denminations described in Chapters IV.B.7IV.B.7.1 of the Compendium on Fuucia andNorrnmFifty percent of the total arount undergoing subwitution will be exchanged for P.R.B.C. of 180 daysmaurity, and tOe remaining 50% for P.R.B.C. of 35 mainmrates ui y, which, in both cases, shall cam inires at theforce for these insatments at the time of sufszituton.Any remaining balance to be ustibued. due to the denominaions of P.R.B.C., will be paid in cash. Inthe event that the mamwtty date of such P.R.B.C. were to fall on a bank holiday, the insmmuents referred towill be issued for a date coneswpnding to the followir.7. Banking finns PAA 
bank :lay.fimacial entepises receiving payment frommechanism foreseen in their "Debtor(s)" according tothe presct Exhibit, shall waive, when it the 

collection of a be the case of an advance pyment, thefee and of interests corresponding to one qumta, as refered to in Article 95 of the GeneralLaw of Banks. Moreover, being the case of a debt on default, they shall waive collection of those intereststhat exceed current interest, applying the concept of default.
8 Banking firms and financi enterprise, 
 in order to operat throughapplicatons of all "Debtors" tiis system, shall accept thedesiring to apply to it.9. Banco Central de Chile will regulate the periodic amount of the operations liableaccording to the prewent Exhibit, for to be carried ou 
applications" for figures no 

which banking firras and financial enterpnses sl l present "globallower than the equivalent of USS 500,000 (fiveUnited States of mnerica), using, to hundred thousand dollars of thethat effect the type of exchange and parities established in Nr. 3 of thisExhibit.10. The operations carried out according to the pmvisions containedeach and every in this Exhibitone of them, to the general iles, conditions shall be subject.Pnd obligations contained in Chapter XIII of thisExhibit, without exception of the rules coatained in le= (b) of Nr. 2 and Nos. 3, 4, 5 avrrules contained in this Exhibit, whrre the latter puvWails in case 
6, and to special

of conflict within the same,11. The Direction of Opemtion of Banco Central de Chile is empowerednecessary or the impleme to dictate the norms that arecmionof this Exubit, to pant special auorimziow required accordingcontained in it and control end supLvse ine executio to the terms
 
The Superintendency of Banks of such operations.
and Financial Itutaition, in the use of its faculties, will dictateaccounting and conurol norms the as required 
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CHAPTER XIX: Compendium of Rules on International Exchange
.-Investments With Foreign Debt Instruments 

The person. listed below 'e hereby authorized to conduct inmanonal exchange operations under theterms and conditions described herein:i. Natural or jimstc persons, whether Chilean 
may cary out investment operations in 

or foreign, rsd&nt in the country of domiciled abroad.Chile subject to the provi iOns contained in the Chapter, as long asprior authorization from Banco Cenural de Chile has been obtained, &ndomestic currency 	 such investmentsresources resulting from the application o( debt inammena, 
are carried out using

called "instruments" hereafter.that meet the following requirements:
(a) The instuments must evidence the existence of an obligation denominatedcurrency abroad and have 	 and payable in foreignan original or exted, maxziiy exceeding 365 days;(b) 	The inslmwents must have been executed, as direct obligor, by the 1 ury, by Banco Central deChile, by "public sector entities," by CORFO (Corponacion de Fomen de la Producion), by banking finnsor financial instiuons authorized to operate in the country, or by insmnats subscripersons resident in Chile other than those 	 by natural or jurisuclisted above, provided such instruments have been pledged priorJuly 1sL. 1985, without limitations r. 	 toto time, occasion, 8nout or person involved, by CORFO or bankingfirms or financial insitutions authorized to operate in the country.For the prposes of this paragraph, the tam "public sector entities" includes all depanrments,Lions and firms referred to in Article 2(a) of Law Nr. 	 insuw.18,233, including Coporacion Nacional del Cobre(CODELCO), and the organizations described in Article 11 of Law Nr. 18,196, excluding-Bancode Chile. In turn, the capacity of guarantor shall 	 del Estadobe shown, when appropriate,and, in the case of external 	 in the respective "instrument"credits under Articles 14. 15. or 16 of theloans a-sociated to Decree Law Nr.600 of 1974 	

Law on Intraonal Exchange orand its amendments, with the corresponding inscription withBanco Central de Chile.2. The persons referred to under Nr. (1) above wishing to make use of the resolutions containedChapter should submit 	 in thean application to the International Division of Banco Central de Chileobtain the authorization referred to in 	 in order tothe previous paraph, which contains at least the following informa-Lion and includes the documents listed below:(a) Identification of the applicant(s) and, when the case be, of the mandating parties acting on behalf ofthe former, including the docunii-.s to prove such representation;(b) Infomauon on the apphint(s) concening, a least, the activity, line of businessvolume of operaions, if (s)he caries out business in 	
or object. capital,orthe "foreign 	 with Chile, if (s)he holds investments in Chile underinvestment regime," such as D.L. 600 of 1974 or its amendment, Articles 14, 15, or 16 of theLaw on International Exchang4 or the norms contained in this Chper,(c) The indvidualization of the "instrument(s)" thaChapter, 	 will be subject to the operations described in thisas well as informadon concerning the "credits," that is, the full orremaining capital of the "instruments" and. 	

partial amount of capital orif be the case, of the in accrued or pending paymentwill be destined, in the aimer described in this Chapter, 	 that
to carry out the investments authorized by BancoCentral de Chile. When called for, proof of guarantor staus a descrbed in 	 letter (b) of paragrphpresent Chapter shall be provided and, in case 	 I of thethe person Vibmitting the applicanon diffes from the creditorof the "instrument," registered as such with Banco Cent.l de Chile, an applicacion to obtain the authorizauon to make the corresponding change of 'tedior on the "credit";(d) A deailed account of the destiny thaI will be given, directly or indirectly, to the resourcesbe invested in the coumcry 	 that willunder the provisions conained inrequired for the materalization 	 this Chapter, indicating the period of timeof the necsary operauo. md the commitmentin submitting to prior authorization by Banco Central de Chile 

on the pan of the applicant 
any modification thatresources 	 the destiny of saidmay uv4rgo, directly or indirecdy, during the first yea startng on the date the original investmentis actually made.In case the forese n investment is mere to be carried outreceives 	 tough an agcncy resident in Chile thtthe carepmding contribution, indicato sall exist whether the agencyfor that purpose or 	 will be formed exclusivelywhether the agency already exists, in which case, information shall being, at least, the object 	 included concern.or line of business, capital, volume of operations, and if (s)he already receives 	otherconmbutions subject to "foreign investment regime":(e) Copies of the agreement authorized by a competmt Notary Pubac or other recording officer and theirrevocable orders contained, respectively, vi numbers 

(f application must contain 
(3) and (4) of the prent Chapter, when it corresponds;The 	 expressed Weptance by the applicant of the rules contained in this 
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Chapter. and of those established by the corresponding authorization of Banco Central de Chile.3. The persons desiring to carry out investments under the provisions contained insubscribe, prior to its formalization, 	 this Chapter shouldan agreement authorized by a Notary Publicing 	 or recording officer consignthem as creditors or future creditors of the respective "credit," if thepertinent debtor(s) of the same, 	 case be, in conjunction with theregistered as suchthe obligation who agree 	
with Banco Ceral de Chile, including the guarantor(s) ofto concur to Ls subscription. In said agmerent,authorizaton referred 	 under the condition thai theto in number (2) above be wthrired by Bmnco Central de Chile, the panes shouldagree: (a) That the docwnvnt that expresses the "crulit"

surrendering the document, cash, with 	
Sh be paid in Chile, immediately and uponor without discount, in pesos Chilean domestic currency, or(b) That, alternaz.vely. said docnmnt

insmimenu such as nortgage bd, proimm 
will be agreed to be substituted in Chile by one or morery notes conuocts nmecmded with thenegodible thnjr insruments that 	 Not ry Public or othershall only be denominstdUnidas de 	 in pews Chilean domestic currency orFomento. that can aW 	 ininclude agreement, clnaively, to modify the amount of the debt, theinterest rame. the mazuruy date or other conditions of the obligumo.In the same agreement referred to, and under the conditions already established,access to the currency market 	 the parties must waivethat conponds to the respective "credit" and, in pertinent cases,must make a commitment 	 the debtorto return to Banco Central de Chile, at the"credit" 	 time of the immediate payment of theor cashing of the instruments, whichever the case be, and through the mand&ig entity referred to inNr. (4) below, the respective Cerdficate described in Chapter XIV of this Compendium, for its inucilizauonamendment, whatever the case may be. 

or 
In the event the "credit" corresponds

debt, or the 	
to a pan of an "instrument" corresponding to non-restructurabledocument that expreses the obligation be infWfierable by simple deliverycreditors registered as such with 	 or endorsement, theBanco Central 

agreement described, that shall contain 
de Chile shall also have tD concur to the celebraioh of theword. in case of partial cession of the same "instwnent," establishingthat the pan of the obligation that was not purchased will keep, for all purposes, the originaltion of the debt, its maturity profile, and the inteest rae 	

date of contac
and other conditions included or agreed to the"instrunent." 

Upon the celebration of the agreement refed to in the previous pamgrphs, it is neccazmy toremember to comply, when applicable, with the u10 coumained in letter (b) of Tile II of letter (g) of ChapterXJV of this Compendium, as well as with the agmeentms that gave rise to the corresponding obligation.Subscipdon of the agreement referred to in this number will not"instnmunent" had been signed, 	 be required when the respectiveas direct obligor, by Bamco Central de Chile, in which"credit" 	 case the correspondingwill be substituted by one or rore of the instruments described in Annextorm indicated in 	 1 of tWis Chapter, in theiL In any case, the invettor(s) may convene with iid ist auion thathe insminments that. acconling to Annex Nr. I of this Chapter, stbstim the "credits" 	
the rates applicable to 
rates that are in forceat the time of the respective convention.4. The persons Wiing to cary out investments through the application, subject toin this Chapter. of "credits" 	 the rules containedshall have previously granted irrevocable mandate toto conduct operations in intemational exchange in the country so tht 

a banking firm authorized 
(s)be, subject to the approval by BancoCentiml de Chile of the application described in Nr (2) of this Chaper, and actingazion of the mandator, request the Issuing Insu 	

on behalf and in repxosen.to exchange tie "credit" for the imminent, referred to inNr. (1)of this Chapter, in case the "instument" had been subscribed by the Issuing Institute named above asdirect debtor, or, in the mses left, proceed to colk the obligation from the debtorpay, or to request from thm the 	 or to someone obliged tosubstitution of the "credit" for new instruments, depending upon
decision contained in the respective agrement 
the
 

In the event the "credit" should be exchanged for odwr instrumenms, the irrevocableexpressly instruct, besides, the 	 mandate shouldmdating agency to take, pr to asbrmizm on from the Head of Operationsof Banco Central de Chile, one of the following courses of wtion:(a) Conuibute the new instruments recei.,A to an entity residing in the country,a',plies the instruments to purposes authorized bl Banco Central de Chile:	 
so that the latter 

(b) Give or receive, in Payment of goods repwative of the investments authorized by Banco Centralde Chile, the new instruments received in excharge, or(c) Sellto third parties the new iauments received in exchng or proceed t acquire them for itself,in both instances, cash and in pesos Chilean domestic currency.In the cases of "credit" collection or purha
the above-mentioned or sale of the new intruments 	received in exchange,mandate shall include instructions to the mandating entity to apply the pesos Chilean 
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domestic currency received, prior authorization from the Head of Operations of Banco Central de Chile, tocarrying out investment operations authorized by said Issuing Institute and t0, in case such operation may notbe carried out immediately, and while authorized investment operatims e being perfected. retain the productof the collection or sale, depending upon the case, and apply said resources to the following.- Constitute sight drafts or term deposits in a banking firm established in Chile, that could be the samemandating entity. Such deposits could be, if the rules applicable to them so permit, subjectreadjustment according or not subject toto the variation experienced by the Unidad de Fomento or the type of exchange and
wit r

SPuchasewithout interest:

subject to resale of Discoutt Promisswy Notes 
 of Banco Central de Chile: ReadjustablePromissory Notes of Banco Central de Chile subject to Floating Interest Rates: Discount Promissory Notesissued by the Treasury of the Republic tid Readjustable Promissory Notes of the Teasury of the Republic.These resources can only be dmwn prior to authorization deacribed above, with the exclusive purposeof applying the capital, together with the readjustments and interests they may have generated, to the material.

ization of authorized investments.In the event that the new instruments received in exchange or the resources tht will be invested inChile be contribued by an entity resident in the country,
authorized by Banco Central de Chile, sFd 

in order ta the latter carry out investments
entity shall grant, in turn, an irrevocable mandate to a bankingfium authorized to operate in the country so that (s)he, previous to authorizaion from the Head of Operationsof Baco Central de Chile, and acting on behalf of the mandato, appy inch resources to the materialimtionof said investments or transfer to third persons the new instruments or receive them for itself, in payment ofgoods representative of the invesunents authorized by th: Issuing Institut named above, or else, collect themfrom the respective debtor, sell them to third parties or pwmhase

domestic currency. 
them for the self, in all cases cash and inpesos Chilem

In the cases of contibution of resources or colection or sale of new instrnents, this mandate shallinclude instructions so that the mandating entity proceeds to retain said resources or the prodict of saidcollecton or sale, and applies the respective amounts to constitute sight drafts or term deposits and/or appliesthe resources to repurchasing, subject to the same conditions and purposes described in the previous para
graph. 

5. Under no crcumstance can the sum received in payment for the obligor from any party under theobligation to pay the "credit," or the equivalent of the new instrument(s) received in exchange,,if its sale or contribution, exceed the amount of the "credit," 
or the price

that % the value of the capital or the ontstand.ing balance of the capital, including interest earned and outstanding payment, calculated to the date of the 
respective operation.6. The applications for investment inside the country subject to the present Chapter that are submittedto Banco Central de Chile according to the rules contained in Nr. (2) above, may be approved or rejectedwithout expressing cause by Banco Central de Chile.


Notwithstanding the above, Baro 
Central de Chile may condition approval of the application toauthorize investment to the fulfillment, on the p-n of the applicant or of the entity receiving the contribution,of certain requirements, in the time period, t mrand conditions defined in each case, that, in the wayilusmon, may include the requirement to cary out pan of the investment with the product of the sale 
of 

freely convertible foreign currency. These conditions must be expressly accepted by 
of 

the applicant or the
receiving entity mentioned above, depending upon the case.
Upon the apprioval of an investment application, Banco Ceural de Chile. may authorize, using the
power granted by Article 15 of the Law 
on Inenaional Exchange, and responding to a direct request on thepart of ihe applicant, access to the currency market in favor of the latter to tnsfer abroad its capital and the
net profit it may geuerae, under the following conditions:
(a) Capital may not be remitted before a period of 10 yew's has elipsed from the date the investmentor coniburon actually takes place, which shall be evidenced by the investor to the Operations Division ofBanco Cenral de Chile within 30 days from the date the action is completed;(b) Remittance of any net profits generated by the investment duing the first four years from the datethe investment or contribution takes place may only be carried out by the applicant after the same period offour years has elapsed. In any event, such net profits may be remitted starting on the fifth yearpercentages Ott may in annualnot exceed 25% of the total amount. The limitations above will not apply to net profitsobtained from investments made from the fifth year onward. Should the investor decide to reinvest the profitsgenerated by the investment. sLCh reminvestment may not be remitted during the first four years fromof finalization of the original investment. the date 
during 

Any net profit obtained by the reinvestment of profits carried outthe first four years may only be remitted once the same period of four years has elapsed. Such 
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reinvested profits and the associated net profits may be remitted asnot c'ceeding 25% of the from the fifth year, in annual percentagestotal amount thereof. The above limitation will not apply to reinvested profits asfrom the fifth year, nor to net profits aising from such reinvestments;(c) Net profits may be remitted, if and when the above requirements are met and at the times specifiedabove, only to the extent that they appear in the duly audited balance sheet for the relevant fiscal year. In thecase of persons not required to keep bookkeeping records, such profits shall have to besarsfaction of Banco Central de Chile; 
proved to the 

,d) In the case of investments made through contibutions toinvestor(s)' an orgnizprnon resident in Chile,interest in the recipient organization, for the purposes of remiuing capital and profits abroad, 
the 

be deemed to be that sated in the relevan resoluDon of the Execuive Committee of Banco Central 
will 

de Chileauthorizing the investment;(e) The necessary foreign currency to carry out total or partial remitinc of capitalpurchased with the proceeds of total may only beor pmtial dLqo of the assets amor rights tha preentative of theinvestment:investment, or of theand or total disposal or liquidaon of the vern purclased or created with such(f) The ate of exchange applicable to the remittanceexchange freely agreed upon of capital and profits abrod shall be the type ofby the investor and any banlking organiunon authozed to engage in international exchange operations in Chile.7. Obligations associated with the "credits" appliedhereto shall have no access 
tc, carying out authorized operamons pursuant 

Compendiumn, 
to the system for the payment of obligptins established in Chapter XI1 of thisor to the system contained in Resolution No. 1672.11-850821 of Banco Central de Chile.8. In case any investment operation carried out according to the rules contained in the present Chapterdoes not occur in accordance to these provisions and subject to thegranted by Banco Central de Chile, or 

conditions provided in the authorizationany amnendmen that may be agreed thereafter at the request of theinvestor, the following provisions will be applicable:(a) If the change of creditor, if the case may be, does not take place in the specified period orthe foreign investment authorization will become null and void. The 
manner. 

same will apply if. without a change ofcreditor, the investor fails to make timely collection of the "credit" from the relevant obligor orthe partes obliged to make payment, from any ofor to require from the subsiution of the "credit" for new instruments,in the manner provided for the operation;(b) If, after proceeding to the change of creditor of a "credit,"instuments does not the collection or reolacement for othertake place in the period of tnie or the manner provided for tothe obligor and the parties called on carry ou the, operation,to pay for the respectve obligation, aslose access to well as the crediro himseL, willthe foreign currency market that may corepond to its service; and(c) If, after the collection or replacement
investment authorized by 

of the "credit" by other insmnents takes place and theBanco Central de Chile does notestablished for that purpose, or 
take place at the tme and under the conditionsthe final application of invested resources is misrepresented, in the course ofthe first year from the date the original investment was completed, without having obtainefrom prior authonzationBanco Central de Chile, the applicant shall forfeit access to the foreign curreny makes (s)he may havebeen granted to renut abroad the capital and net profu that had been genrated by the invesiznent.9. Persons carrying out or 

present Chapter shall make 
taking pen in opemons that are subject to the conditions described in thesumcontained herin. 

that all acuoni deriving fiam its applicatmo comply fully with the provisions 
10. Notwdistang the rules contained in Nr. (8) above, violations to this Chapter may be penalized in
the manne 
 descbed in Ch pter X~OV of this Compendium.11. The Opmaions Division of Banco Central de Chile is authorized toprocedures to comrol and supervise opuio establish the necessaryconducted accordingauthorization required, puruant to the trs 

to the3e rules and to grant any specialconained in the Resoluions through with the Executive Comuttee of Banco Central de Chile aurhories any such opThe Superintendency .tin.of Banks and Fimncial Insdttions, using its powers, will issue any relevantaccounting rules and comptroller regulations.12. Persons who own Chilean external debt iisinmunents accordingalso, fulfl the requremenu and conditions contained in Exhibit Nr. (2) of 
to 

the 
Nr. 

same 
(1) of this Chapter and who, 

Chapter, may apply suchinstruments to carry out operations described in said ExhibiL 
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EXHIBIT NR. 1: Investment with Foreign Debt Instruments
Executed by Banco Central de Chile as Direct Obligor 

1. In case persons descnbed inNr. (I) of Chapter XIX of this Compendium having obtained authoriza.uon from Banco Central de ChIe to cary out investmens uiside the country pursuant to the provisions statedin the document mentioned above, of instruments subscribed by Banco Central de Chile as direct obligor,shall submit a request to Banco Central de Chile through the agent crgmnizzion referred to in paragraph 4 ofthe Menuoned Chap=r, after proceeding to change of creditor of the "credits." if needed, with the purpose ofreplacing such instruments by one or more of the following:(a)Notes to bearer issued by Banco Central de Chile, denominated in dollars of the United States ofAmerica and payable in pesos Chilen domestic currency, in an amount equal to the amotnt of the "credits."matu'ng at the end of a period of 10 years from the date of such replacement, earning interest payable in sixmonthly installments in pesos Chilean domestc currency, as shown in the following schedule for the periodsstarting on the date of issue: 

Peiod Annual Interest RateFor 1st six months That of ouiginal insmunemFor 2nd six months LIBOR + 0.75%For 3rd six manths LIBOR + 0.25%From 19 monhs to matunty LIBOR - 0.50% 
(b) Negouable bearer mnstuments issued by deBanco Central Chile, denominatedFomento, in an amount equivalent to the amount of the 'credits." 

in Unidades deThe capiud maturity dateinstruments for thesewill be of 15 years swung on the day the substitution was made, interest payable on a sixmonthly basis and equal to the weighted average rate for indexed 90 to 365-day borrowing in the financialsystem (TIP), reduced by 1.1% per annum.
The holders of notes to bearer referred to in letter (a) above may,
months starung on the date the note was issued, cash at any time during the first 18these ilist'uments in Ba=c Central de Chile fornegotiable bearer instruments of equal value decribed in letter (b) above. In this case, the reduction applicable to the interest rate, if there is any, and other conditions for negotiable instruments, will be those inforce on the issuing date of the promissory notes, or else those that werewas subscribed referred to in force on the date the agreementin Nr. (3) of the present Chapter, whatever the case be, even in case BancoCentral de Chile had modified, according to the terms contained in Nr. (3)of this Exhibit, the conditions andterms of the instruments referred to in this Nr (1).2.Concerning the rules contained in Nr. (1)above, the following applies:(a)Relative to currency conversions taking place in these operations, the type of exchnge and thepariues referred to in Nr. (7) of Chapter 1 of this Compendium ae todiferenual described be applied without the exchangein the second para&aph of Exhibit 1 of the Chpijz. and, when called for, thesame
value of the Unidad de Fomento that is in force on the day the operation takes place;
(b)The LIBOR rae that will be applied as of the maturity dae of the f4st six-month period and foreach one of the six-month periods thereafter, will be the LIBOR rarManagement of Banco Central (180 days) informed by Internaional 
the applicable TIP rare 

de Chile through its "Report on Freigp Currency Equivalencies." Likewise,will be the one informed by Management of Stdies of Banco Central de Chile,corresponding to pertinent operations caried out during the calendar month just prior to the day that marksthe begmmg of each x-month period, that will be in force during the respective period.(c)The intemet of the instruments described in Nr. (1)of this Exhibit will be wccried ry up to therespective maurity date.For the purpose of calculating the amount in domestic currency that is considered in debt throughbearer notes denominated in dollars, the applicable type of exchange will be the one described in letter (a)ofthis Nr. (2), in force on the respective maturity dar.For the purpose of calculating the thevalue in domestic ciurency of negotiable bear instruments,applicable value will be the one in force for the Unidad de Fomento on the respective maturity date.3.Banco Cental de Chile, when the market situation so justifies, or when, due to eventual restructuringof the county's external debt, agrees to more favorable terms concerning capital obligation figurescrediting foreign financial instutions, relative to withdebt's maturity dates or applicable interest rates, is empowered to modify the terms and conditions of the notes to bearer or of negotiable bearer instrumentsdescribed in Nr. (1)of this Exhibit. These modifications will be applicable to instruments that are to be 
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issued as of the daze of the respective Resolution of the Executive Commiuee.4. In actions not included in the present Exhibit, the operations described in it will be subject to thegeneral rules contained in Chapter XIX of this Compendium. 

EXHIBIT NR. 2: Use of Foreign Debt Obligations for Chilean
 
Invesment Companies
 

1. Persons referred to in the following number, hereafter "Investors" who hold Chileaninsmuments described external debtin Nr. (1) of this Chapter. may alply such insmumen s, in the manna described in thisExhibit, toward the subscription and paymem of shares issued by Chilean caornons, hereafter "InvestmentCompany," whose exclusive pm'pose is to carry ou'. invesunent in the couny subject to the terms andconditions established ui this Exhibit. For the purpos of this Exhibit, tbzeseas will be called2. The Investors shall be jw'isdc persnm with ,eS0ence 
"A" shares.

subj-=c to the laws of their and domicile al,'oad--esablished and organizedcountr of origin or. orpnizinion or ienaaa agencies, governmental or
paragovernmental agencies-whose net worth equals or exceeds USS5 million (Dollars of the United States of.Ameica), or its equivalent in other foreign curencies, and which are not conmolled directly or indirectly bypersons of Chilean nao ality or resding in the country.3. The operations referred to in this Exhibir may only be carried out afterauthorization from Banco Central de Chile tha 

obutining the respectiverequires the presnta ion of the following information, to thesatisfaction of Binco Central de Chile:
(a) Identificauion of ti Investors who will subscribe and pay the capital of the Invest ment Companyand. when appopriate, of the agent(s) acting on behalf of the Investors, including documents backing theirauthority;
(b) Information concerning the activity, purpose, line of business, capital and net worth of Investors.Such capital and net worth shall be evidenced with the entity's latest halmce sheet or, alternatively, through aduly audited linancial satcement dated not more 
(c) A draft of the 

that 90 days prior to the submis:ion of the application:proposed by-laws of the Investment Company that should include, at least, therepresentstions esablished in this Exhibit:A legalized copy of the by-laws should be submitted to Banco Central de Chile within 60 days startingfrom the date the authoriton referred to in this number is grnmted;(d) Id-nnrfcaio of the persns who shall be named legal representatives of the Investment Company.(e) Information relative to whether the applicana hold investments in the country under"foreign invesunent regime," such as D.. the existing600 of 1974 as amended, Artcles 14, 15 or 16 of the ForeignExchange Law or the rules of this Chapter XIX:(f) A listing of the "debt instrment(s)" ht will be applied to carry out the operations referred to inthis Exhibit, as well as a description of the "credits," that is, total or paria amount of the principal amountof the "debt insmunents," and, when applicable, of the accrued and unpaid interem, that will be used, in themanner specified in this Chapter XIX and in this ExhibiL toward investments authorized by Banco Central deChile. 
Evidence should also be included, when applicable, concerning the guumntor status referred(b) to in letterof Nr. I of this Chapter XIX and. if the applicant is a person oder than the creditor of theinstrument" regsttred "debtas such with Banco Central de Chile, a request for the approval of the correspondingchange of creditor appeaing on the "credit";
(g) Copy, executed before a Notary Public or recording officer of the agreement referred to in Nr. (3)of this Chapter XIX in the understnding that it will be subject to the approval indicated above; and(h) Copy of the Power of Attorney thu the Investors may have issued pursuant to Nr. 4 of ChapterXIX, whereby they instut the agent to proceed, within a maximum of 60 days starting on the date theapproval irdicated in this number is granted, to contribute to the capital of the Investment Companylawful domestic currency theobtained in payment of the "credits" or to deliver, as contribution, the instrumentsthat may have been received in excluge for the "credits," or the lawful demestc cturency received inpayment of such instruments; and
(i) The applicant(s)' expressed acceptance to the effect that they submitChapter XIX and iLs Exhibit 2, as well as 

to the provisions of thisto those established by Banco Central de Chile in the correspond
ing authorization.

4. Notwithstanding the requirements contained in the previous number, the Investor(s) who undertakethe task to contibute, collectively, to the Inv.stment Company at It=u one-thirdsubmit a request to of its minimum capital mayBanco Central de Chile to authorize..in principle-the presentation of an applicauon to 
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GUIDES FOR APPLICATION OF THE ADJUSTMENT FACTOR OF THE DISCOUNTS 
SHOWN LN EXHIBIT C * 

1. Locat the discmt box correponding to the type of capitalization.2. Deternune the approximaze market price of the instunent to be used.3. Calculate the differental between tht; free raze and the contmlled rate of exchange.4. With the preceding data. determine the conpnding discount, multplying the convergent factor of theprice and the diffemnal. 

The inital values considered in the adjusunent factor shown in the Schedule to Exhibit C are: P? (price ofthe paper) - 60%, and d (differential between razes of exchange). 1.02%. 
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Nigeria 
GUIDELINES FOR DEBT CONVERSION PROGRAMME 

1. Introduction 

1.1 The Federal Republic of Nigeria has established a Debt Conversion Pru,=mme (DCP) and set up aDebt Conversion Comminee (DCC) to implement the programme. 

1.2 Objectves of the Debt Conversion Progrmne:

The objectives of the Debt Conversion Proganme am:
i To reduce Nigeria's extema debt position by reducing the stock of outsuanding foreign currencydenominated debt in order to alleviate the debt service burden.
ii To create an economic environment attractive 
 to foreign investoms.iii To serve as an additional incentive for the repatriaLion of flight capitalIV To stmulate employment by generating investments in industries with signifiant dependence on

local inputs.v To encourage the creation and development of export-oriented industries thereby diversifying theexpon base of the Nigerian economy.vi To increase access to approprate technology, external markes and other benefits associated withforeign investment. 

1.3 Membership of the Debt Conversion Commitee:

The membership of the Debt Conversmon Comnunee is as follows:
 

(i) The Central Bank of Nigeria Chairman and Secretariat
(ii) Federal Ministry of Finance Member
 

and Economic Development

(iii) Cabinet Office Member
(iv) Federa Ministy of Justice Member
(v) FederAl Ministry of Justice Member
(vi) Hon. Minister of State for Member
 

Special Duties, Office of
 
the Preparer
 

1.4 Functions of the Debt Convarsion Commitee (DCC):
The primary functions of the Debt Conversion Committee (DCC) include the foilowing:
(i) to design and implement an efficient Debt Conversion Programme (DCP) in Nigeria;(ii) to establish clear ana concise approval procedures;(iii) to review and approve applications and nusacoons within a reasonable, specified time;(iv) to conunuafly monitor and review the progress of the progamme and the investment projectsapproved under it. 

1.5 DCP Guidelines:
In what follows, guidelines covering rules and regulations, qpplication conversion am monitoringprocedures for a Nigejan DCP am presenied. Toe guidelines maytime be reviewed and amended from time toby the Debt Conversion Committee (DC withou ncesrily affecting the suus of previously completed ansactons. 

2. Rules and Regulations 

2.1 Eligible Foreign Debt(s):
At the initial phase of the pr'gnrnme, the only class of debt that would be eligible for conversion shall,
in the meantime, be Cent'al Bank of Nigeria dollar-enomiated pxmmissoryBank of Nigeria notes issued under the CentralCircular of April 1984 and promissory note issuedEconomic Development. Later, the prognmunme may be extended 
by Federal Ministry of Finance and 

to cover any other foreign-cu'rency.denomi. 
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nated debt of maturity greater than 365 days owed to commercial banks by the Federal Republic of Nigeriaor the Central Bank of Nigeria. The decision to make any class of debt eligible shall rest with the DebtConversion Committee, to be made in light of developments under the programme. 

2.2 Eligible Transaction Categories
In the application of the Naira proceeds from debt conversion, the only three categories of applicationthat would be entertained by the Committee are:
(i) Conversion to cash for the purpose of malng a gift/grant to Nigerian entities.(U) Conversion for expansion or recapitalization of investments in privatized enterprises.(ii) Conversion for investment in completely ,iew projects. 

2.3 Priority within Eligible Trnsaction Categoies:Within the eligible transaction categories stated in Sec. 2.2 above, the following economic activities willbe given priority in the following order(i) Invesunent in production processes based on at least 80 per.ent local raw materials, especially in the
developmet of agriculture
and agro-irdustry, production for export and production of raw materials and other requirements of local
industries. 

(6) Investment with high employment content.
(iii) Investment for extracting, exploiting and commercialization of Nigeria's mineral, forestry, and othernatural resources. 
(iv) Investment that will seek to improve or use existing inventions and discoveries in Nigeria relatingto new machinery, new products or new processes or with technology component approprite or adaptable tothe Nigernn sinuaon. 

2.4 Minimum Size of Transaction:
In order to miunize administrative work. discourage frivolous applications and facilitate the supervisionof, or surveillance over, the projects in which the Nair- proceeds of debt conversion are invested in Sec. 2.2(ii) and (iW)above, the minmunum amount of debt to be considered under the scheme shl be USS250.000 inthe first insnce and USS25,000 in subsequent redemptions. In the case of conversion to cash for the purposeof making a gift under Sec. 2.2 (i) there shall be no minimum limition. 

2.5 Eligible Participants:
All legitiumate holders or assignees of designated debt(s) including Nigerians and foreign nationalswhether corporate bodies or individuals, resident or nonresident, shall be eligible to participate in the debtconversion programme, provided that the foreign exchange required for the purpose of promissory notesand/or other foreign debts from an original or a previous holder originated from abroad and not from foreignexchange purchased on FEM or in any other way from Nigeriz The enterprise(s) financed with the redemp-
Lion proces is (ae) register-d as Nigerian enterprise(s) rder existing company laws at the ue of the


transact on.
 

2.6 Volume ControL
2.6:1 The debt conversion progamme shall be consistent with the fiscal, moneay and other policies ofthe Federal Military Government by msuing that the amount, timing and application of the proceeds ofconverted debt ae in amordance with naional priorities, especially the policies on inflation and ,ccelerationof bistrial and agricultural development.
2.6:2 To keep DCP within the framework of the SAP a volume coml shall be applied in the form ofannual and monthly ceilings. Such ceilings shall be kept under constant review in ine with monetary, creditand other macroeconomic objcves and developments. Any con version srttAll in one month may, at thedisction of the DCC, be carried over and added to the followng month's spe fied limiL 

2.7 Protection of Foreign Investment:Any approved investment made from the proceeas of conversion under the Nigerian DCP shall berecognized as investment made from foreign currency like any other and accordingly will benefit fromapproved status for the purpose of such matters as tax treannent and repariaton of dividends and capitalsubject to the remittance restrction clause in Sec. 2.8 below. 
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2.8 Remittance Restmcuons:In order to ensure that the relief being sought through DCP is not frustrated and in order thatexercise does not result in giving preferential terms repayment to 
the 

creditors contrary to the terms and 
of an investing redemptor over otherconditions of existing debt rescheduling arangements.limitations shall be pLaced on remittances of redemption proceeds and incomes arising thereof: 

the following 
(i) Interest income, profits/dividends; patent license fees and other invisibles connected with ap'ovalprojects under the DCP shall not be repatriated for a minimum period of five (5) years from the dak- ofrelease of redemption proceeds for actual investment or years after suchfive profitdividends are made orpaid, whichever is later.(ii) Any capital proceeds ansing from subsequent disposal of the investment made under the programmecannot be repatriated for a minimum of 10 years after effective investnent of the proceeds.(iii) Repatriation of capital after 10 years shall not exceed 20 percent per annum. 

2.9 Transaction Commission:A ansgction commission payable in US dollars and equivalent toof the debt to be converted 2.5 percent of the discounted valueshall be payable to the Central Bank of Nigeria (CBN) by the redemptor. TheUS-dollar commission shall be payable to the CBN account with the Federal Rmmerve Bank of New York orany foreign bank as may Irom time to tnc be designated by the CBN. 

2.10 Financing of Offshore Costs of Projects: 
the 

The Naira proceeds ,f Nigeria's DCP shall be applicable only to the local cost of the project in whichinvestment is made. offshore of theAll costs DCP projects shall be provided by the redemptor. Theability to provide the offshore cost shall
additional foreign capital 

be a condition precedent to any debt-equity conversion. Suchinvestment shall be accorded all the privileges of foreign investment in Nigeriaunder existing laws. 

2.11 Taxation of Profit and Dividend:Taxation 
existing 

of profit and dividend arising from approved DCP projects shall be in accordance with thetax laws in Nigeria at the tune such profits and dividends are declared. 

3. Application Procedure 

3.1:1 Prospective participants, whether corporate or noncorporae, national or foreign,prior consent or approval in principle of the Debt Cojvermon Commiuee 
must obtain the 

3.1:2 All in order to qualify for parncipaton.such applications shall tobe made the Chairman of the Debt Conversion Committee at thecommitee's Secretariat located at the Central Bank of Nigeria, Tinubu Square, P.M.B., 12194, Lagos.3.1:3 The Secretariat shall acknowledge in writing or by atested Cable to the applicant or his agent(s)the receipt of completed application within three (3)working days o0 the date of receipt of the application.3.1:4 Application for approval in principle will be processed on case-by-cae and on first-come-first.
served bases.3.1:5 The Committee will meet at least once every two weeks (and more oiten as dictated by thevolume of work) to review and approve applications.3.1:6 The approval or rejection of an application must be communicamed to the applicant and/or hisagent(s) within four weeks of the receipt of such application.3.1:7 The Committee shall not be undcr any obligation to give reasons or justifcaticois for approval orrejection of any application, and its decision shall be final.3.1:8 lnconpkeu or defective applications(s) will be returned for modification, or the plicant or hisagent(s) will be required to submit additional information. 

3.2 Requited Information:The application to the Debt Conversion Committee shall contain the following information:(i) Detailed identity of applicant and, where applicable, detailed identity of agent(s) in Nigeria.(ii) Information pertaining to aplicant's business should include:* Nature and type of current business ativity and particulars of incorporation;
" Capital and volume of operauons;

" Busines conducted in or with Nigeria;
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0 Other nvestment/operauonsacuviues in Nigeria:
* Nature and volume of business intended to beconve"son.	 conducted in Nigeria with proceeds of proposed 

(iii) Previous experience. if any, in debt conversion, with partculars of volume and nature of business
done with profle of actual investment performance in ofher DCP countries (if any).(iv) Undertaking of acceptance of and adherence to the guidelines contained therein.(v) Beneficiary or recipient of conversion proceeds and whether it is an existing organization or a newcompany to be specifically organized for debt-equity conversion progrmme.(vi) In the case of foreign persons or enties, particulars of agent(s) or representatve(s) in Nigeria.Copies of mandatwageement between the applicant and the agent(s), whether a person or body corporate,certified by a cc.;A declaraton or a notary public. Agreement must contain details of agents, includingdetailed instructions for handling and delivery of conversion proceeds.(vu) Any other verifiable information or references that could facilitate decisionmaking on the applica.uon. 

3.3 Verification of Applicants' Particulars:
The Central Bank of Nigeria through its usual correspondent channels shau verify the information 

supplied by the applicant. 

3.4 Lnrview:
 
Should the need arise, the applicant and/or his agent(s) 
 shall be invited for interview on the terms and 

conditions of conversion. 

4. Conversion iPrredure 

4.1 Auction:
 
The method of debt conversion shall be by auction. 
 However, the DCC can, at its discretion, approve

an application for conversion on its own mert. 

4.2 Eligible Bidders:
All redemptors who have received a4proval in principle or their agents are eligible to participate inmonthly auction to bid for the amount ofiered by the DCC for the month. 

4.3 Conversion Procedure:
An approved prospecuve redemptor or his agent(s) shall submit bid form(s) to the DCC at its Secretariat located in the CBN, giving paruculars to the promissory note(s)/debt insument(s) to be redeemed.relemptor or his agenit(s) may submit up to two alternative bids at an auction. 	

The 
If both bids are successful, the more 	 beneficial bid to Nigeri2 shall be taken as his bid for the auction. 

4.4 Bid Schedule:
 
Bid forms will be provided by the DCC Secretariat at the CBN. T'nubu Square, Ligos.
Bid will kx eceived up until 11:00 AM and the auction will take place at 12 	noon on last banking dayof each month (or any other designated day). The auction, amounts to be 	redeemed, and relevant conditionswill be announced '0banking days before the date of the award. Bid processing will be handled by the DCC

Seretarial. 

4.5 	Bidding:

will be deivered to the DCC Secretariat
Bids 	 at the CBN end such bids will specify the discount

offered as pertznrage of the face value of the debt to be redeemed.
 
The DCC Secretariat reserves 
the right to reject any irregular bid. 

4.6 Award:
Bids 	will be ranked in descending order uf discounts offrAd. The right to redeem will be awarded bydiscount rank until the monthly alocation is exhausted. If two or morm 	bids offer the same discount and thebalance of monthly allocation is insufficient to cover both, that balance will be distributed pro rata among thetwo or more bids in respect of offers at the same 	price. Award will be made to a successful bidder at his bid

price 	(discount). 
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The DCC may set a reserve price Lbove which no deal can be effected.Redernptors or their agents wid be informed of bid award by telephone or telex within two workingdays of the close of the auction.Within five banking days of the date of notification, the conversionbidders must be paid to 
commission due from successfulthe US-dollar account of the CBN at the Federal Reserve Bank of New York.Redemptors who fail to comply within the requisite time period will forfeit their allocations. 

4.7 Exchange R.2e:The applicable exchange rate shall be the effective FEM rate at the m of the auction and this shall beapplied to the successful redemptor's bid price in the calculation of the Nam procecds. 

4.8 Delivery of Debt lnstrumer.. for Conversion:The redernpwm(s) or his agent(s) will deliver the pormissory note(s)/datz inunent(s) for conversionChase Manhattan toBank N.A., New York, within 10 working days of the auction in which his bid isful. If a redemptor fails successto deliver the 'bt instrument(s) to Chase within the stipulated time, he shall forfeithis allocation in the auction. 

4.9 Provision of Redemption Proceeds:Upon the confirmaton of receipt of promissory note(s)/drbt insrument(s) by Chase Ma.hauanattested telex to the DCC, the CBN through 
at 

will provide the Naira Proceeds directly to a designated blocked accountthe CBN in favor of the redemptor. The redernptor or his agent will be promptly informed. 

4.10 Blocked Account and Release of Funds:Naira proceeds of convened promissory note(s)/debt insiumennt(s) will be kept in a blocked accountthe CBN and released atin tianches to the redemptor's bank according to the cash needs of the approvedproject(s) as approved by the DCC. 

4.11 Cancellation of Redeemed Promissory Note(s)/Debt(s):After redempuoa. the DCC will advise Chase Manhattan Bank to cancel the notes and surender themto the DCC. Where the amount of debt to be converted is less than tiesubmited face value of the promtssory note(s)for cancellation. Chase Manhautan Bank shall issue a fresh promissory note in the amount of theunredeemed balance to the redemptor. 

5. Approved Status 

5.1 Pursuant to the provision of subsection 14(2) of the SEEM Decree, the DCC shall within 14 days ofthe conversion of dolar-denomiated promissory notes into Naira, issue a Certificate of Capital Imponation inthe usual way, and upon which the Federal Ministry of Finance and Economir Development will in run issue
Approved Status Certificate.
 

5.2 In a sumilar manner, sepatm certificates of c.,pital importation shallimpotadun of foreign exchange either in cash 
be issued for additional
 or in the form of machinery and Lquipment, etc., which
constitutes the offshore cost of approved debt conversion projects. 

6. Monitoring 

6.1 Desiga Renderior's Bank:The blocked conversion proceeds held at the CBN shall be released to the designAed redempor's bangin amounts approved by the DCC from time to time. The redempior's bvkacount for every redenpor into which funds 
shall open only one specialreleased from the blocked account shall be credited for thepursuit of the approved project(s). The redemptor's bank shall furnish the DCC withdebt convermon account operated by it. Such report shall 

monthly reports on each
include all the irnpon and other foreign exchangemrsactons of the enterprise/company in which the redemption proceeds have been invested. It shall alsoinclude its sources of foreign exchange outside the FEM, including he intrbjnk narket. 

6.2 No Access to Foreign Exchange:All such designated debt conversion accounts shall have no access to FEM without the price authoriza. 
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Uon of the DCC. The en nrse/company in which redemption proceeds have been invested should lodgeinformation about all Lheir import and other freign transactions with the DCC.6.3 Documientation: 

The DCC shall maintain at all times at its Secretariatfollowing conversion. It shall also maintain 
a list and amount of all canceled promissory notesa €m-prehensive record of all pOjects faumced with debtconversion proceeds. 

6.4 Periodic 2.eport by the DCC:The Debt Conversion Commite shall Ubit to the Fednal Govenmet monthly and quartery reportshighlighting the operations of the scheme and the operational problems encountered, with reommendations forimprovement in efficiency and effectiveness of the programme. Periodic review and repoo shall be made onthe projects finacried with the proceeds of debt conversion. 
6.5 Sponsor- of approved projects under the prograne shall scbmiz Annual Reports and AudadAccounts on their operiuons to the DCC. 

6.6 Noncompliance:Transacuons in violationCommitte or against the of the gudelines stated hereinlaws of the country or conditions setwill be deemed by the Debt Conversionnull and void zn will be Subject to thepe.nalties provided under the foreign investment laws of Nigeria and all relevant laws.T .Lsacbos in accordance with the approvalnot executed shall be null and void for'the repaiationeither of profit/dividend or capital. 
6.7 The Debt Conversion Committee may set andsupervising operations pursuant modify execution procedures for controlling andto the Debt Conversion Progranme in accordance with the priorities of thcprogramme. 

Cenual Bank of NigeriaTinubu Square, Lugos 
July 5. 1988 
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Peru 
ECONOMY AND FINANCE
 

ESTABLISHMENT OF THE SYSTEM FOR CONVERTING PUBLIC

FOREIGN DEBT INTO INVESTMENT (CDI)
 

Supreme Decree No. [illegible)
THE PRESLDiNT OF THE REPUBLIC 
WHEREAS: 
Article 12 of Law [illegible) 741 jthriz the Ministry of the Economy and Finance to negotia.e therefinancing of public foreign debt by adapting it to the coutiry's paymem capacity;The Guidelines of he Policy on the Treatment of Public ForeignNational Council on Foeign Debt and which form 

Debt which were approved by thepart of the Nadional Development Plan for the 1989-90petiod present the convemoa of pablic foreign debt into new invennent as an altenative foreign debt 
s~aegy;

It is Government policy to promote national and foreign investment in projects w'hichexportaton of goods and services that are based on thewyill help genrate a favorable balance of foreign exchange for thenation;
Section b) of Article Law160. 24750 authorizes the Centrl Government to cary out or g.aranteeintemal debt ransactions with terms of longer than year for upone to 1.5% (one poiiu five peirent) of theNational Gross Income, for the purpose of paying foreign debt in kind;
The mechanism for converting foreign debt into investment must be included in 
 the aforementionedauthrization;
In accordance with Section 20). Article 211 of the Political Constitution of Peru:With the approving vote of the Council of Ministers and charged with informing the Congress of the

Republic; 
HEREBY DECREES. 
Article 1By means of this Supreme Decree the System for Converting Public Foreign Debt into Investment

(CDI) is established; 
Article 2Transactions destined to convert public foreign debt into investment in the country are within the scopeof section b) Article 10, Law 24750.
 
Article 3
Creditors and holders of medium- and long-term public debt and short-term (debt) for working capital

may piticipame in Ns system. 
Article 4
Public foreign debt certifcate holders who convert (said inusmments] into investment in the countryshall have the amibtes assigned to them by Decisions No. 168 and 220 of the Commission of the CartagenaAgreement in accordance with their [specific] charceristics; they may be either national or fo eigii investrs.
Article 5The CDI shall apply to new projects as well as to the expansion of the productive capacity of exiswbgcompanies, and shall be prucm &ly d:rected to the generaton of foreign curency tlhrugh the expansion ofour offer of goods and surves for exportation.
Article 6The CDI shall apply exclusively to locaL costs involved in developing related projects in accordancewith the provision of the Regulation to this [Decree).
The impaled component of CDI projects shall be financed through forign resor.es through capitalcontributions or foreign financing obtained by the investor. 
Article 7The value of public foreign debt cernats shall be recognized through a system of public auction heldto establish the applicable discount on the aforemenioned certificatem The auction system procedures shall beestablish tr ugh the Regulation to this [decree)]. 
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Article 8The Central Reserve Bank of Peru shall detnine the exchange rate applicable to the CDI.ArticleAmounts9of capital corresponding to the CDI may only be repatriated beginning in the tenth year afterthe project has begun.
 
Article 10
The restrictions established by Supreme Decree No. 260-86 EPL27-86 EF and any sad extended by Supreme Decree No.other regulations that impede the remittance of profits abroad shall notreimbursement oil invesunents in pojects in accordance with the CDI. 

apply to the 
Said investments sha)j be subject to the provisions of Dision No. 220 of the Catagena Agreement

Commission.
The Regulation to the Decree shall esablish the procedure and conditions for the authorization ofaforemeationed remitances by CON1TE.
 
Aucle 11
Fach year the Executive Branch shall include the mxirwm amount of reaoures to be allocated by theState m the CDI in the drafts of the Financing Law and the Budget Law of the Republic.
ArticleSpecific 12CDI a=acrions shall be approved by Supreme Resolution approved by the President of theCouncil of Ministers and by the Minister of Economy and Finances.
 
Article 13
The ReguWatr 

a period no 
of the System for Converung Public Foreign Debt into Investment shall be approved inlonger than 30 calendar days after the publication of this [Supreme Decree] through a Resolutionby the Business .a d F.inance Minister.
 

Article 14
This Suprere Decree shall be countersigned by the Presidnz of the Board of Ministers hnd thePresidential Minister, and by the Business and Finance Minister.
Issued in Government 
 1:l in Lima, on the twenty-second day of October of nineteen hundred andeighty-eigu.

ALAN GARCIA PEREZ. Consitutional Presid.,-t of the Republic.
ARMANDO VILLANUEVA DEL CAMPO, President of the Council of the Ministers and Minister ofthe Executive Office. 
ABEL SALINAS IZAGUIRRE. Minister of the Economy and Finance.
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Lima, Saurday December 3. 1988 
THE REGULATION TO THE SYSTEM FOR CONVERTING PUBLIC FOREIGN

DEBT INTO INVESTMENT HAS BEEN APPROVED 

MINISTERIAL RESOLUTION 
No. 365.88-EF(75 

Lima. December 2. 1988
 
WHEREAS

The System for Convening Public Foreign Debt into Investment (CDI)198-33.EF of October 22, 1988, was approved by Supreme Decree No.as an alteraive foreip debt sturegy and as a meansand foreign of promoting nationalinvestment in projects that at based on the exportinm of goods and service that will helpgenerate a favorable balance of foreign exhange for the country;By virtue of Article 13 of Supreme Decree No. 198-88.EF, the Regulation to the aforementioned CDISystem. which is famed by 6 chafpers and 38 articles, must be approved:The General Bureau of Public Credit and the Counselor's Offce for the area have [iusedi favorable
opinions.In accordance with the provisions of Law No. 24741, Legislative Dcr No. 217 and the SupremeDecree No. 198-88-EF; 

(THE FOI LOWING IS] RESOLVED: 
Sole Artic eThe Regriation to the System for Converting Public Foreign Debt into Investment (CDI) is herebyapproved, [said Regulation] forming part of this Resolution and containing 6 chapters and 33 articles, and 
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through which the mechanisms and procedures referred to in the system set forth in Supreme Decree 198-88-E: of October 22, 1988. are established.
 
Record and advise.
 
CARLOS RIVAS DAVILA, Minister of the Economy and Finance.
 

REGULATION 	OF SUPREME DECREE No. 19&,8.EF ON THE SYSTEM FORCONVERTING PUBLIC FOREIGN DEBI INTO INVESTMENT (CDI) 

CHAPTER I
 
GENERAL RESOLUTIONS
 

Article I
 
cForthe purposes of the CDI System, the following is deemed eligible foreign debt:a) Cenual Government medium- aad long-term direct debtb) Medium- and long-term debt of public institutions and state-owned companies guaranteed by theCentral Government:
 

(page break in ongina]
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c) Short-term debt for working capital incurred by the Central Government,d) Other debt of public institutions and state-owned companies not guaranteei by the Central Government and previously appmved by the General Bureau of Public Credit (D.G.C.P.).
Article 2The CDI System shall apply to mature and outstanding debt, Ls described in Article 1, at the auctiondate, 	excluding penalues for late paymenL

Article 3
nvestments made 	 under this system shall be basically directed to the generation of foreign currencythrough the execution of new projects and the expansion of (existing ones], necessarily resulting in newproductive capacities in the country.


Said investments shall not be used for.
 
a) Financial investments:

b) Purchasing shares and/or equity in existing companies.

Article 4
cTheCDI system shall only finance local expenses, which do not include the following:a) The acquisition, abroad or in the country, of imported goods and services;

b)The acquisition of uscd goods:

c) The acquisition of real estate:
d) Working capial, except amounts pertaining to an eligible project, up to a maximnun of 15% of theamount to be caiverted.
The arnont to be converted may not exceed 70% of the local costs of the project

Article 5
The exception referred to 10 of the Supreme Decreein Article 	 196-88-EF inchldes profits as well asany other amounts a foreign invesor may remit abroad in accordance with current applicable law; (for thispurpose) a Swoam Statement approved by CONr,"E must be presented curing that positive net foreigncurrency balances am produced.If tOe CDI is used for expanding existing productive capacities, the remittarice of profits abroad shall bemeasur*d in prpwoin to the investment increase. 
ForeignArticle 6investors may remit profits abroad from sales or the liquidation of the capital invested inamounts equal to the debt converted into invesnmiert, beginning on the tenth yaw after the project wasinitaed, after having complied with current legal regutions. Capiwil ownership remlting from debt conversion may be transferred upon completion of the third year after tie projec was initiated.In the 	 event an investment is anderred or liquidated prior to the tenth year after the project wasinitiated, a sum equal 	 to the amount of the CDI shall be deposited in an interest-bearing account m US 
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dollars, monies from which may only be released prior to maturity for investmentapproved by the National Commission in projects previouslyon Foreign Investment and Technology (CONTE).

ArticleThe
reinvesuent of profits [resulting] irom the CDI shall be subject to the same conditions establishedfor the amount converted orginally. 
ArticleSpecial 8investment incentives shall only apply=pudon. to CDI projects which ae specifically directed to promote
Exportuions resulting from the CDI projects may not be included in the system of foreign public debtpayment-in-kind. 

CHAPTER 11THE COMMITTEE AND THE TECHNICAL SECRETARIAT
 
Ar cleCommittee 
 shall be created for the Conversion of Public Foreign Delat into Investeat, comprised asfollows:a) A representative of the General Bureau of Public Credit (DGCP) of the Minisry of the Economy andFinance (MEF). who shall preside:b) A representative of the National Commission on Foreign Investment and Technology (CONTE);c) A resepmauve of the Financial Development Corporaton (COFIDE);d) A repreentazive of the Foreign Trade Institue (ICE);e) A reresentatve of the Central Reserve Bank of Peru (BRCP).

Ar ce 10
 
The Committee has the following fumctons:
a) To approve investment projects which are eligible to be financed thzdugh the CDI system;b) To call auctions;c) To establish annual sectorial limits in accordance with Govemmental priorities;d) To propose the annual amounts to be allocated to CDI to the ME.F;e) To propose complementary regulmons for the execution of the CDI system.Article I11 
The Committee shall have a Technical Secrettriat under the auspices of COFIDE with the followingfunctions: 
a) To receive and evaluate investment proposals;
b) To submit the proposals for Commiuee approval;

c) Keep committee mmutes:
d) To submit projects approved by the Committee to the General 
 Bureau of Public Creditprocessing [said project) up through payment to the inventor awarded the bid; 

to continue 
e) Other functions assigned by the Committee. 

CHAPTER M
 
PROJECT APPROVAL
 

Article
Investors12shall present their projects along withiat for evaluain. The Committee the required infodion thuaugh the Technical Secretar. 
the day the informaton is submited.

shall give its approval within a maximum period of 45 days, beginning on 
ArticleProject 13classification will be based on the generationnatural ofresources, cAnological development foreign cw'rency, jobs (generatedJ, use ofdocanializaon, proportion of frmp p ipm icin in the overallinves met and time period. 
Article 14In case of rejection, the investor may resubmit his project to canncx the Commiaee. Committee Decisionsbe xppealed to other government agencies. 
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CHAPTER IV
 
AUCTION PROCEDURES
 

Article 15

AU approved projects are eligible for inclusion in the auction [held] to grant the 
amounts available

within the system.
 
Article 16

The amounts to be aucuoned shall be determined by the Committee based 
on the aroved investment 

amounts.
 
Article 17
 
The Comnuttee shall establish the mnrumum acceptable discount for each auction.
 
Article 18
 
The auction shall be held on the day and time considered appropriate by the Comniiree. The call toution shall be published in the official gazeuc "El Peniano" and in a nationally circulated daily at least 15 

days in advance.
 
Article 19

The call to auction shall include, in additicn 
 to the daze, time and place of auctio, the minimumacceputble discount and the maxinum quota per sector referred to in Article 10 Section c) of this Regulation.
Article 20
The auction shall be held in public under the supervision of the Committee president or his delegate.
Article 21 
Bidders shall be called in accordance with the order in which theprojects were approved. a duly accredited legal representauve of the investo should ptsent "the offer in a

sealed envelope. 
Article 22
If a bidder is not present at the auction when [his pmject] is called, it will be undemoed that he doesnot wish to participate in the aucuon, and therelore, he will not t able to participate at a later time. 
Article 23 
The sealed envelope submitted by the bidder shall contain the following &.nentaion:• A utscription of the Committee Agreement approving the Project.
* Discount offer, indicating the specifics of the debt to be convened;* Proof of having made a deposit or bank guarantee in US dollars to the account of the HER Theamount shall be equal to 0.5% of the toal investment.
0 A commitment, should the bid be awarded. to comply with the rules established in Supreme DecreeNo. 196-88-EF in this Regulation and in the respective complementary legislation.This guarantee shall be released within 24 how after the publication of the auction results, with theexception of [the guarantees] established by the awardees, which will be released after the cerific&tes have 

been paid.
At the same time of the release of the guarantee the investor must deposit a commission to coveradministrave expenses incurred by the system in an amcunt equal to 0.5% o( the amount to be converted.

The MEF will decide how these funds will be used. 
Article 24
Bids presented in sealed envelopes shall be considered firm, and the bidder may not discontinue them. 
Article 25
The President of the Auction shall open the envIlopes after all are received, indicating the discountoffered in each case. The auction -will be adjourned immadiately thereafter. 

CHAPTER V
CLASSIFICATION AND DEFINITION OF THE AUCTION 

Article 26
The bids presented in the auction shall be classified by the Committee based on the value of thediscount offered. Those [bids] that offer the greate discount over the nominal value will be deemed auctionawardees, provided that said discount is equal to or greater than zhe established base. 
Article 27 
In case of a tie between two offers, preference will be given to the project that requires the lesseramount of its total investment to be financed with funds resulting from the convesion. 
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Article 28
The Committee shall make the aucuon results public within a maximum of five (5) working days after

it is held.
 
Artcle 29
The auction results shall be published in the official gazette "El Peruano" and in a nationally circulated 

daily.
 
Article 30
The amounts io be conveted of the bids awarded in auction may not exceed the limit amount estabLished for the aucuon. 

CHAPTER VI
GRANTING DEBT CERTIFICATES AND RELEASING FUNDS 

Aricle 31The General Bureau oi Public Credit shall enat the authorizing Supreme Resolution immediately afterthe 2astio [resuls] are published. 
ArticleInvestors32

must present the debt certific;tes of obligations to be convered to the General Bureau ofPublic Credit for venficatton within 30 calendar days of the publication dae of the Supreme Resolution. 

Page 70413
 
Amcle 33
'The Commmee will determine the actions to be taken in the event that an investor faicuon awardee]does not prosent he certificates or obligations within the time peiod stipulated in the preceding arucle.
 
Article 34
After the certificates or obligations are approved, the Centrl Bueau of Public Debt will niake therespective funds available.
 
Auticle 35
The MIEF shall establish with the Cental Reserve Bank of Pru an account in US dollars to the orderof the investor. which shall be administered by COFIDE and ainst which the local currency funds quiredfor the projects shall be drawn. 
Article 36
Investors may request payment of funds through COFIDE. who shall verify that the project is beingexecuted as planned and in accoidance with the respective investment schedule, and that the additional

investments pledged are made. 

FINAL PROVISIONS 
Article 37
Direct foreign investment in CDI projects shall be automatically authorized by CON1TE. 
Artcle 38
The member insututions of the Committee shall designaze their representatives and deputies within aperiod of no more than 15 days begumng on the [dat] this Regulatiom is published 
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The Philippines 
Revised Circular No. 1111 Series of 1987-.Program for the Conversion of Philippine External Debt

into Equity Investments - October 20, 1987
 

As oriinaUy issued in August of 1986, Centnl 
Bank Cicular 1111 expressly solicited commentspublic on the guidelines for the from thePhilippine debi-to-eqwy conversion program contained in that Cirmular. Inaddition, the Circular stated that the Government intaerd to revse the program at an qporae twie in thefuture in order to take into account these comments and the Cenul Bank's acntal experience in adranistenngthe program during its stan-up phase. The revision of Circular 1111 was approved by the Moneary Board onOctober 19, 1987 and by the President on October 20, 1987.The revised Circular incorporates several important changes. Thes include:(a) the classification of banking and the acquisition and operationdisposed of by the of non-performing assets beingGovernment. including the Asset Privatuanon Tmst, under the privadtion program aspreferred (Schedule 2) inve.%nents, and(b) a statmenent of :he cnteria that the Morwta.y Board will useinvestments that arc proposed to 
in assessing applications for equitybe funded with the proceeds of debt conversions under this programIn addition, investors will be given an option of:(i) fiuding their entire mvesment through the redemption of Philippinewhich cae certain fees will external debt obligations (inbe payable by the investor to the Government a described be]ow)Y(ii)funding at least 50% (in the case of Schedule 2 investments) and 60% (in theinvestments) of the algregze case of Schedule 3amount of investment withmoney") pesos through the Wae of foreign exchange ("freshto the Cental Bank at prevailing market rates of exchange (in which case no fees will be"payableon any pan of the investment): or(iii) funding a portion of their investment partly with freshinvestrnent) and the balance through 

money (ranging from 10% to 50% of thethe redempton of Philippine external debt obligations (in which case,fees will vary depending on the fesh-money component).
The onginal version of Circular No. 1 11 provided
time a transecuon for the payment of fees to the G,'vernment at thewas closed equal to 5% of the peso pmceed, used to fund ainvestment and 105, in the case preferred ("Schedule 2")of a non-preferred ("Schedule 3") inveU'inL The Circular aso"firsh money" req~uirement (i.e. specified aa requirement of partial funding with peos prhased at prevailing ratesexchange eqtL*" ofw.10% of a Schedule 3 investment). The intemion of these requirementsGovernment to recaptin some was to permit theof the discount realized by mvesto3 iz.in the secondary market, while leaving invesio 
purchasing Philippine debt obligations

a sufficient incentive to engage in the ansacions.At the time Circular 1111 was originally issued and duringopei, most of the first year of the program 'sthe secondary mark-t discount on Philippine debt obligations ranged from 20% to 25% of the facevalue of the paper. The operation of the propgam during isto invesuzr (after payment of fee3) was 
first year showed that te resulting net discountsuffcient to prornow sgnifrmnt flows of eqity invments. Becauseth secaidary market price of Philippine

Circular stated t 
pqa was exet to change Lom time to time, however, thethe fee schedules and freth-mmey requirements would be subjec to ocuona] revisionsin order to maintain an adequate net incentive to investrs.In recent months. the secondary mwket discount on Philippine debt obligtions has widened subs atally and now ranges beriwen 40% and 45% of face range from 6.7% to 

value. Circular 1111 feea have scwotringly been revised to10% (in the case of Schedule 2 investments) and from 8% to 24% (inSchedule 3 invemnen). The the case offees will vary depending on the percentage of the fresh-money funding com.
ponent as shown in the scledule below.
However. the invena will be given

one-haif 
an opon to avoid the paymet of any fes by funding at leastor 60% of the investient with fresh money. With the revisiorequtrement, the net 

in the fee levels ad the fresh-moneydiscount realized by the investor will be approximatiy equaltime the Cinular 1111 to that prevailing at theprogram was estabished. Moreover, to the e~xetinvestment with fresh money, this 
that Pq investor elects to fund thewill represent an inflowShoulc the secondawy of needed foreign exchange to the Philippines.market price of Philippine paper move simgicantly in the fuue, the level of thee feesmay be subject to further adjttments (up or down) in order to peserve for investoes an adequate netincentive to make equity investments uider the program. 
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Circular 1111 Fee Schedules: 
Schedule 2

Minimum Percentae of
Fresb-Money Funding (%) Fee (%)50 040 6.730 11.520 15.110 18.00 20.0 

Schedule 360 030 3.040 13.530 17.5
20 21.0 
10 .2
0 24.0 

These changes to Circular 1111 will accomplish many of the goals d had prompted p!anL, for the inaugura.uon of a separate Philippine Invesunent Note ("PIR") propr. Accordingly, plans for ,be establishment of aPIN program will be held in abeyance pending an Lseament of the operation of Circultr 1111 in its revised
form.
 

Revised Circular No. 1111 - Series of 1987

Program for the Conversion of Philippine External Debt
 

into Equity Investments
 
In accorane with Monetary Board Resolution No. 1024 dated October 19, 1987, this Circular contains therevised guidelines relating to the Philippine Government's program for the conversion of exteual debt intoequity investments in Philippme enterprises (the "Program").Capitalized terms used in this Circular have the meaigs given to such ter.-- in Section 39 hereof.Inqwnes and other commucatons regarding this Circula or the Program shodd be directed to: DebtRestruc=ng Offre, Cenl Bank of the Philippmes, Room No. 309, Five-Suxey Building, Rows Boulevard,
Ma ,teManila.

It is anticipated that the Central Bank will from
auamhed hertc, and copies of the most 

time to time issue revised versions of the Schedulesrcent revuiom of these Schmdules will be available upon requestfrom the Debt Resmtrcmng Office. Patis who contemplate entering into a Conversion Trusaction under thisProgram ae advised to obtamn from the Debt Reu=urng Office copies of the most rwct revwsons of theSchedules approprzae to the proposed trmsction before firulizing any negonnoans with respct to the
transaction. 

CHAFFER L Policy Objectives. Background
SECTION 1. Objectives

The Program is designed to achieve principally the fn i';ng policy objectives:(I) To stimul e long-term equity investmants in Ph Jine enterprises by both foreign investus and
Filip ros;

(2) To encourage the repariation to the Philippines of foreign cuien.y holdings of Philippine residentsheld abroad for the purpose of capitalizing equity investmenu in this country;(3) To provide additional incentives for investment in designated sectors of the Philippine economy chatrequire prmpt revitalization; and 
(4) To reduce the extrnal debt burden of the Philippines. 
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SECTION 2. Background to the ProgramIt has come to the anenuon of the Philippine Government that Philippine external debt obligations owedto commercial banks or financial institutions arechases being traded in the secodary market. If anan interest in such an obligation and the obligor is able investor pur
the face mount of the obligauon, 

to redeem the debt for the peso equivalent of 
ment 

this permits the investor to obtain pesos. It is the intention of the Govern.to utilize the opportunity presented by this type of transaction in order encouragePhilippme and non-Philippine) to make to investors (bothlong-term equity investments in Philippine enterprises. An importantancillary benefit for the Philippines resulting from the discharge of foreign-cuy-denominatedthe payment of pesos is a reduction in the angregate external debt through
alleviate the demands placed debt stock of the country. Such reductionson the country's foreign exchange reserves by the needservice payments on existing foreign currency indebtediess. Section 5.11 

to make current debt 
signed by a Philippine Public Sector of each Resutmuing AgreementBorrower, Section 2.04 of the Trade Facility and Section 5.11 of theNew Money Agreement permit (with the consent of the Cennail Bank and the Republic of the Philippines) thedischage of any credit covered by any of such Agreements through the payment of an equivalent amountpesos. External debt obligations of a Philippine Private Sector Borrower may 

of 
conversion be redeemed for pesos forinto equity investments if such borrower is permitted by the relevant loanits external debt ohligauons in pesos, or 

agreement to dischargethe creditor otherwise consents ,, this arrangement. 

SECTION 3. Periodic RevisionsThe progrnam outlined in this Circular is designed
order to 

to permit transactions of the kind described above incapital investments in a wide rangeinto the program, of F.,Lippine enterprise Special incentives are incorporatedhoviever. for investments in areas of the Philippine economyrequre an irm that the Govehiment believesm revtalia-uon, or in which an irnAthe intention of the Governnent 
level of investment is geneally desirable. It is 

the goals summarized 
that this Program be adminisurd in a flexible manner in order to achieveabove. The guidelines contined in this Circular may be revised and updated fr6m tWeto time through revisions or supplemcnts to this Circular.hereto. or through revisions of the Schedules attachedAny such supplement or revision shall become effectivefor Conversion Transactions received afLr the date on 

only with rmeect to completed applicationswhimi the supplement c7 evision is made public. 

CHAPTER IL Convertible Debt
SECTION 4. Debt Eligible for ConversionThe categories of Philippine external debt maythat be redeemedTransaction in connection with a Conversionare set out in Schedulc I to thus Circular. 

CHAPTER IM. Eligible Investors
 
SECTION 5. Investors
Any person (nanral or juridical) may actwithout regard as an investor in connection with a Conversion Transactionto the place in which such personor. m the is resident. domiciled or ha its priall place of businesscase of a juridical person, the junsdictionGroups of investors may act through nominee 

in which such person is incorporated or organized.a or ageMt in iling applka ion for approval of a ConveronTmscm, but the investor in whose name the mvestment is regstercd at the time of closingto the restrictions set out in Section 22 of this Cincular. 
will be subject 

CHAPTER IV. Permissble Invetments

SECTION 6. Permissible
Subject to nreerp Investmentsof the approval referred in Section 28 of this Cir.,,1u,. ine peso proceeds of Conver.uble Debt redeemed in connection with a Conversion Transacton may be invested in a Schedule 2 Investmentor a Schedule 3 InvesrnentL 

SECTION 7. Equity InvestmentsThe peso proceeds of a Conversion Trnsaction mayform of an equity investmenL In the context 
be invested in a Philippine Enterprise only in thePhilippineinve3tmUnt of a Enteprise that is a stockmay be made either in common shares company, such 

referred to (subject to the resmictos on guarnteed dividendsin Sections 13 and 15 below) in preferred 
or 
shares.not a stock an 

In the context o( a Philippine Enterprise that iscompany, such investment should be evidenced by ownershipEnterprise concerned. In cases 
an interest in the Philippineinvolving non-Philippine investors, however, such ransactions will be subject to 
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any generally applicable resmcuons on foreign ownership in enterprses located in the Phiippiems. 

SECTION 8. Restrictive Legend
Each share cerificate or other document evidencing the ownership interest in an invesmnent made underthe Progium should be prominently marked with the following legend."This instrument was issued in connection with a (Schedule 2 Invesunent] (SchedL.e 3 Invesnment)made in accordance with Cenoal Bank Circular No. 1111, dated Augui 4, 1986, as revised (the "CircuL.").'Me 7qpsyment and repamanon

payment and 
of the capital porion of the invesent evidenced by this insmiment, and thermittance of dividends or current income in respect of sucb invesnent, are subject to ceftainreszrctions as set out in the Circular, and the owner of this insmunem is subject to ceain repatng andcernficazion requirements as set out in the Circular." 

SECTION 9. Use of Peso Proceeds 
Ln considering an application for a Conversion Tm-ation under this Circular, the Monetary Boardshall iquire into tha proposed use of the peso proceeds of such trantsction by the Philippine Entpnseconcemed. Where the of the peso proceeds of such transicon is likelyuse to make a diroct and discernbleconmbution toward the mvitalizaion of the Philippine economy, this will be a factor weighing in favor ofapproval of the applicaion. Such uses would include the purchase by the Philippine Enterprise of new capitalequipment or tangible goods necessary to expand production or increase the efficiency of existing operanOn;the coastucuon of new or expanded plant capacity; or other uses designed to inCase the supply of goods orservices pmduced or offered by the Philippine Enterprise. In caes where the prposed use of the peso
proceeds of a Conversion Transaction cannot be shown to
revtalizig the economy, however, this will be 

have such a direct and discernible effect on a factor weighing agait apprval of the application. Amongthe uses of peso proceeds that would, in the normal case. not be regarded by the Monetary Board as likely tohave a direct beneficial effect on the economy an the purchase of ,ximng aets or shares of a PhilippineEnteqri (without an infusion of new capital or expansion of productive capacity), portfolio investments,mncrses in working capital, and the repayment of peso indebledne of the Philippine Enterprise (other than
such payments to the Government, the Central Bank or a government-coronlled entity).
 
SECTION 10. Other Factors Relevant to Monetary Board Consideration of an ApplicationApart from the proposed use of peso proceeds, certain other factors may be regarded by the MonetaryBoard as relevant tu its consideration of a proposed application. Among the factor that will be viewed by theMonetary Board as weighing in favor of approving an application will be the extent of funding of the
proposed investment through the redemption of Convertible Debt of a Philippine 
 Public Sector Borrower(other than the Central Bank), whcr tmat borrower has the pesos necessary to effect s,.ch reampuon without
resort to credit or release of funds from the Central Bank.
 

SECTION 11. Excluded Investments
Prepayments in pesos of Convertible Debt of a Philippine Private Sector Bonowe, which prepaymentwould not require an extension of credit or release of funds from the Ceatral Bank. and the investment of theproceeds dro shal not be covered by this Circulm-, provided that the investor undertakes ui wnting to theCentral Bank that no capital porion of the investment and no dividends or income m respect thereof shal be

repmmazed or ter d outsde of the Philippines. 

CHAPTER V. Repayment Restrictions on Schedule 2 Investments 
SECTION L. Capital

Subject to the provisions of Section 21 below, the capital portion of a Schedule 2 Investment may notbe repaid by the Philippine Enterprise within the first 3 years after the investment is made. In each of the 4ththrough the 8th yers after the investment is made. not more thin 20% of the capital portion of the invest.ment may be repaid in any year provided that any unused portion Of the amount permiaed to be repaid in any such year may be repaid in subsequent years. 

SECTION 13. Dividends
Dividends or current income in respect of a Schedule 2 Investment may be paiu out of profits of thePhilppine EAterpse in which the investment is mae; provided th no guaranteed dividends or similararangement that is not linked to profits may be implemented in connection with a Schedule 2 Investment. 
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CHAPTER VI. Repayment Restrictions on Schedule 3 Investments
SECTION 14. CapitalSubject to the provisions of Section 21 below, the capital portion of a Schedule 3 Investment may notbe repaid by the Philippine Enterprise within the first 5 years after the investment is made. For each of the6th through the 10th years after the investment is made, not more than 20% of the capital pornn of theinvestment may be repaid in any year, provided that any unused portion of the amount permuted to be repaidin any such year may be repaid in subsequent yewrs. 

SECTION 15. DividendsDividends or current income in reect of a Schedule 3 Investment may not be paid by the PhilippineEnterprise within the first 4 years after the invesmient is made. Teefr, diviknds and curnnt incoue Inrespect of Schedule 3 Investment may be paid out of profits of the Philippira Ewrprise in whichinvestment is made; provided that theno guaranteed dividends or similar arrangement not linked to profits maybe implemented in connection with a Schedule 3 InvesulCnL 

CHAPTER VII. Repatriation and Renittance
SECTION 16. Investments of Resident InvestorsRepayment of the capital portion of an investment registered under this Circular and payment of profitsin respect thereof received by a Philippine resident investor pursuant to Sections 12, 13, 14 and 15 of thisCircular shall not be eligible for repamation or remituance. 

SECTION 17. Investments of Non-Resident InvestorsRepayment of the capital portion of an investment regstered under this Circuar and payment of profitsin respect thereof received by a nor-resident investor pursuant to Sections 12, 13, 14 and 15 of this Circularshall be eligible for repaunizon or remitance based on the prevAiling exchange rate on the dae of tepaumationor remittarce, sub)ect to Sections 18 and 22 of this Circular and to the applimble withholding taxes, if any. 
SECTION 18. Right of Repatriation of Non-Resideit InvestorsIf the inws= which is a non-resident sells its investment registered under tis Circular to a nonresident for pesos derived from the sale of foreign exchange to the Cenral Bank or a Philippine cotmercialbank at prevaig exchange rates or to a Philippine sideun, the seller retains thk right to repanute theproceeds of the sale within the period prescibed under Secticn 12 or 14 of this Circular, as the case may be.reckoned from the date of investment in the Philippine Enterprise. For the purpose of this Section. any capitalgains from the sale of the investment shall be deemed included in the capital portion of the invesment 
SECTION 19. Right of Repatriation of Non-Resident BuyersIf a non-resident investor sells its investment registered under this Circular to a non-resident and thepurchaser pays the seller with pesos derived from the Wale of foreign exchange to the Central,'hiLippine commercial bank at prevailing Bank or a 
sells us investment to 

.xchange ris, the non-residcnt prchn.sr, when it subsequently 
Circular No. 1028, 

a third party, may repatraze the poceeds of such subequent sale in accottlarce withas such Circular may be amended from time to time. If the purchaser pys the seller withpesos ut so derived from the sale of foreign Pchange to the Central Bank or a Philippine com.,-e.a bankthe repayment of the capital portion of the investment and payment of profrs in respect thereof received bythe non-resident purchaser ul not be eligible for repatriation. 

SECTION 20. Prior Central Bank ApprovalThe reputiation or remittance of the capital portion of in invetment and the inaccordance profits thereonwith this Circular shall require the pior approval of the Debt Resuucwi-ing Office. 

CHAPTER VIIL Uquidation
SECTION 21. LiquidationIn the event that any portion of the capitfi of a Schedule 2 Investment or a Schedule 3 Investment isrepaid as a result of a liqwdauos, dissolution or winding-up of the Philippine Enterpris coicerned, and vllany part of the amount so repaid is in exvess orf the amount permitted to be repaid imder the terms of Section12 or Section 14 (as the case may be) of is Circular in the year in which the inv-tor receives such arepayment of capil" in connection with such lic udaion, dissoluion or winding-up, the owner of ft invest. 
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ment shall have the option of ejher:(i) Reinvesting such excess amount in an approved equity investment under this Program, provided that.if the original investment consutu.xd a ScheduJe 2 Investment, any investment of the excessSecuon must also be amount under thisin a Schedule 2 Invesuent: and provided further. ftprovisions of Secton for the purpose of applying the12 or Sect.ion 14 in connection with any such reinvestnent, the date of theinvesinent shall be deemed to originalbe the date of the investment of any excess amount: or(i) Reinvesting such excess amount in non-transferable peso-donminated Central Bank debt insmrinemntil fte owner of the investnent can reinvest such excess amount in an approved equity investment underthis Program. provided that the payment of principal of.made or interest on, any such reinvestment shall not beearlier tha the permiued schedule for repayment of capital, or dividends or current income, in respectof the original invesment had the Liquidation, dissolution or winding-up not occurred. 

SECTION 22. Voluntary SaleAt any time following the second anniversary of theMvestor (the "SeUer") may sell 
clning date of a Conversion Transaction, theitsinterest in the investment,documnme evidencing and transer the sbare certiLzes or otherthe ownership of the investment,

the to another person (the "Purchaser"); provided that attime of such sale the Purchaser submits to the Debt Resmcring Office a certificae in such form asmay be prescrbed by that Office confirrung (i) that the Purchaser tiderstwids that repayment and repatriationof fte capital of, and payment xW remituance of dividends or curent income on the investment arecertain resmrxn= as set out in this Circular, and (ii) the Purchaser agree to assume all 
subject to 

(including the obligationsthe periodic reporung and certification obligatons) c.- the original investorin respect of the investment. Following set out ic this Circularthe completion of any such sale and tansfer. the Purchaser shall forthe purposes of dis Circular be deemed to be the investor in respect of the investment concerned.Where the Seller is a non-resident and the Purchaser 
pesos is a Philippine resmnt or the Purihaser ,:s withderived from the sale of foreign exchange to the Central Bank or a Ph4.-oplie omrc oank atprevailing exchange rates, die Seller shall have the option of either:(i) Reinvesting the proceeds of the sale in an approved equity investment unde- this Program, providedthat if the original invesimen. constituted a Schedule 2 Invesmmt, mry investment of the such proceedsthis Section must also be in undera Schedule 2 Investment; and provided further, that for ik,the provisions of Seztion purpose of applying12 or Section 14 in ccunecuon with any such reinveaninvestment shall be deemed to 

ent. the dem of the "uiginalbe the date of the investment of any excess amount; or(i) Reinvesting such proceeds in non-trnsferable peso-denominated Central Bank debt instruments untilthe owner of the investment can reinvest such prc.eds in an approved equity investment under this Program,provided that the payment of principal of, or interest on. any such reinvestment shallthe pewmied not be made earlier thanschedule for repayment of capital, or dividends or current income, in respect of the originalinvestnent had the sale not occurred. 

CHAPTER IX Fees 
SECTION 23. Application Fee
At the tune of submiting an applicaiot, 
 for approval of a Conversion Trnsation, the investor shall berequired to pay to the Central Bank a nouwufuwdable application fee equal to Pl0,000 until the Monetary
Bontd shal otherwise provide. 

SECTION 24. Schedule 2 Fee.
At the am of closing of any Convenkm Transaction involving a 
 Schedule 2 Invetment. the investorshall pay to the Central Be:k a peso fee calculated in theSchedule 4 is subje to 
manner described in Schedule 4 in this Circular.revision from ume to tume, and the terms of Schedule 4 aswhich a completed application in effect on the daze onfor the relevant Conveson Transaction is received byOffice shall the Debt Rerucuringgovern the fee payable in respect thereof and the fresh-money funding described in Sctiori 26below. The fee shall not he funded from the peso proceeds of the redemption of Convertible Debt. 

SECTION 25. Schedule 3 FeesAt the ime of closing of any Conversion Trasctin involving a Schedule 3 Investment, the investorshall pay to the Central Bank a peso fee calculated in the manner described in Schedule 5 hereto. Schedule 5is subject I' revision form time to time, and that the terms of Schedule 5 as in effect on the date on which a 
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completed applicaLion for the relevant Conversion Transaction is received by the Debt Resructunring Officeshall govern the fee payable in respect thereof and the fresh-money funding descrzf*4 in Section 26 below.The fee shall not be funded from the peso proceeds of the rtdempuon of Convertible Debt. 

CHAPTER X. Fresh-Money Funding
SECTION 26. Fremh-Money Funding

The investor may elect to fund a portion of the investment through the purchase of pesos with foreignexchange from die Central Bank at prevading rates of exchange. The minimum percentage of fesh-money
funding is shown in Scheaules 5 and 6 to this Circular. 

CHAPTER XI. Applications, Approvals
SECTION 27. Relationship to Other Foreign Investment LawsNothing in this Circular shiall be deemed to supersede or alter any other rqurem of Philippine lawor regulaion relating to foreign invesument approvals. Accordingly, to the extent required Iy the Omnibuslnvestenb Code, othe foreign invesuments laws or applicable Central Bank regulmions, investors shouldsephzety seek necessary approvals from the Btrd of Invesunents or other agencies of the Government inconnection with any invesuner.t involving a Conversion Transacton. 

SECTION 28. Applications, Approvals
Each investor wishing to engage in a Conversion Transaction shall submit (in mplicate) applicationin the form atached to this Circular as 

an 
Exhibit A. together with any appropruie supporting rpaLerials. to theDebt Resm'ucturtng Office at the address shown on the first page of this CircuLar. The Debt ResmuccnngOffice shall have the authority to seek from the investor any claificantn or additional supporting matmis asthat Office may find useful in assessing a proposed Conversion Transaition. Unless the investor cons ;sto alonger penod. the Monetary Board will make the decision (to be nuik in the sole dLicretion of the McnearyBoard after consultation with such other Govemment agencies and iffices, including the Board of Investments.as it may feel appropruite) to approve or to disapprove a proT..s d Conversion Trnsaction within 45 days ofthe date on which the investor's application is complete. A negative decision in respect of an application iswithout prejudice to the investor's ability to resubmit th,. application or a modified version thereof at a

subsequent time. 

CHAPTER XII. Conversion Transacion Mechanics 
SECTICN 29. Closing Period

If the Monetary Board approves a proposed Conversion Trnsction, the investor shall have 60 daysfroxn the date of such approval to close the tansacuon, unless the Central Bank grants an extension of thisperiod. If the investor fails to close the Conversion Transaction within such period, the approval relating tothat trnsacuon shall auomautically lapse. 

SECTION 30. Arngemer.s for Obtaining Convertible Debt 
During the 60-day penod referred to in Section 29 above, the investo will make arrangementssaufac2i y to itself with the holder or holders of one or more items of Convertible Deb that would permitthe presentaton of such debt to an Obligor in return for an equivalent amount of pesos (to be determined atthe exchange rate prevailing at the time of redemption). The Obligor's consert shall be required to any suchpeso redemption of Convertible Debt approval given the Monetry in withThe by Board connection therelvant Convesion Tanaction will be deemed to be thr approval not only of the Central Bank but also ofthe Republic of the Philippines to the redemption of any item of Converible Debt in a manner consstentwith such approval and this Circular. In the that the holder of the itemevent of Convertible Debt requeststhat the redemption take place on a dae that would give rise L.-a claim for broken-funding or deposit

redeployment from the Obligor, such holder will be expected to waive any such claim. 

SECTION 31. Closing
On the closing date for a Conversion Transaction, the Convertible Debt in question sha be deem,,d tobe redenomunated into its peso equivalent (detenid as cf the closing due) usi.ig the Central Bank BuyingRate and the Obligor shall pay to the investor such peso equivalent. The uives r s U on the closing date pay to the Central Bank the fee called for by Section 24 or Section 25 of this CrcuIr (except m cases wherethe investor has elected the Fresh Money Alternative described in Section 26 above), and shall have 5 days 
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within which to make tie investment. 

SECTION 32. Interim Investment
In any case in which the Monetary Board determines that the full amount of the peso
Conversion Transacuon will not be required by the PhiMle proceeds of aEnewi the time of cloing of theConverion Tn on for the approved purpose, the Monetary Boardexce= may require that the amount of suchpeso proceeds be invested in non-transferble peso-denominatetd Cenni Bank debt inw'umentsnuwm corresponding to the anticipated schedule of peso requirements by ft 
with 

Philippine Enterprise. 

SECTION 33. Central Bank Peso Credit
Incases in which an Oblgcr which is a gov etnt-owni Or contro4Lsuficiret pesos L-om corpoaton does not haveits own resources 

be discharged in pesos 
in order to redeem an item of iuConvertible Debt thal is proposed toin connecton with a Conversion Transacton, such an Obfigor may request anexunion of peso credit for this purpose from the Cenual Bank to be advanced thrugh a Philippine commer.cial bank. The Cenral Bank may, in its sole discretion, 4prove or disappro anyloan is extended through a Philippine commercial such requesL If such abank, the Cenral Bank may limit any fee that may becharged by such commercial bmk in connection with &..y such transaction. 

CHAPTER XIi. Compliance
SECTION 34. Registration and Post-Closing NotificationAU equiy investments made pursuant to this Circular shall be registered with the Cenutrthe Debt Restnactring Office. Within Bank through 
shal 

10 days after the closing of any Conversion Thansaction, the investorsubmit to the Debt Restructunng Office a neo'icauton in the form attached to thi Circular as Exhibit B. 
SECTION 35. Annual Compliance CertificatesWithin 10 days following each anniversary of the closing daeduring any period of a Conversion Thrsaction occurringin which resmctions on the tepayment of capital under Chapter VCircular are or Chapter VI of thisapplicable to such investment. the investor shall submit to the Debt Restructuring Office a report(in the form of Exhibit C to this Circular) indicating the amount of capital and dividends paid in aspect ofsuch investment during the prec-,ding 12 months. 

SECTION 36. Verification of Use of Peso ProceedsThe investor shall cause the Philippine Enterprimseregaiding the use to submit such reports (and supporzing materials) 
Debt 

of the proceeds of a Conversion Transaction as may be requested fom time to time by theRestrucmiring Office, and to permit the inspection of the premises of the Philippine Enterprise or itsrecords for the purpose of verifying such use of proceeds. 

CHAPTER XIV. Miscellaneous
 
SECTION 37. Effective Date of Revisions
Revisions to thi Circular and revised versions of any Schedule itahed to this Circular shall applyall Conversion Transactions tofor which the Debt Restucturing Offim receives iaccordance with Secoin 28 completed application inabove during the period in which suchsubsequent revision of such Circular mvision is in effect, re Jrdess of anyor Schedule issued between d datclosing of the of applicaon and the dae ofConvesion Transaction. Revised versions of Schedule I to this Circlar shall applyclosing of all Conversion Tnmsactions during to thethe priod in which said revision is in effect. 
SECTION 38. Administrative DiscretionThe Monetary Board may allow a deviation onas it applies to a cae by cae basis from any provision of this Circulara specific Conversion "ransaction, if it determines that such deviation is warrmted in light ofspecial cirumnrices sturounding the trzasation and is in furtherance of the objectives of the Program. 

CHAPTER XV. Definitions 
SECTION 39. Definitions

When used in this ircular, te following terms shall have the meanings indicated below::Board of Investnents" means the Board of Inveswients of the Philippines.'Cenuatl Bank" means the Cenral Bank of the Philippines. 
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"Cenuol Bank Buying Rate." for the purpose of determining the peso equivalent of a foreign currencyamount as of the closing date of a Conversion Transaction.
for the purchase of such 

means the buying rate quoted by the Central Bankforeign currency with pesos at approximately 11.00 AM (Manila time) of zhvbanking day (in Manila and Makau) next preceding such closing date."Convertble Debt" means any item of external debt of a Philippine Public Sector Borrower orPhilippine Private Sector Borrower falling within a category described in Schedule I hereto. 
a 

"Conversion Transacion" means any transaction involving investment in aanis made, Philippine Enterprise thatin whole or in pan, with the proceeds of the redemption of an item of Convertible DebL"Debt Restucurnng Office" means the Debt Restructuring Office of the Central Bank."Investment Priories Plan" means, for any year, the Investment Priorites Plan prepared by the Boardof Investments and approved by the Resident of the Philippines."New Money Agreement" means that cersin $925 million Credit Agreement dated as of May 20,1985 among the Central Bank as Borrower, the Republic of the Philippines as Guarantor anm the hanks andfirancial institutions p uties thereto, as such New Money Agreement may be amended fom tinm to time."Obligor" means the obligor in tespect of an item of Convertible DabL"Omnibus Investments Code" themeans Omnibus Investments Code of 1987 of th,,- Philippines(Executive Order No. 226 dated July 16, 1987), as such Code may be amended from time to tune, and anysuccessor statute thereto.
"Philippine Enterprise" means any partnership, joint venture, cooperatve, corporation or other form ofbusiness association incorporrated or organized under the laws of the ?hilippines."Philippine Private Sector Borrower" means any Philippine debt in respect of an item of external debtother than any Philippine Public Sector Obligor."Philippine Public Sector Borrower" has the meaning ascribed to the term "Philippine Public SectorObligor" in the Restructuring Prin iples."Program" means the progam for the conversion of public sector eternal debt into equity investmentsin Philippine Enterprises set forth in this Circular."Resucuring Agreement" means a Restructuring

Borrower (daes as of January 
Agreement signed by a Philippine Public Sector10. 1986 or April 16, 1986) implementing the Restructuring Principles, anyassuch Restructuring Agreement may be amended from time to time."Restrncturing Principles" means the Restucumng Principles
that accomnpmied the communication to the international banking community
the Secretary of Finance and the Governor of the Central 

dated November 2, 1984 from
 
mented Bank of the Phiflippines, a: ainctided and suppleby the Term Sheet capticned "1987-92 Restrciung of Philippine External Debt Owed to Commercial Banks," which accompanied a communication from the Secretay of Finance and the Governor of theCemno Bank of the Philippines to the inteational banking community dazed March 27, 1987."Trade Facility" means thst certain Revolving
20, 1985 Short Term Trade Facility Agreement dated as of Mayamong the Central Bank of the Philippines, the Republic of the Philippines as Guarantor, ChemicalBank as Coordiating Bank, and the banks and financial insuiwons parties thereto, as such Trade Facilitymay be amended from time to ame."Scl.dule 2 Inveztment" the ofmeans, in context a Conversion Transacton.Philippine Enterprise that is engaged (or propoce engage) prncily in 

any investment in ato sn =onomic activity or projectlisted in Schedule 2 to this Circular.
"Schedule 3 Invesment" means theLn context of a Convesion Trrpscdon, any investmentPhi.ip.ine Enterprise that is engi,ted (or pro-pom in ato enpge) pincqay in an economic activity or projectlisted in Schedule 3 to ths Circul.The Programrs st "lt in this Circular took effect on August 4, 19 6 and this Circur. as revised, shalltake effect on October 2j., 1987. 

FOR THE MONETARY BOARD: 
JOSE B. FERNANDEZ, JR. 
Govern 
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Schedule 1: Categories of Convertible Debt 
The following categories of external debt of Ptilippine Public Sector Borrowers and Philippine PrivateSector Borrowers shall be eligible for redemption in connection with a Conversion Transaction: 

CATEGORY DESCRIPTION 
(A) All principal matu'ties of external debt covered by a 

Rewtuctuing Agreemen. 
(B) All principal maturities of external deN owed by Philippine

Private Sectr Borrowem provided tha the existing creditiwmenmz relating to any such debt permito the prepayment orrepayment of such obligation rough the delivery ofan equival.ent amount of pesos, or appropriate creditor consents thereunderto such prepayment or repayment have been obtained.
(C) Credits (including deposits mainzined with the Central Bank) 

covea,d by the Trade Facility. 
(D) Advances outstanding under the New Money Agreement.
 
'E) 
 Other debt obligations on such teirms and subject to such 

conditions as may be approved by case by the Monetary"Board. 
Schedule 2: Schedule 2 Investments 

For the purposes of this Circular, a Schedule 2 Investment means any approved equityPhilippine Enterprise ft investment in ais engaged (or proposes to engage) prnicipally in one or more of the following areas
of economic activity:(1) The production, manufaturing
the 

or processing of export products from the Philippines, provided hatPhilippine Enterprise would qualify as an Export-Oriented Firm within the meaning of Cenual BankMemorandum to Authorized Agent Banks (Amendment to MAAS dazed Apil 16, 1969)1970, is cerified dazed February 21,or as export-oriented by another agency of the Philippine Govwnmem wid the MonearyBoard determines to recognize such certification for this purpose.(2) The rendering of technical, -professional or other service, outside of the Philippines which are paidfor in foreign currercy. 
(3) Banking.(4) Acqustion and operation of non-performing assets being disposed of by the Aszset PrivaitionTrust and other assets determined by the Office of the President as non-performing and being disposed ofunder the Government's pnvaanza= program.(5) The produ ,n of agricultial goods and the provision of related services, r.gazdl of whether theagricultural produce is imended for expon horn the Philippines.NOTE: In determining whether a Philippine Enterpme is engaged (or proposmon- to engage) principally inof the areas of economic activir referred to above, the Debt Resucwring Office may consult with thestaff of the Export Department of the Cental Bank, the Board of Invegumenu or other rpproprize Govern.ment agencies.
(6) The provision of healtb-care services or the conbtruction of healti-cie facilities in the Philippines.(7) The contucton or maintetunce of low- and middle-income housing projects in the Philippines.(8) The construcon or ri'intenzance of educational facilities in the Philippines.(9) To the extent nc, othe vise covered by one of the items isted above, an investment in a PhilippineEnterprise that is engaged (or pr Vo'es to engage) principally in an atvity or. project listedPriorities Plan as on the Investmentin effect at the time such investment is made or, in consultation with the Board uf Investments, such other investments as may be considered preferred by the Monetary Board for the purposes of theProgram. 
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Funding of Schedule 2 Investment, 

'MInimum Percentage of
 
Freisb-Moey Funding (%) 
 Fee (%) 

50 
040 
6.730 

11.520 
15.110 
18.00 20.0 

Schedule 3:
 
Schedule 3 Investments
 

For the purposes 
 of this Circular, a Schedule 3 Investment meansPhilippine Enterpse that is engaged (or proposes 
any approved equity investment in ao engagt) prncipally in an economic activity or project not,overed by one or more of the items fited in Schd.,e 2 of this Circular. 

Schedule 4:
Fee Payable and Fresh.Money Funding


in Connection with Schedule 2 Investments
 
Until 
 the Monetary Board, in consultation with the Secretary of Finance, shall otherwise provide, thefee payable pursuant to Section 24 of this Circular in connection with a Conversion Transaction involving aSchedule 2 Investment shall equal the percentage indcr.ed below of thereceived by the investor as total amount of the peso proceedsa result of the redemption of the Convertible Debt involved in that tansacuon.The Investors must fund a least the porton of the inves'nent with pesos obtained through the sale of foreignexchange to the Central Bank at prevailing exchange rates.The fee payable pursunt t Secton 24 of this Circular is hereby waived in respect of thatConversion Transaction pron of athat is funded through the redemption of Convertble Debt of which the investor isthe original creditor and involving the acquisition by the original creditor of the shares of stock of a domesticbank being disposed of under the Government's pivatzation program, which shares of stck arethe Government or a Governiem.oned owned byor conuoUed corporation: provided that such Converuble Debt shallnot be replaced with Convertible Debt to be acquired by the inveszor in the seondary market. 

Fituding or Schedule 4 Invtmets 

Minimum Percentage ofFresh-Momy Funding (%) Fee (%) 

60 050 
8.040 

13.530 
17.520 
20.010 22.50 24.0 
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Schedule 5:Fee Payable and Fresh.Money Funding in Connection withSchedule 3 Investments 

Until the Monetary Board, in consultation with the Secretary of Finance, shall otherwise provide, thefec payable pursuant to Section 25 of this Circular in connection with a Conversion Transaton involving aSchedu-c 3 Investment shall equal the percentage indicated below of the total amount of the peso preceedsreceived by the investor as a result of the redemption of the Converuble Debt involved in that nruaascuon.The investor must fund at least the portion of the investment with pesos obtained through the sale of foreignexchange to the Central Bank at prevailing exchange rates. 
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Uruguay
 
EXECUTIVE BRANCH
 

Ministry of the Economy and Finances
 

1 
Decree 7971987. Regulatios are hereby enacted concerning the Refinancing Agreement between the CentalBank of Uruguay and th.-Republic of Uruguay with various inmationg f nancu communiies. 

Ministry of the Economy and Finance 
Mitnry of Foreign Affair 
Minixay o( Industry and EnergyMinistry of Lvesock. Agicu t re and
Fishing 
Ministry of Tourism 
Mowevdo. December 30. 1987Whereas: The Refinancing Agreement signed by the CentaUruguay with vanous unernauonal flnancia 

Bank of Uruguay and the Republic ofcommunity entities on July 10, 1986.Whereas: That in accordance with the aforementioned agreement it is aand the Republic prerogative of die Cenail Bunkto propose to swap trancions to exchnge (financial] obligationsmerits in instiutions for the capital iivest.or coc.pxnzs located within the national termory (Uruguay].Whereas: It deemedis r'mely to proceed to take the approprate
investment projects in Uruguay. 

steps to provide incentives for 
Considering: The foregoing,

The President of the Republic
 
DECREES:
Article 1. [Fumana] obligations covered by the Refinancing Agreemenpaid by of dated June bemeans ansaakis whereby (said obigatios are swapped for] Caital shwes 

10, 1986 shall 
in inszituons or companies established or be or capita investmentst estabI.hed in the Republic, baed projects approvedonpursuant to the stipulations of this Decree.Article 2. Bids shall be submitted for the clnsiderauicncreditor financiaul tutons, alung with the 

of the Cenul Bank of Uruguay through therespective investment project and alldocumenation deemed appropriate or necessajy. 
pertinent information and

obligation whatsoever for eidr Prp~ may be submitted withoutthe prpoent or the Cent Bank. resulting in anyinvestment projects fit The Central Bank shall subnut thereceives; to Officethe of Planning and Budget lor (this agency's] evaluiuon inaccordance with Article 6.Article 3. For each [such] truuction, up to 80% (eighty percunt) of thebe financed with funds toarsing from the cenversion: the rema 
cost of d- project mayg 20% may notguauuees frm bos which form pan of the local banking system. 

be funded through creitts or
 
Article 4. TMe cWpta shares 
or capital invesments mentioned in Articlepayable under lown or conditions 1 shall1 not be redeemable orpayments of the obligaio 

which are mare favorable than the Mrmswhich were hdy refinanced in 
and conditions for prinplArticle the aforementioned A5. The abovemenion ,eemenrcap=- shares iinvestments shallaimed or c.pua be assignedat Pzrhung new equipment, con.ucting industrial for projects


ing additio al assets required to increase 
plvs and other cvi wart as well as incorporat.
or improve the production of goods or [rendering of] services.Article 6. The Office of Planning and Budrt shall classifyinto consdeaut e sectors deeed the projects as eligible or ineligible, cakingas having pnionty and their newasind to projects aimed bsically a exponaon and those 

investment requiremets. Po.iy is
diret to mlxing to the towim infhPscre Lidto atacting inemational tourists. Classificton in one or the other ca.egory doesany type not grant rights ofto die IxOponenL. Once classfied, the projects shall be returned4 to tconsider thoui projects Classified "eligible" Central Blank, which will onlycluificanon, can be rejected by for debt swap tansactons. Any projectthe Central Bank of Uruguay wtout etcher before or after(this i on being required to]specify its reasons (for doing so]. 

-in 
Article 7. The Central Bau is heruby empowered to issue Treasuy Bonds in exchange for the capital 
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shares 	or capital investments mentioned in Article 1 for the purposes stated therein.
Artcle 
 8. For each period established. the Central Bank shll determune in advanceauthorized Treasury Bonds quota 	 the maximumit will make available based on financing schedules and exchange marketconditions. Nonethcleds, the Central Bank may reasonably incrcase preset maximum quota 	 amounts ifshould be required to complete a 	 this 
Office of Budget 	

given project. When applicable, the Central Bank shall require tha Leand Planning [provide it with] proof of compliance with the stages stipulated in theinvestment project in order to make public instruments availqble.Article 9. The Central Bank shall periodically establish minimum acceptable discounts in relaion to theface value of foreign debt in such a way that the ==acions am favorable toprojects classified as eligible inaccordance 	
Uruguay. When the investmentwith the provisions of Article 7 are 	 greater in volume thanquota 	established by the Central Bank, thethose which offer the greaes discounts in relamon to the foreign debtto be paid shall be selected.

Article 10. The Central Bank shall regulate the guidelines esablisheddates and uwe b~y this Decre, d terminng theperiods for accepting offeras and establishing (applicable] control and guaranm& systems.Amcle 1I. This decree shall be proclaimed and published, etc. 

SANGUINETTTI - RICARDO ZERBINO 
CAVAJANI ENRIQUE V. IGLESIAS
JORGE PRESNO HARAN PEDRO 
BONINO GARMENDIA - JOSE VLLAR. 
GOMEZ.
 

2 
Decree 67/988. The Central Bank of Uru"uay is authorized, in iucapacity of State Financial Entity, to

issue a new series of Treasury Bonds. 

Minity of the Economy and Finance 
Mo.srvido, January 15. 1988 

Whereas: It is necessary to issue a new Series of Treastry Bonds.of Decree Laws 14,268 	
In co.ertaon of: TIM provisionsdated 	 September 20. 1974 	 and 14,814 of August 29. 1978 and LawSeptember 23, 1985. In consideration 	 15,773 ofof that which has been reported by the Central Bank 	of Uruguay initscapacity of Suite Financial Enuty,


The President of the Rcpublic
 
DECREES:
Article 1. The Central Bank of Uruguay, in its capreiry of State Fin ",41up to USS 24,000.000.00 (twenty-four milion United Stat 	

Entity, is authorized to issue
dollars) in - ficaes denominated as SeriesTreasury Bonds, earnung Variable Interest, manring in eight years, and divided as follows: 

USS 5.000 each - 1,500 cericates 	 US$
7,5 000.00Us$ 1,000 each. 15,000 crificsa 15,000,000.00USS 500 each - 3,000 cesrificazes 1,500,000.00 

TOTAL 24000,000.00 
These instruments shall be beareand Finance, the Accountant Gumr 

bonds &nd exhibit the printed sagneuhes of the Mintister of dhe Economyof the Naioe ad the Geneal Mwaer of the Cenau Bank 	of Uruguay.Article 2. February 15, 19M8 is hereby established as the issue dae for the Public Debt (ins]mus]mentioned in the preceding article.Article 3. These bonds shal earn interst at the raze of 1 3/4% (one and three quartercpercent) perannum over the 12-month LIBOR rate in effem iathe close of operations on the working day immediatelypreceding the beginrnig of each fiscal period. The intzest shall be paid semiannually beginning on August 15and February 15 of each year.Article 4. Bonds issued in accordance with the provisions of ArticleBank of Uruguay through either bidding 	
1 can be placed by the Centralor direct placement. Th- Central Bank of Uruguay shall decidethe type and terms of deposit for each 	 uponcase. 	 In the case of bidding, the Central BLk of Uruguay shall 
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establish the procedure to be followed in accordance with the following regulations: (a)granted Awards shall beto the bicLs offering the most desirable conditios. (b) In caereformulated until an acceptable equal offers are submited, bids shall beamount isdxided upon. (c) All ofers may be rejected if they do not satisfythe nuinum conditions determined by the Central Bank of Uruguay.Article 5. The Bonds shall be paid inyearly installments in the manner to b regulated by the CentralBank of Uruguay; those ceruicates preserted to it in the period between the 15th and the Lau day of themonth of Fcbnr-y of each year shall be redeemed at par value up to n amount equal w, 1/8 of the total [ofsuch certifica]al issued. Once the yearly imr is over the comesponding !iyment period will be consideredclosed and the balance. if any, shall be accrued for the final redemption. The first payment period shall beginon February 15, 1989. The value of redeemed bonds Mball be Paid in United St= dollars 

CENTRAL BANK OF UF'JGUAY
 
In the session held on January 
 13, 1988, the Board of Directors of the Bank approved the following regulation of Executve Branch Decree No. 797/987 dated December 30. 1987.Article 1. The investor shall submi. through a financial institution, an investmentInternational Office of the Central Bank of Uruguay 

proposal to theunder the conditions established in the Decree datedDecember 30, 1987.Article 2. Inv.-stment proposals shall be formulated in accrdance with the instructions that the CentralBank of Uruguay %ill make available to the immeuted parues, and sdall conmmasepruey:(1) The inve ment project, and
and amounts 

(2) The bid from the financial instmion detailing the characteristicsof the foreign debt instruments being offerd for exchange for the capitlinvesumeit shares or capitalThe bid sall be submitted in a sealed envelope specifying the discount offered over saidnstrumens, which inno case shall be less than 12%.Article 3. Foreign debt instuments in be swapped shall correspond exclusively to the advance paymentsactmily made under Refinancing Agreement terms in effect at the date of the proposal.Article 4. Upon receipt of each investment pro.pal. the Central[respective) Investment Projec to Bank of Uruguay shall submit the
the Office of Planning and Budget for consideration and classification as
eligible or ineligible.Article 5. After the project is returned by the Office of Pluminginfomm the paracipating finaicial ustuuuon as to whether 
and Budget, the Central Bank shall

the projec has been classified as eligible orineligible.
Amcle 6. In cases of Projects classified as eligible, the Ctra Bank of Uruguay
public, on the dame indicated in the Circumstantial Provisions of this regulation 

shall pcced to make
 
oroffers in one in futue calls for bids, a.lsession. If [the number of offers received) does not fill the available quota mentioned in Article8 of the decree of 12/30/87, the Central Bank of Uruguay shall accept bids withom prejudice to the provi.sions cf Artcle 6 of said decree. If [the number] of Wis does exceed the esablised quota, tha Cenu-al Bankshall select tose that oftc the largest discounts over the foeign debts to be paid.offered, the following pr.eduri shall be followed: (a) If the excess 

If equal discounts are
 
quota by momi of bids received does not si-Ass the
than 20%, a bids will be Wcommodated by ad,'usfing their respectivefollowing coastato execution schedules.with the interested partes and the Officerecurring to the powers of 

of Planning and Budget, and if need be,the Canual Bank of Uruguay to incre the quota, in accordance with theprovions of Artcle 8 of the Decre dated 12130/1987.(b) If the above is not posnble, or the excess over pa tage, the Central Bank of Uruguay shall 
the =esigned quota supasses the aforemendoed reques that the biddes offer a better rateaforementioned discoumt, in regard to thefor which purpose a period not to exceed ten working days shall be set for hearingbids, which should be submitted in sealed envelopes; those bids offering the most favorable discounts will beselected.Article 7. In casn of accepted bids, the Central Bank of Uruguay shall infcvm the interested partiesthat it is willing to document, within

share;, debentures or other accepted 
a period of thiny days, the swp of a specific amount of stock, capitalinstuits peraining to the Invesnent Project target company for thepublic debt instruments being offered.If necessity, the re~resentauve certificates documenting the investments or capital shares may betemporaily substituted by ,.isional frrxWcates.Armcle 

should 
8. The pticipang financa institution, the entity r civing the invesunent and theprient themselves jointly before the Central Bank of Uruguay within the 

investor 
time period stipulated inAracle 7.as required by each particular case for purposes of itarrying out the rantacion. 
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Article 9. The enuity receiving the investment shall issue and submit to the Centrl Bank of Uruguaycapital shares or capital investments inan amount equal to the wrnount of public debt which shall be issuedfor purposes of this decree. Capital shares or capital investments, except the amount. shall not be issued underterms and condiuons which are mom favorable than those of the foreign debt instunent being swapped.
Article 10. The financial institution shall submit to the Centa 
 Bank of Uruguay the foreign debt 
insauments offerd in the bid.

Article 11. The Central Bank of Uruguay shall submit to th financial insiution the capital shars orcapital investments referred to inArticle 9, thereby paying its foreign debt in an amount identcal to that
expressed on the foreign debt instrnments it receives. 

Article 12. The Central Bank of Uruguay shall submit to the entity issuing the capital shares or capitalinvestments Treasury Bonds denominated in American dollars in an amount equal to that of the instrumrnts it 
receives from these entites. 

Article 13. The issue and delivery of Treasury Bonds referred to in Article 12 shall be carried out in 
stages and based on the schedule supulated in the approved invesneni plan.Article 14. The issue and delivery of Treasury Bonds relating to funds required for the first stage ofthe project shall be carned out to coincide with the receipt by the Central Bank of Uruguay of the instu
ments mentioned in Article 10.

Article 1S. The Central Bank of Uruguay shall establish a fixed, income bearing deposit in the name of
the entty that issed the capital shaes or capital investments in regard to the remaining funds required forthe Pro)ect, with the exception of the fust stage.

The funds on deposit shall be made available through the delivery of Treasury Bonds and in accordance with the Project execuuon schedule. In order to make these funds available, the Central Bank ofUruguay will require that the Office of Planning and Budget provide it with proof of compliance with therequirements contained in the investment project, as well as with the provisions of Article 3 of the. Decree 
dated 12130/1987.

In case of late compliance with the project execudion schedule, the delivery of Treasury Bonds shall beposqtoned accordingly, even when this implies that said delivery is effected subsequent to the annual period towhich [the respective bonds] were assigned (in the overall quota].
Article 16. The deposit referred to in Article 15 shall be paid under the same terms and conditionsthe Treasury Bonds which are issued 

as
for each (swap] uanifuon carred out under these regulaions.

Article 17. The Central Bank of Uruguay shall from time fo time and publicly publish informationwhenever quota pLaces are available (Article 8 of the Decree of 12/30/1987), [and] the deadline for subutting 
new .nvetment proposals.

Article 18. Bonds tssued pursuAnt to these regulations thall have the same conditions as bonds available 
inthe market. 

Circumsianiil Regulation I: Bids for the frit public call to bid refert.d to in the preceding regdations 
may be submiued untl 3/15/1988.

Circumstantal Regulation 2: The enveL-pes contining bids referred to in Article 7 shall be opened on 
4/15/1988.

Circumstnial Regulation 3: The quota mentioned in Article 8 of the Decree of 12,30/1987 are set atUSS 25,000,000 to be made available for the 12-month period beginning on the dae when the first tascuon iseffected unde these regulations and at USS 30,000,000 for the folowing 12-mouth period. 
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Venezuela 
Decree No. 86
 

March 15, 1989
 

Carlos Andres Perez. President of the Republic,In exercise of the powers conferred by Section 10 of A .icle 190 of the Constitution and,rticle, Third Paragraph 	 tie Soleof the Law Approving the Agpement far Subregianal Integration or the CartagenaAccord, published in the Official Gazetue Of the Republic Of Venezuela No. 1620 Extraordinary1. 1973, in concordance 	 of Novemberwith the provisions of Azticie 7 of the Oqaic Law of the Centra] Administaon, inthe Council of Ministers, 

DECREES 
the following, 

RULES FOR THE CONVERSION OF FOREIGN DEBT INTO INVESTMENT 

Article 1. The conversion 
CHAPTER I: General Provisionsof extmad debt into invemnt shag be caruiedDecree, and i the resolutions 	 out in accordance with thisissued for this purpose by the Ministry of Fmance and the Board of Directorsof the 	 Central Bank of Venczuela.


Article 2. The conversion of external debt into investment may be effected 
 by means of:(a) The capitalizaton of foreign private debt of debtor comaies;(b) The conversion of foreign public debt to foreign invesment;(c)The conversion of foreign public debt to national invesen=L 

CHAPTER If: Capitalization of Foreign Private DebtArticle 3. The capualizri of foreign private debt of debtor comaniewith that 	 may be efeced in accordanceprovided in the regulations of fie Common Code 	for the Treatment of Fonmign Investment and onTrademarks, Patents, Licenses and Royalties. 

CHAPTER I: Conversdon of Foreign Public Debt to Foreign InvestmentArticle 4. A Commission composed of the Mipiste of FnanuMinister of 	 , the Miniter of Development, theState, 	 Presmdnt of the Venezrelan Investaent Fund 	and the President of the Central Bank ofVenezuela is hereby created.The Miniser of Finance shal chair 	the Conmdsion xW the Suwp-undency of Foreign Investnentshall act as its eecutive secretary. Each member of the Commission may t ,,e one or mare alternates.The function of the Commission shall be to 	wiftrize the conversion )f foreagn public debt to investment, 	based on the repor presented by the executive secretary.
In the case of investments in secos 

the Superie 	

which m under the jurisdiction of national agencies other than=y of Foreign Invesunmam, said sgenci shall ese 	 the coresponding informaton to theCommission trouih the executive secrn y.The Commission shall establish the terms within which the atahomized investments may be made.Article 5. The Comminion referred to in 	Asticle 4 may authorize convermsis of foreign public debt toinvesimnt wben the object of said investment is impor substinui, the expuiaon of gooos. avoidance ofthe bankruptcy of companies, or in the following sectrs:(1)Agiculture and the providing of recled services.
(2) Ag-.odusty, pulp and paper.(3) Cmistrucuon or maintenace of highway, waterway or railway infrasun .(4) Constrction of hotels and infrnsawuctre for tourim activitie as wefl as the provi,uig of related

services. 
(5) Consrwtion of social inte:est housing.(6) Services of air, land, sea and river taportation in the country, or relaed activities.
(7) Production of capital goods.
(8) Chemical. pharmaceutical, chemical mechanical and pe hemic&L 
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(9) Electonics and data processing.
(10) Biotechnolexy.
(11) Alumnum and its transformanon. 
(12) Metallurgy. 
(13) Min ng.First Paragraph: The Commission, upon prior opinion of am Economic and Social Cabinet, maydetemine other sectors for purposes of granting the authoizations referred to in tiis article.Second Paragraph: The Commission may authorize operations for the converion of forcign public debtto investment for the creation or expansion of investmentdevelopment projects funds for the purpose of investing direcdyin the sectors indicated in this article. In thes 

in 
case, and until theinvested in said projects, they must remin stums convered areon deposit or be placed with the Cenrnjthe national Bank of Wnezuela or inbank and credit insuituton as established by the Board of Directors of said irmtietion.Third Paragraph: The Commission, upon the prior opinion of the Nationalauthoize operations for the c(.aversion of foreign public debt to 

Securitie Commission, mayinvemment for the purchame of stocksecurities market by private in therivesp.rs oi the investment funds referredArticle 6. to in the preceding ppraph.In order to obtain th authorization contemplated inagree not to remit abroad, with respect Article 4, the interested panics must 
foreign 

to the pan of the foreign ivesmneats derivedpublic debt, durng a period of three (3) 
from dhe conversdon ofyears from the date of regirantion, dividendscorresponding or earningsto shares, quotas, parucipations or rights, in an amount which exceeds ten percentannually of the respective investment. The amounts (10%)of tax paid by the nves r in respect of these earningsshall not be computed for such purpose.Article 7. Upon authonzation of the conversion of foreign externalCentral Bank of Venezuela public debt to investment, theshall purchase from the invest, in accordsc with the procedure to be established for thts, the credits representing foreign public debt for the purpose of providing to the investor thebolivars necessary to make the authrized investmnc.Sole Paragraph: The Central Bank of Venezuela may establish prgrnming foreign public debt for domestc public debt insmad 

for the exchange of cedits represent.
of the purham contempl ad in the precedingparagraph of this Article.Article 8. The Central Bank of Venezuels shall purchuse or exchange thethe preceding Article foreig credits mentiored inat the discoutm that for this purpose is established by the Commision.Sole Paragraph: The Commisson mayto investment shall be 

provide that operations for the conversbon of foreign public debtundertaken by aucton, within the limits established fa this. The Ministry -f Financesnail regulate that herein contemplated by resolution.Article 9. In order to obtain the authnorizabor crnnmplwd inagree aicle 4, the interested pailes mustnot to repatriate capital derived from the conversion of the foreign publicfirst five (5) years following debt to investment during thethe date of registration of te investment.during the In additon. they must agree that.eight (8) subsequent years, the maximum percentage oa --'trionyear, on the understanding that the of capital shall be 12.5% peramouns not repatriated during one of them years may be accumulatedwith those for the following years.After turteen (13) years from the date of registration of the investment, the repatriation of capital maybe effecled without limitation.
Article 10. In the event of the liqidaion of the company receiving the foreign investmeni,
the expiration of . periods indicated and prior toin Article 13 for the repatriation of the invested capital.derived from the liquidation only may be the capitaltued by the foreign invesor for the following purposes:(i) Investment inanother company, in which costhe remintance of profits and 
for the purposes of calculating the time periods forthe reatriation of invested c ital, the date of the first investmet undeakenshall be used as the bse.


(id)Acquisition of development portfolio scujes.
Sole Paragraph: The undertaking of these operanW s shall eqMe the 
 prior au horization ofcompetent natimial agency. the 
Article 11. The amowun in bolivars romjvod from operations for the conversionto invesument may only be used to fmiance of foreign public debtthe national component of the respectve invetment projects.Article 12. The authorization to convert foreign public debtcondition to investment shallthat the cost of the unported be subject to thecomponent required for the installation

projects be covered 
or expansion e" respetriveby external sources 

*4 

of financing. 
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Second Section: Conversion of Foreign Public Debt to Foreign InvestmentArticle 13. The regisatuon of the foreign investments referred to in this section shall be done bycorresponding national competent agency based on the authorization issued by the Commission and 
the
inaccordance with that provided in Article 16 once the new company laz beri consuwted or the capital of thecompany receiving the investment has been increased or replenished.Article 14."When the conversion of foreign public d-bt to foreigip investment entails the transformadionof the recipient company to a foreign or mixed [enterprse), in reserved sectors, said company must transformin accordance with that contemplated inthe regulations referred to in Article 3.Article 15. Upon the termination of the period stipulated in Articlc 6. foreign investors may remitdividends or earnings in accordance with the tema and conditions contemplated in the regulations referred to

in Article 3.
Sole Paragraph: When earnings to be distributed exceed the aforementioned p=cte. the provisionsof the reguhtions referred to in Article 3 shall be applir,4.Article 16. The registradon of foreign investment shall express in foreign currency the amount irbolivars acrally laid by the Central Bank of Venezuela in accordnc with that contemplated in Article 8.For the purpose of complying with that provided in Article 96 of the Law of the Central Bank of Venezuela.the equivalent in bolivars of the registed investment shall be inchiled.Article 17. In the case of conversion of foreign public debt to foreign uimtin, the sale of stock.partcipanons or rights of he foreign investor shall be governed by that established in thi regulations referredto in Article 3. Upon conpleuon of the sale, t?, parties must proceed to update the corresponding registratonand the new foreign investor shall be subject, i applicable, to the exchange agreements on the remittance ofdividends or earnings and repatrianon of capital undertaken pursuant to the prov ons of Articles 6 and 9 ofthis Decree, taking as the base tdate of registration of the first investmentSole Paragraph: The sale of stock, participaions or rights f-om one foreign investor to anuther foreigninvestor shall not be considered as a repatriation of capital. 

Third Section: Conversion of Foreign Public Debt to National Investment

Article 18. National investors may undertake operations for converting foreign public debt 
 to investmentfor the purpose of financing the national component required for the execution of investment projects inaccordance -- a-nArtcle 5.provided t the norms of this Chapter are applied.
A,.icle 19. The svle 
 of stock belonging to national investors deriving from conversion operationsundertaken in accordance with this secuon shall require in ail cases the prior authorization of the nauonalcompetent agency. In such cases the acquiring investor shall be subject to the same conditions applicable tothe seller.
Article 20. The Central Bank of Venezuela may acquire from the public and private companies creditsrepresenting foreign public debt through purchase with national currency or exchange fcr domestic public debtsecurities, under 'he terms and conditions establi.hed by the Board of Direcon of sAid institution. 

CHAPTER IV: Transitory ProvisionArticle 21. The operations for the conveTsion of foreign public debt to foreign investumet authorzed bythe Commission created by Decree 1521 of April 198714, that have not been undertaken, as well as theapplications presented prior to the date hered, shaLl be subject to that established in this Decree. 

CHAPTER V: Final ProvisionsArticle 22. For the purposes of this Decree. competent national agencies shaU be understood to be theSuperinndency of Foreig Investment and the agencies ind ted in the regulabmzi. , to in Article 3.Article 23. The credits representing foreign public debt that are acquired by the Central Bank ofVenezuela in accodac=e with the provisions of this Decree shaU be convewd to domestic debt under like orimproved financ id conditions for the debtor entizy, as dem ined in each case by the Miisty of Finance andthe Central Bank of Venezuela. in accordance with the provisions of Article 54 of the Organic Law of Public
Credit. Article 24. With respect to all manurs not contemplated by this Decree, foreign investors and thecompanies in which they have a .arucipaion shall be governed by that provided in the regulations referred to
in Article 3.

Article 25. The Minister of Finance shall issue such resolutions as may be necessary for the implemen.
ration of this Decree. 

Article 26. Decree 1521 of April 14, 1987 is hereby repealed. 
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DEBT FOR DEVELOPMEPT GUIDE.INES
 
Agency for Internationzl Development
 

October X. 1988
 

I. INTRODUCTION
 

A. Scope and Applicability: The following Debt for
 
Development Guidelines govern the programming of funds made
 
available to the Agency for Irternational Development
 
(A.I.D.) under the Economic Support Fund (ESF) and
 
Development Assistance (DA) accounts (including the
 
Development Fund for Mfrica). to the extent such funds are
 
used to finance the purchase of debt owed by developing
 
countries to parties other than the United States
 
Government. All such debt dcquiied with A.I.D. financing
 
will be exchanged for local curreicies or other assets
 
(such as services, commodities, equity in a local
 
enterprise, or host country development efforts) needed to
 
achieve an objective of the ESF or DA program.
 

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

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

C. Issuinq Party and Authority: A.I.D. issues these
 
guidelines [, which have been approved by the Office of
 
Management anO Budget (OMB),] under the authority provided
 
in the Zoreign Assistance Act of 1961, as amended.
 

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

% 
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II. OBJECTIVES
 

the A.I.D. Debt for Development program
The objectives of 

are (A) to assist in raducing the foreign debt burdens of
 

developing countries that receive U.S. foreign assistance.
 

and (B) to obtain a favorable rate of exchange for U.S.
 

foreign assistance dollars that ar- converted into local
 

currencies or exchanged for other assets needed to achieve
 

foreign assistance purposes.
 

III. GENERAL STATEMENT OF POLICY
 

To achieve the objectives stated above and consistent with
 

A.I.D. rules and regulations (including the present
 

Guidelines), A.I.D. invites non-qovernmental organizations.
 
such as private voluntary organizations (PVOs) and
 

cooperatives (Debt for Development "intermediary
 
organizations"). to develop proposals for grants and
 

implement the A.I.D.
cooperative agreements with A.I.D. to 

Debt for Development program.
 

A.I.D. will review proposals by intermediary organizations
 

to use foreign assistance funds to finance the purchase, by
 

the intermediary organization, of debt owed by developing
 

co-ntries to parties other than the United States
 
Government. Such proposai, must provide for the prompt
 

Lnto local currencies or other
conversion of such debt 

assets neede6 tor development purposes. A.I.D. will
 

receive Debt for Development proposals from intermediary
 
including
orgaiiizations in a wide range of p-ogram areas. 


(but not limited to) environmental protection. private
 

enterprise development, population planniig and health.
 

A.I.D. will issue a limited number of awards to assist
 

intermediary organizations to design Debt for Development
 

programs that will achieve foreign assistance pucroses.
 
Once a Debt for Development program has been approved,
 

A.I.D. will closely monitor the intermediary's use of
 

A.I.D. funds to acquire debt and, in appropriate
 
circumstances, will provide technical advice (usuall.
 

through consultants) to assist intermediaries in purchasing
 
and echanging debt.
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IV. DEBT FOR DEVELOPMENT PROCEDURES
 

A. Role of Intermediary Organizations: A.I.D. will not
 
directly acquire debt of a developing country for use in a
 
Debt for Development program, Instead, A.I.D. will finance
 
the acquisition of such debt by intermediary
 
oL 'anizations. With the assistance (where appropriate) of
 
A.I.D.. intermediaries will negotiate uith the debtor
 
country the terms 
of the subsequent retirement of the debt
 
and, in most cases, the intermediary will be primarily

responsible for managing the use of the local assets
 
generated by the debt retirement. Intermediary
 
organizations, therefore, will play a central and critical
 
role in A.I.D. Debt for Development programs.
 

B. Types of A.I.D. Awards: To assist the participation of
 
intermediary organizations in Debt for Development
 
programs. A.I.D. intends to make foreign assistance funds
 
available to support both (1) the preparation of Debt for
 
Development proposals by intermediaries and (2) the
 
acquisition of the debt itself once an intermediary's
 
proposal for a Debt tfr Development program has been
 
approved by A.I.D.
 

1. Awards to support preparation of proposals: As
 
described more fully in Part IV(E) of these
 
Guidelines. A.I.D. will agree to finance debt
 
transactions only after an intermediary organization

and a debtor country have reached agreement on the
 
purpose and term= of the eventual debt exchange, and
 
after the intermediary has investigated the
 
availability and price of a particular country's debt
 
for sale. Extensive negotiations between the
 
intermediary and debtor nation, as well as various
 
studies and consultations regarding tire availability
 
of a country's debt for purchase, may be needed to
 
meet these preconditions.
 

To assiot in the design of Debt for Development
 
prc grams. A.I.D. will make a limited number of awards
 
to assist intermediary organizations in developing
 
detailed Debt for Development proposals and in
 
negotiating the terms of the debt exchange with the
 
lebtor nation. Applicitions for financing to support
 
such pre-award activities should address the following
 
issues: (a) the anticipated toreign assistance
 
purpose to be achieved through the Debt for
 
Development program: (b) the information needed and
 
steps proposed to be undertaken to develop a final
 
proposal and to reacn agreement with the debtor
 
country on the use of assets generated through the
 
debt transaction; (c) the opportunities for purchase

and the current market price (to the extent such
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information is readily available) of the country debt
 
to be acquired with A.I.D. financing : (d) the
 
anticipated advantages of acquiring local development
 
assets by means of debt exchange rather than through
 
direct purchase with dollars; and (e) the projected
 
allocation of costs and expenditure of time needed to
 
devclop a final proposal.
 

2. Awards to finance Debt for Development proqrams:
 
A larger share of A.I.D. Debt for Development
 
financing will be provided to support the actual
 
acquisition by intermediaries of the developing
 
country's debt. The following provisions of these
 
Guidelines set prerequisites for the award of funds by

A.I.D. to finance Debt for Development programs and
 
establish procedures for implementation of such
 
programs once an intermediary's proposal for a debt
 
exchange has been approved.
 

C. Foreign Assistance Purpose of Each Debt Transaction:
 
All Debt for Development transactions will advance the
 
general foreign assistance purpose of reducing a country's
 
foreign debt burdens (see "Objectives" specified in Part II
 
of these Guidelines). For A.I.D. to approve a Debt for
 
Development proposal, however, the assets acquired through
 
a Debt for Development transaction must also be used for a
 
more specific development purpose. This purpose must be
 
consistent with the objectives of the particular category

of assistance from which A.I.D. makes the Debt for
 
Development award, and it must be clearly defined in
 
advance of the issuance of that award.
 

For example. Development Assistance funds made available
 
from the Agriculture, Rural Development, and Nutrition
 
(Section 103) account will be used only to acquire debt
 
that is to be converted into assets needed to advance
 
Section 103 purposes. Development Assistance funds made
 
available from the Population and Health (Section 104)
 
account will be used only to acquire debt that is to be
 
converted into assets needed to advance population planning
 
and health activities. Similarly, resources from the
 
Development Fund for Africa will be used only to acquire
 
debt to be converted into assets needed to advance
 
development programs in sub-Saharan Africa. Ecunomic
 
Support Funds, to the extent available for Debt for
 
Development programs, may be used more broadly to advance
 
ESF objectives of economic or political stability.
 

In reviewing an application for a Debt for Development
 
transaction, A.I.D. will consider whether che ultimate use
 
of the asset generated through the transactior, is defined
 
with sufficient specificity and is within the purposes of
 
an available funding source.
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D. Purchase of Debt at Lowest Possible Prices from
 
Established and Reputable Sellers; Requirement of A.I.D.
 
Approval: A.I.D. financing may only be used to purchase

debt from established and reputable debt holders, such as
 
major commercial banks. A.I.D. will expect each
 
intermediary to use A.I.D. financing to acquire debt from

such sellers at the lowest possible price, reflecting the
 
full discount value of such debt in private commercial
 
markets. No intermediary may use A.I.D. financing to
 
acquire debt without A.I.D.'s express prior approval of the
 
proposed transaction and sale price.
 

E. Pre-Aqreement on Purpose and Terms of Debt Purchase and
 
Retirement: 
 Before A.I.D. agrees to finance a Debt for

Development transaction, the interinediary must demonstrate
 
to the satisfaction of A.I.D. that the intermediary has:
 
(1) identified the asset to be obtained and the program

activit 
 to be financed through the debt transaction;
 
(2) reached agreement with the debtor country regarding the
 
terms, mechanism, and schedule for conversion of the debt
 
into the identified host country asset; 
 and (3) developed

detailed plans for administration and use of the host
 
country asset to achieve program purposes. An
 
intermediary's mere expression of intei:t to use assets
 
generated from a debt exchange for a particular purpose

will not be sufficiently definite to enable A.I.D. to make
 
a financing award; before issuing an award, A.I.D. will
 
require detailed program planning and evidence of the
 
debtor country's prior concurrence (for example, in the
 
form of a signed agreement or a letter from the country's

central bank or ministry of finance) on significant aspects

of the eventual debt exchange.
 

A.I.D. will also require the intermediary to demonstrate
 
that it has: (1) investigated the availability of 
the host
 
country's debt for sale. (2) identified a reputable and
 
willing seller of such debt (as discussed in Part IV(D)

above), (3) determined the likely market price of the debt,

(4) calculated the likely transaction costs to be incurred
 
in acquiring and exchanging such debt, and (5) analyzed the
 
financial and other advantages of acquiring the local
 
development assets through the mechanism of 
a debt exchange

rather than by direct purchase with dollars.
 

To develop a Debt for Development proposal that addresses
 
each of the above points and that is sufficiently detailed
 
and definite, an intermediary may, if needed, request
 
pre-agreement funding from A.I.D. (as described in
 
Part IV(B)(1) above).
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F. Various Agreements Required: To effect the various
 
transactions involved in a Debt for Development plan.
 
separate agreements among parties will be required, in the
 
following sequence: (1) between the intermediary and the
 
debtor country establishing the purpose and terms (as

described in Part IV(E) above) of the planned debt
 
exchange; (2) between A.I.D. and the intermediary
 
approving the terms and conditions of the foreign

assistance financing; and (3) between the intermediary and
 
the debt holder effecting the initial sale of debt.
 

In exceptional cases it may be most efficient to conbine
 
the first two of these agreements into a single multi-party
 
agreement among the intermediary, debtor country and
 
A.I.D. A.I.D. will not bo a party to the agreement between
 
the seller of the debt and the intermediary organization.
 
As discussed in Pzrt IV(D) above, however, A.I.D. will
 
require the intermediary to receive A.I.D.'s express

approval of the proposed transaction and sale price before
 
the intermediary expends A.I.D. funds to acquire debt.
 

G. Technical Assistance and Fees Incurred in Purchasing

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

H. Prompt Conversion of Debt into Development Asset:
 
A.I.D. expects intermediaries to convert A.I.D.-financed
 
debt into local currency or other development asset (as
 
provided in the various Debt for Development agreements
 
among the intermediary, debtor country and A.I.D.) as
 
promptly as possible after the intermediary acquires the
 
debt. Intermediaries may not: (1) retain title to such
 
debt for speculative or other purposes, or (2) exchange the
 
debt of one country for the debt of another country without
 
prior approval of A.I.D.
 

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

interest earned by A.I.D. grantees on advances.
 

Drafted: EHonnold:GC/LP:x78371:10/6/88:doc#2093J.
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DEBT-EQUITY SWAPS AND
 
FOREIGN DIRECT INVESTMENT'IN LATIN AMERICA
 

Summary and Conclusions
 

. Scope of the Work: In the face of continuing debt problems and a
 
decline in foreign direct investment (FDI), the governments of several
 
developing countries have initiated a variety of programs to redeem their
 
foreign debt before it is 
due, giving creditors different kinds of assets in
 
exchange. In one such program, known as "debt-equity swaps," debtor
 
countries permit private investors to redeen public foreign deht for equity
 
shares in new or existing companies. This paper describes the results of
 
empirical research on the effects of debt-equity swaps in attracting FDI.
 

ii. Debt-equity swaps are in fact dual-purpose instruments. Because
 
debtor governments redeem the swapped debt at less than its face value, swaps
 
permit the early retirement of foreign debt at a discount. Because the
 
governments redeem the swapped debt at more than its current market 
value,
 
swaps reduce the cost of an investment, and are thus incentives to
 
investors. The research focused on the latter effect, analyzing how the
 
existence of the swap program affected the decisions of foreign investors. A
 
full evaluation of swap programs must, however, take both effects into.
 
account.
 

iii. Swap programs in four major Latin American debtors were studied:
 
Argentina, Brazil, Chile and Mexico. The main basis for the conclusions are
 
extensive interviews with corporate officials who participated in decisions
 
about whether or not to invest through swaps. More than 125 interviews were
 
held, cLrering lOA debt-equity swap transactions. In this respect the work
 
differs from many other contributions, which in their conclusions about
 
effects of the programs are for the most part limited to a priori reasoning
 
or assumptions.
 

iv. In studying how debt-equity swaps affected investor behavior,
 
several questions were addressed. To what extent would the investments made
 
through swaps have been done anyway, or to what extent did the swap programs
 
make them happen? (The latter is called "additionality.") In what ways did
 
the investment decisions of banks, who alreaey held the debt, differ from 
those of other corporate investors who bought the debt in the secondary 
market at a discount? What u~ies did the recipient companies make of the 
invested funds? How did different features of swap proFrams affect both 
investors and tho benefits to the host country? What lessons can be learned 
for the design of swap programs? 

v. The research was designed primarily to be useful to governments of 
debtor countries, in deciding whether or not to have % swap program and, if 
so, how to fashion it. The paper is not a guide for investors who might wn-_
 
to use swaps. Moreover, the paper is written for readers who are already
 
familiar with the basic facts and concepts of debt-equity L;waps; standard
 
information that has been described many times in conferences, papers and
 
articles has not been repeated here.
 

_ v
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vi. Results: The effects of swap programs on banks are quite different
 

from the effects on multinationals. (For convenience de refer to investors
 

that are not banks as "multinationals" or "HNCs.") One important difference
 
is with regard to additionality: Virtually every investment made by banks
 

would not have happened oithout a swap program. Host banks tend to be
 

lenders rather than equity investors, and feel already overextended in thz
 

debtor countries. They would not normally be making equity investments
 

there. Swap programs, however, permit them to diversify their poorly
 

performing portfolio3 of LDC debt and to increase the chances of liquidating
 
a part of those portfolios sooner. HNCs, on the other hand, take advantage
 
of the discounted prices at which they can buy the debt to make investments
 
at a lower cost. "In some cases the investments would be made anyway. In our
 
sample, about one-third of the investments made by HNCs using swaps would not
 
have been made unless a swap program was available, and another ten percent
 

of those investments were made sooner or for larger projects than they would
 
have been without the program. Thus, for the transactions we studied, swaps
 
made a difference for a bit less than half of the KNC investments (as well as
 

for all the bank investments), while a bit more than half of all the MNC
 

investments that used swips would have happened anyway.
 

vii. Our results suggest, but do not prove conclusively, that
 
additionality .ncreases as a swap program continues over time. At first,
 

most investments are those that would have occurred anyway, but as more and
 
more potential investors become aware of the benefits of the swap program,
 
those benefits become decisive for a higher percentage of swap transactions.
 

We also find Lhat investments oriented toward export markets are more likely
 

to be actually influenced by swap programs (i.e., additionality is higher), 
while investments oriented at domestic markets tend to be those that w uld 

have been made anyway. 

viii. The types of investments made through swaps are as varied as those 
of FOl through normal channels. Some swaps have been used to finance 

buy-outs and/or financial restructuring, not immediately affecting the 

physical productive capacity of the company. (Not all countries permit such 

use of swaps.) In some cases these transactions have been the sale of 

publicly-owned enterprises to private parties ("privatization"). In our 
sample it was quite common to find buy-outs or financial restructurings 

followed rather quickly by improvements or additions to productive capacity,
 

including sometimes the opening of new kinds of production. This suggests
 

that countries that do not permit swaps for buy-outs or financial
 

restructuring may be losing the edvantages of these follow-on benefits.
 

Another aspect of the variety of investments is that the new investors are
 

sometimes active managing owners (typically MNCs, or banks when they buy 

financial compaxuies), and in other cases silent partners (typically banks, 
who may leave the management to existing managers or to new MNCs which the 
banks help to bring in).
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ix. Our results on the effects of different characteristics of swap
 
programs, reported in Section II.C of the paper, lead to a 
number of
 
practical suggestions for the design of such programs. The characteristics
 
were evaluated against three criteria, representing the debtor country's
 
point of view:
 

To increase additionality, it is important to keep the level of the
 
incentive high. Administrative screening out of investments that are
 
obviously not additional can be effective. Maintaining continuity in the
 
program, including the rules and the approximate Level of the investors,
 
incentive, is important. Maintaining reasonable restrictions on the
 
timing of repatriation of dividends and of capital also switch some
can 

non-additional investments into regular (i.e. non-swap) channels.
 

To channel investments into high-priority sectors or places, the
 
best way is simply to permit swaps to be used only for the high-priority
 
investments. If this is too limiting, and if the high-priority
 
investments are in general unattractive to investor:, then two different 
levels of incentives can be used -- one for the high priority uses and 
one for others. The different levels can be set administratively or by 
auctions, but should be reasonably high in both categories. Allowing 
low-priority investments access to a small 
 incentive is counte,.
productive; it will ha%- no effect most, investment and
on decisions 

simply result 
in a lot of free riders. For this reason, a finelv.-graded
 
system of many ditferent incentive levels for many different priority
 
categories is probably not very effective.
 

To capture a Larger share of the discount for the government, useful
 
measures are to set the redemption price by auction instead of
 
administratively, to allow domestic pa:ticipants, to avoid screening out
 
too many -applicants, and not to require any "fresh money."
 

x. There are some conflicts and trade-offs among these criteria, as
 
well as between maximizing the incentive effects of a swap program and
 
controlling it: macroeconomic costs. These are discussed in Section II of
 
the paper.
 

xi. The continued demand for swap transactions, most notable in Chile,

and even more importantly the uses to which the funds are put in all the
 
countries studied, show that investors' interest in swaps is not limited 
to
 
buy-outs of some more or less fined set of companies that may be available
 
for sale. Rather, investors are also interested in using swaps to make
 
investments in new physical capacity and oven in 
new companies. As long as
 
the secondary market price of the debt e"igible for swaps is low, debtor
 
countries with reasonable swap programs will attract investors. Thus, while
 
debt-equity swaps are very 
far indeed from being "the" solution either to the
 
debt problem or to reviving private investment, they can make a significant
 
contribution to both objectives.
 



I. INTRODUCTION 

A. Objectives of the Research 

1. This paper is about how debt-equity swaps affect flows of foreign
direct investment (called here "FDI"). It based research that
is on 

concentrated on 
four major Latin American debtors, Argentina, Brazil, Chile
 
and Mexico. The paper examines how investment decisions of multinational
 
corporations and commercial banks have been influanced both by the
 
opportunity to swaps, by the different
use and features of swap programs.

The primary question is to what extent the availability of swaps has
 
motivated investors to undertake projects that they otherwise would not have
 
attempted. The paper 31so analyzes the many different ways 
that investors
 
have used swaps (e.g., buy-outs, financial restructuring, technological

improvements, or new capacity creation; export markets 
or domestic sales;
 
privatization). From the analysis of the effects of swap programs on
 
investors' behavior, the paper also 
draws some lessons about the usefulntss
 
of swap programs and about their designs.
 

2. It is important to 
state these purposes at the beginning, because
 
there 
are many things this paper does not try to do. First, the paper does
 
not cover mny other kinds of swaps. The debt-equity swaps considered in
 
this paper involve the exchange of public external debt for local currency

which is then used to invest in equity (or quasi-equity) in companies in the
 
debtor country. Not considered are many other kinds of swaps, such as
 
debt-for-debt, debt-for-commodities, and private debt for equity swaps in
 
which a 
foreign parent company exchanges private debt issued by a subsidiary
 
in the debtor country for equity in that subsidiary. Some of these other
 
kinds of swap programs have generated a lirge volumk- of transactions, and
 
are having important effects in the debtor countries.
 

3. Second, this paper does not cover all the material that would be
 
required for an overall evaluation of swaps. A final verdict on the valu.1
 
of swaps depends not only on how they function is investment, incentives (the

subject of paper), also they debt impose
this but hrw affect burdens, 

potential fiscal costs or add to inflationary pressure. As well, a final
 
evaluation of swaps ust take account concerns
into that are more issues of
 
judgment or personal values than of verifiable facts, such as whether the
 
debtor countrias will or should fully 
service their debts, and whether
 
higher levels of foreign investment are good or bad for national
 
development. The paper touches some these points but not
on of does 

evaluate them fully.
 

B. MethodoloKy
 

4. Annex 2 describes how the research was done. 
 To summarize briefly,
 
we relied mainly on interviews of executives of the companies that were
 
involved in making the investment decision. We also talked with many govern
ment officials, intermediaries and others familiar with the progras. Some
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of the foreign
was also taken into account. Most

published information 


in either the United States or Japan. In over
 
were based
investors covered 


we were able to obtain useful information on 104 of the
 
125 interviews, 


swaps that took place 	in the four
 
approximately 450 public.-debt-for-equity 

/ There are serious difficulties in identifying all 
countries studied.
 

investor companies'

and others in accessing some of the 


swap transactions, 

it is not possible to construct
For these reasons 


Our data are relevant

decision makers involved. 


any kind of scientific sample of all transactions made. 

we are confi

to the larger, more established companies that did swaps, and 

on their behavior.
 

dent that we have come to understand the effects of 
swaps 


C. The Context of Debt-Equity Swap Programs
 

It has not been
itb seventh year.

5. The debt "crisis" has entered 


nor has it been
 
to a head by wholesale refusal to service debts, 


Rather, we are witnessing a protracted

brought 


by any sweeping bail-out.
resolved 

debtor countries
both creditor banks and


period of muddling-through, where 

less with small changes in the status
 

share an interest in dealing more or 

want to avoid the
 

quo or, in other words, not rocking the boat. Banks 


and are fending off proposals for debt
 
necessity of declaring default, 


Many debtor governments
reserves.
relief, all the while adding to their loss 

the least amount of
 

are similarly acquiescing to muddling through, paying 


that they are spared the possibly severe
 
debt service sufficient to ensure 


repercussions of formal or extended non-parformance.
 

debt problem have created a
 
6. 	 Six years of this muddling through the 


to foreign direct investment in Lattn
 
long-term environment 	discouraging 


A debL problem of shorter duration would not have had such a 
America. 
 reflected 
devastatinS impact on 	 foreign investment. The problem's scope is 

years of investment flows; it, is 
not merely in the cumulative loss of six 

on planning for future 	investment that comes
 
additionally the chilling effect 


Many cjmpanies spend
a protracted debt situation. 
as the special burden 	of 

a
 

two or more years planning and evaluating investments; in this context, 

a
planning to be temporarily suspended, 	but 
cause
short-term debt problem may 


no sign of ending, and the stagnation 	and
 long-term debt situation that shows 

convince companies to quit planning


uncertainties that go 	with it., may well 


not only for the moment but for the indefinite future.
 
investments entirely 


7. 	 Table 1., part A on the following page shows the decline in foreign
 
4 the decade,


direct investment to ma ar r.atin countries. At the beginning of 


half of all direct investment flcwing to the
 
Latin America attracted over 


quarter --
Third World; by mid-decade, however, it was attracting less than P 

the flow of di'ect
In nominal terms,
and of a significantly smaller total. 

fell by 6i. between
 

to the four major Latin American debtors
investment 

1979-1982 and 1983-1936.
 

highly indebted
1' Three of the 104 transactions studied were in other 

ablA to analyze a number of other investments
countries. Also, we were 


in the four countries for 
which the investors decided not to use the
 

swap programs that were available.
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Table 1
 

A: Foreign Direct Investment in Four Latin American Countries
 
(US$ Millions)
 

1979-1982 1983-1986 Percent
 
1983 1984 1985 1986 Aveiage Average Change
 

Argentina 104.7 134.6 171.5 283.4 641.1 173.5 -72.93
 

Brazil 674.0 1,478.5 549.2 195.5 1,296.4 724.3 -44.13
 

Chile 25.3 22.8 106.4 103.7 138.7 64.6 -53.45
 

Mexico -325.5 580.2 359.4 -49.5 790.9 141.2 -82.15
 

Total 2,867.0 1,103.6 -61.51
 

B: Swaps Compared to Other Flows
 
(U.13 Millions; Annual Averages)
 

FDI Through "Normal" FDI "Depressed" FDI Service on 
Swaps (1979-82) (1983-86) Official Debt 1986 

Chile 400 139 65 281
 
Mexico 1,133 791 141 2,087
 

Sources: 	 FDI flows: OECD; flows from DAC members
 
Swaps: Host government data
 
Debt rervice: World Bank, Debt Tables
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and the decline in foreign

8. 	 Huddling through the debt problem 


swaps a potentially interesting instrument,

investment make debt-equity 


swaps both help to lower indebtedness and to increase investment.

because 


that swaps alone neither will
 
But it is necessary in the same breath to say 


record of investment. The
 
unstick the morass of debt 	nor bring levels 


swaps mainly for their potential

international financial community looks to 


its the secondary market, while
 
to reduce debt and to increase price in 


a way to attract investment, and
 
debtor governments see swaps primarily as 


to reduce debt. But neither group expects swaps to
 
secondarily as a way 

produce a breakthrough in these areas. Although for a brief period a few
 

years ago swaps were being touted by some promoters as the hot entree on the
 

seen more correctly only as an

debt problem "menu," swaps are now 


/
appetizer.1


if the effects of swaps are examined on an incremental
9. Nevertheless, 

judged against the entire magnitude of Latin America's
 

basis (rather than 

impact appears more impressive. As shown in
 

debt outstanding), then their 

amounts of FDI that came through swap programs in Mexico
 Table 1, part B, the 


and Chile have been quite significant in comparison to earlier flows of FDI
 

to those countries, as well as to other relevant balance of payments items
 

their debt service obligations.2!
such as 


1' Although in Chile, where the program ha's been in place since May 1985, 

19 through December 1987 amounted

debt-6quity conversions under 	Chapter 


of its stock of long-term debt at
 to US$1.0 billion, equivalent to 5.7% 

schemes amounted to even


the end of 1985. (Conversions through other 


more.)
 

as Table 1, there are serious data and
V1 In constructing tables such 

Three major ones are: First, 	data on FDI are poor


conceptual problems. 

in quality and not comparable across countries. The two generally used
 

sets of data are the IMF numbers, wh.ch reflect actual balance of
 

as 	 the host countries, and OECD estimates
 
payments flows reported by 


which reflect something closer to commitments than to actual cash flows
 

and are as reported by source countries, the latter limited to members of
 

the OECD. These two sources typically differ greatly for a specific
 
too far from each other
 

country in a specific year, but are usually not 

a period of several years. We used the OECD
 

for a specific country over 

for two reasons: (a) they are comparable across host countries,


numbers 

whil.e the IMF numbers are not; (b) they are zonceptually closer to the
 

closer to

estimates of swap transactions, which also reflect something 


the four countries studied,

commitments than to cash flows. Second, of 


had generally available and relatively

only two -- Chile and Mexico --

stable swap programs in place for significant periods of time. Third, 

swap programs more or less coincided with other
the advent of the 

positive chanjes in the investment climate in both Mexico and Chile
 

exchange rates in both countries, and other

(notably more attractive 


that the high levels of swap transactions
elements as well in Chile), so 


cannot be fully attributed to the availabil.ity of the swap programs.
 



10. Although the magnitude of swaps has been important in some ways,
 

their contribution must be kept in perspective. First, as mentioned
 

earlier, the role of soaps is only incremental; swaps can never substitute
 

for fundamental changes in the overall investment climate that would be
 

necessary for Latin America to reach its potential for attracting foreign
 
investment. Second, the volume oe swaps reported in the table are ,aotproof
 

that swap programs were the reason motivating these investments, nor are the
 

data evidence that the swap investments were put to good use in the recipient
 

countries. One point however is evident just from the numbers: swaps do
 
offer an attractiva incentive to foreign investors. The swap incentive is in
 

essence an up-front discount on the cost of &n investment. Even after
 

deducting fees plus the portion of the discount captured by the government,
 
the incentive accruing *to the investor typically equals a quarter or a third
 
of the total cost of the investment. (See Table 3.)
 

11. The incentive offered by the swap may be partially offset by
 

restrictions on how the investor may use t;-" local currnacy. Regulations
 
vary from country to country, but the debtor governments in general impose
 

longer delays on both dividend and capital repatr-ation for investments made 
by swaps, than for foreign investment through normal channels. Taxation and 

additional restrictions my undermine even more of the value of the swap. 

But the fact remains that swaps are a potentially powerful form of investment 

incentive, because (a) the incentive can be large, and (b) the incentive 

comes at the time of the investment, so that unlike,most fiscal incentives it 

is neither delayed nor dependent on uncertain Zuturb events such as profits. 

That the amounts of foreign investment shown in Table I B have been done 
through swaps rather than the normal channels shows that the former, more 

difficult route must be of some value to investors. 

D. The Costs of Swav Programs
 

12. Swaps, as has been noted, are instruments with two functions: they
 

help to reduce foreign debt and they help to attract foreign (and sometimes
 
do-mestic) investment. They also have some costs, and some observers argue
 

that swap programs are on balance not worthwhile. Hany of these arguments
 

are really arguments abcut the desirability of the products of the programs.
 

Thcy are arguments that foreign investment is not such a good thing, or that
 

prepaying the foreign debt is not a good idea. 'There may be valid questions
 

about these points, but we do not analyze them here.
 

13. Although this paper is focussed on questions about how swaps work in
 
attracting investment, there are two points about the costs of swaps that we
 

wish to note. First, one possible cost of swaps to a host country, perhaps
 

psychological or perhaps real, is what might be called "overpayment" in
 

redeeming the debt. To the extent that the country is not fully servicing,
 

and intends not to servicu fully its foreign debt, the net present value of
 

the payments it txpects to make may be less than the amount at which it
 

redeeis the debt in the swap transaction. This viewpoint is, raturally, more
 

coinuon in the debtor countries than among the creditor institutons; the
 

latter point out Lhat the debtors received the resources they borrowed and
 

are now obligated to service the loans fully. Leaving aside moral hazard,
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legal and other related considerations, the question does arise as to whether 

the debtor country is paying more to redeem its debt than the present value 

of the payments it expects to make to service the debt. The factual basis 

for concluding that swap programs do involve such "overpayment" is strength

ened by internatioral discussions of debt relief that seek methods for 

refinancing sovereign debt at its secondary-market price, and by actual buy 

backs, such as the one recently arranged for Bolivia. 

14. Second, we have encountered considerable confusion about what is
 

perhaps the most important cost of swaps, i.e., their impact on a country's
 

monetary situation. In redeeming foreign debt with local currency, a
 

government must chose some combination of atlowing the payments to increase
 

the money supply or else sterilizing this expansionary impact by restricting
 

credit (or expenditure) elsewhere. Since most of the countries involved are
 

experiencing high rates of inflation (Chile is a notable exception), these
 

effects are a grave concern to most debtor governments.
 

15. In an attempt to clarify this negative effect of swaps, we present
 

in Annex 1 a brief analysis. The conclusion is that "...allowing a
 

transaction through a swap always results in reducing foreign debt; it can
 

cost the government either foreign exchange [if the investment was not
 

additional] or the need to come up with domestic currency [if the investment
 

was additional], but not both. Also, if the swap investment is not
 

additional then the swap program does not add to inflationary pressures. 

These two criticisms that are often leveled at swap programs -- lack of 

additionality, and inflationary impact -- logically cannot apply 

simultaneously. A swap program leads to inflationary impacts only to the 
extent that investments made through it would not have happened if there were 

no swap program."! / 

From Annex 1, para 6.
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II. 	RESULTS
 

A. Additionality
 

16. The concept of additionality, and its measurement, are complex.
 
Conceptually, additionality depends on how wide a range of other possibil
ities the analyst considers. At the broadest level, the inflationary or
 
interest-rate effect swaps partly reduce domestic
of will investment
 
elsewhere in the economy. Thus, the total level of investment in a country

will not increase by the full amount of foreign investment attracted by
 
swaps. At a somewhat narrower level, an investment for which a swap was
 
crucial to a particular investor might have been done by a different investor
 
without a swap pvogram. Investments in hotels in Cancun (Mexico) are
 
sometimes cited to illustrate this point. Even if the actual investors were
 
in fact swayed by swaps, it is alleged that the occupancy rate in the area
 
was 	so 
high that other investors would have made the same investment without
 
swaps.
 

17. Our research is limited to a narrower con-ept. We analyzed

additionality only at the level of the individual transaction. We defined
 
additionality as meaning that the particular investor would not have made the 
investment if a swap deal were not availzble. 

18. Even with this simpler definition of additionality, measuring this
 
phenomenon was not always clear cut. The information gathered in our
 
interviews enabled us to classify the great majority of transactions as
 
either additional or not additional. Nevertheless, for a few transactions,
 
the question of additionality was not as straightforward. In these cases,

the swap program affected the timing and/or the amount of the investment. It
 
seemed likely that, in the absence of a program, something like the actual
 
investment would probably have been made at some time. cases we
For these 

established a category of "partial" additionality. Only a small percentage

(7%) of transactions fell into this category, but some of these were large
 
investments.1/
 

19. We were able to come to conclusions atout additionality for 99 of
 
the transactions we studied. / Of these, 30 were made by banks and every
 

/ 	The swap investments of two auto companies in Mexico illustrate this
 
gray area. As early as 1982, Volkswagen and Chrysler had decided to
 
invest to expand theiv facilities, but they did not move ahead with
 
these projects until 1986, when they used swaps to finance their
 
investments. Chrysler, moreover, decided to create significantly more
 
additional capacity than it otherwise would have done, because of the
 
cost-reduction effect of using swaps. We scored both these cases as
 
"partly additional." See Debs, Richard A., David L. Roberts and Eli M.
 
Remolona, Finance for Developing Countries, Group of Tbirty, 1987, p. 29.
 

The sample contained five transactions from which we learned ither useful
 
information, but were unable to determine anything about ad,itionality.
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single one was additional. Of the 69 made by MNCs, 23 (33%) ware cleatly 
additional and another 7 (10%) were partly additional. Thus for 61% of the 

transactions (43% for the MNCs and 100% for banks), swaps made a difference.
 

20. The larger degree of additionality for banks than for HNCs reflected
 

an important underlying difference. These two kinds of investors responded
 

in fundamentally dissimilar ways to the existence of swap programs. In
 

recognition of these differences, it is appropriate to divide the discussion
 
one for banks and another for MNCs.
of additionality into two parts --


21. Additionality and Banks: The attitude of most bankers toward equity
 

investments helps to explain why additionality was 100% for the transactions
 

studied. Host banks and bankers are by profession lenders and not equity
 

holders. They normally wou).d not, and do not, invest in non-financial
 

businesses in Latin America. When most banks invest through swaps, they do
 

so because they are dissatisfied with the performance of the debt they hold.
 

Their main objectives are to diversify, and ultimately to liquidate a part of
 
The upside potential of
their portfolio sooner than would otherwise occur. 


equity investing is studied, but for most bank investors it is not the
 

primary motivating force. A corporate investor, by comparison, does a swap
 

reduce the cost of an investment which is expected to
transaction in order to 

yield profits. For the corporate investor, the upside is a driving force and
 

the swap increases it. Thus, it can be generalized that in most swap
 
want to get
transactions "corporate investors want to gut' rich, while banks 


out."
 

22. 	 The media sometimes portray swaps as if they were a technique
 

and by to their loans into
expressly designed used banks transform own 

been, in fact, among the main proponents of swap
equity. The banks 	have 


investments by banks 	has been
programs. However, 	the number to date of swap 

than 	 might be expected. There are a few well-knownconsiderably smaLler 

US creditorexceptions, but as of the beginning of 1988, many of the large 

banks had yet to make a single investment for their own account through a 

debt-equity swap, and others had made ovily a few. (We do not count here
 

transactions to recapitalize their own wholly owned subsidiaries.) Japanese
 

banks have been similarly reluctant. and in addition have been strongly
 

discouraged by their regulatory authorities. No Japanese bank had made an
 

equity inventment through debt-equity swaps as of February 198d.
11
 

23. While it may seem ironic or perhaps even erroneous, bankers shy away
 

from what they perceive as the higher risks of equity. In every bank, we met
 
the upside potential of
some individual officers who believed that equity
 

of the bank's poorly performing public
outweighed the risk of swapping some 

debt for private equity. In most banks, however, top management was less 

ready to adopt this "entrepreneurial" view of risk. Instead, the closer a 

swap could be made to resemble debt, the more top management would be willing 

to consider the deal as worthwhile. For example, one banker told us that
 

2/ 	 The research did not cover European banks, but they appear to have been
 

more willing to make swaps than either the U.S. or Japanese banks.
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his bank would look more favorably on debt-equity swaps if it could be
 
guaranteed that the resulting equity investment would return LIBOR plus two
 
basis points over five years.
 

24. A few banks, however, do not fit this general case. They include,
 
among others, American Express Bank (which does not do commercial banking in
 
the US and therefore is not subject to the same restrictions as other banks,
 
and which of course is part of a larger group that is active, inter alia, in
 
tourism), Bankers Trust and Security Pacific. These and 
a few other banks
 
have a history of merchant banking operations, and consequently they have
 
less institutional resistance to equity investments. Predictably, these are
 
the banks that have made the most swaps for their own books. In some
 
countries, especially in Chile, these merchant banks were among the first of
 
all foreign investors to apply for swaps.
 

25. Tax considerations are a second significant factor restraining the
 
number of swaps by U.S. banks. When a bank completes a swap, it may be able
 
to take a loss equal to the difference between the face value of the debt and
 
the (discounted) amount in local currency received from the debtor government.

Moreover, in spite of a contrary opinion by a committee of the American
 
Institute of Certified Public Accountants, some US auditing firms still take
 
the position that all similar loans 
still held by the bank would have to- be
 
written down. Since many banks have been generating at best small profits in
 
Latin countries, or indeed overall, a decision to make any particular swap
 
must compete against all other types of losses 'that a bank may wish to 
take
 
for tax reasons. A bank faces a fixed ceiling of usable tax losses, set by
 
its own profitability. In recent years, this ceiling has been low, allowing

little room for the possibly of large write-downs that doing swaps might
 
imply.
 

26. A related reason has to do with the banks' wish to present healthy

income and balance sheets. Even if the losres could be used to reduce taxes,
 
some banks do not want to reduce their reported earnings by the amouuts that
 
might be involved if they were to do swap transactions. However, there have
 
been reports in mid-1988 that some banks, having made investments for their
 
own accounts through swaps, are putting such investments on their books at
 
values not only higher than the secondary market prices of the debt, but even
 
higher than the prices at which the debt was redeemed by the governments.
 

27. A final factor discouraging banks from making swaps is their own
 
reluctance to commit fresh dollars, or even 
fresh local currency, in the
 
debtor countries. Most invest.ments require a foreign exchange component to
 
pay for imported machinery, etc., which caanot be financed with swaps. Even
 
straight buy-outs, such as have occurred in Chile, are often part of a
 
corporate plan which includes some improvements in physical assets. For
 
muJltinational corporations, these de facto fresh money requirements not
are 

usually major obstacles to a swip. Banks, however, see an important
 
difference between swapping their own paper, which involves no added
 
exposure, and tho need to inject fresh resources into countries where they

feel already seriously overexposed. In interviews, American bankers
 
expressed virtually unanimous and complete unwillingness to make any sort of
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swap investment that would require investing anything beyond the paper they
 
already hold. This attitude clearly places tight constraints on the kind and
 

the number of swaps that banks are willing to make.
 

28. Among the factors that restrain banks from becoming more involved in
 

debt-equity swaps, one is conspicuous by its lack of importance. Federal
 

regulations 	 restricting the amount of equity a bank may hold in a
 
greatly hampered U.S. banks
non-financial institution have, in general, not 


from making swaps. Up to mid-1987 Regulation K required American banks to
 

keep the level of their investments below $15 million, and below 20% of
 

voting shares, in any one non-financial company. Moreover, ownership 
was
 

circumscribed by a five-year limit. These restrictions were liberalized in
 

August 1987 and again in February 1988, for certain investments in heavily
 

indnbted developing, countries. Moreover, Regulation K was flexibly
 

7dministered in regard to swaps, with exceptions allowed, and both 7ederal
 

Reserve officials and commercial bankers report that it was not a serious
 

obstacle to the banks' investment desires.
 

29. As of the first quarter of 1988, however, many US banks said they
 
were about to begin to make swap investments. The large write-downs of debt
 

taken by many of them in early 1987 led to more active searching for good
 

investments, and as of early 1988 a number of these banks had a significant 

pipeline of possible swap transactions for their own account ur,der active 

considuration. Another factor that will lead banks to somewhat more swapping 

for their own accounts is the advent of mutual fund type institutions in some 

of the debtor countries (e.g. Brazil and Chile), to be capitalized by swapped 

debt. These funds are small in size -- a few hundred million dollars each, 

or sometimes even less -- but are Likely to attract smaller banks who want to 

convert some of their LDC debt to equity but lack the resources to select the 

investments or to manage the equity. 

30. if more banks do make more investments for their own account through
 
swaps, whether directly or through mutual funds, then recipient countries can
 

expect the level of additionality in their swap programs to increase.
 

Indeed, greater involvement by banks may be the most significant single
 

development that could lead to a rise in overall additionality.
 

31. Additionality and Corporate Investors: For the investments we
 

studied made by HNCs, swaps were a determining factor in 33% of them and were
 

influential in another 101. Why did swaps motivate these investment
 

decisions, and not others?
 

32. The nature of swaps as investment incentives suggests some possible 
answers. Swups create an incentive equivalent to an up-front cash grant. 

The incentive is certain, and it comes at the time of the investment. This 

differs strongly from many other kinds of incentives, which may offer 

benefits to investors only in the future, and only if projects become 

profitable. By reducing the initial cost of an investment, a swap not only 

increases the expected rate of return, but also reduces the absolute amount 
that the investor has at risk. As one swap investor said in an interview, 

t1 
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"I wouldn't, have made this investment if it cost me $40 million, because I
 
wouldn't put that much money in this country. But for $25 million I was
 
willing to take the risk."
 

33. Another feature of up-front incentives also helps to differentiate
 
between additional and non-additional swaps. Experience has shown that
 
up-front incentives have more effect on export-oriented projects than on
 
projects aimed at the domestic market.1 /  This is because costs are more
 
important to export projects. They must compete in world markets and usually 
cannot pass higher costs on to their customers. Domestic projects, by
 
comparison, are competing with others in the same market and are more able to
 
pass costs on to customers, as long as their costs are not higher than their
 
competitors. Producers for the domestic market are most concerned about the
 
size and expected growth of that market, and consider costs as a secondary
 
factor. The data from our interviews confirmed this greater importance of
 
swaps 	for export-oriented projects. Among MNC investments aimed wholly or in
 
large 	measure at export markets, 54% of those we studied were a directly
 
additional result of the incentive created by swaps. By comparison, 40% of
 
domestic-oriented projects were additional.
 

34. The difference between the results for export and domestic projects
 
would be even larger if maquiladoras in Mexico were deleted from the sample.
 
Maquiladoras are assemblers cf parts mainly imported from the USA, for
 

.
re-export to tb USA. They are typically light manufacturing of garments, 
electronics and electrical products, not very capital-intensive, where labor 
is by far the greatest part of value added. We found a number of investments 
where swaps were used to buy or construct buildings for these operations. 
The swaps were, for the most part, not additional because capital costs are 
not a very important part of the cost of these operations. 

35. This greater additionality in the case of export-oriented investment
 
in general applies only to wanufacturing investments. It does not apply to
 
most mining or other natural resource projects for which the quality of the
 
resoturce is the main factor detertaining location.
 

36. Additionality also depends on how long a swap program has been
 
operating. Most of the programs in Latin America have existed only for a
 
short time; even the longest (in Chile) had been in place for less than
 
three years at the time of our interviews. Yet, many of the investments made
 
in Latin America over the past few years were in the planning stage for a
 
considerable time. Indeed, most foreign projects often spend at ].east a year
 
or two in gestation before getting off thie ground. This fact of co-porate
 
life means that most of the investments during the first six months to a year
 
of a swap program had to be planned well in advance of the start of that
 
program. Consequently, few such investments can possibly be additional. The
 
existence of a swap program mzy cause a few such investments to be made
 
sooner, or perhaps to be expanded. But for most of the early in,,estments,
 

I/ 	 See, e.g., Guisinger, Steven and Associates, Investment Incentives
 
and Performance Requirements, Praeger, 1985.
 

,,,/
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there simply had not been sufficient time for an incentive to take effect.
 

37. This point may be extended in a further step: if in its early days
 
a swap program cannot attract many additional investments, then the later
 
years should see a rise in additionality (assuming all else is held
 
constant). The interviews confirmed this. In Chile, for example, investors
 
from many parts of the world, including from countries which did not have
 
close business ties with. Chile, have started to look for investment
 
possibilities. This is, of course, attributable not only to the relatively
 

long-standing swap program available, but also to other important positive
 
aspects of the investment climate there. However, it was clear from our 
interviews that the swap program was a significant part of the whole 
picture.1/ 

3J. Quantitative revults also show the effect of the duration of the
 
program. Countries with the longest lasting swap programs achieved the
 
highest degree of additionality, if the Mexican data is interpreted in light
 
of the effect of mauiladoras. Chile registered 64% additionality, Mexico
 
44%, Argentina 45% and Brazil 0% in the MNC transactions studied. (Our
 
sample for Brazil was qAite small and did not include transactions under the
 
scheme that began in early 1988.)
 

B. Uses of Swaps
 

39. This section reports qualitative results on the kinds of investments
 
being made through swaps. Generally speaking, two separate forces play a
 
part in determining how swaps are used. One forde is the regulations issued
 
by the debtor governments, defining the permissible types of expenditures
 
that a swap can finance. The other force is corporate strategy, defining the
 
kinds of investment a foreign company wants to make. Frequently, these
 
torces collide, and their conjunction results in a compromise and/or a
 
partial use of swaps. Investors are often told they can use a swap to
 
finance only the "qualified" part of their projects, and they are forced to
 
provide the remainder in fresh money. Sometimes, though, an investor refuses
 
to bend and the country yields, permitting the investor to use a swap for
 
purposes outside the normal limits.
 

40. The uses of swaps encompass a wide spectrum of activities. Figure 1 
presents a continuum that stretches from the least change in the recipient 
company to the maximum.
 

I/ It should also be mentioned that in recent months the Chilean
 
authorities have been somewhat more rigorous than previously in
 
screening investments that are allowed to use the swap program. One
 
of the criteria in this screening has been additionality. Most of
 
the transactions analyzed here were approved before this more
 
rigorous screening took place, but there might have been some effect
 
from it on them.
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Figure I
 
The Spectrum of Uses
 

(Least) . % (Most) 
'Buy-Out Financial Restructuring New Capacity New Company 

41. In a buy-out only ownership changes, leaving the physical plant
 
largely unaffected. Next is a financial restructuring, which improves a
 

company's balance sheet but again does not alter production facilities. This
 

is followed by a modernization and/or the addition of new productive
 

capacity. At the far end of the spectrum is the creation of a new firm,
 

which is the maximum change possible.
 

42. Buy-Outs: Argentina does not permit swaps to be used for pure
 

buy-outs, and in Brazil and in Mexico there are significant restrictions on
 

such use. Chile permitted it, although now limits pure buy-outs to
 
privatization transactions. These restrictions reflect an implicit viewpoint
 

that foreign investors should be entitled to the incentive of a swap only if
 
they use the local currency to increase a firm's productive capacity.
 

43. Buy-outs, however, can serve a potentially good purpose. When a
 
foreign investor uses a swap to buy an existing local company, the enterprise
 
may benefit from an imediate injection of managerial know-how. Even if new
 

capacity is not immediately added, the buyer may be in a better financial
 
position than previous owners to pay for future investments, and to put the
 
recipient company's balance sheet in better shape. In fact, our interviews
 
found a few cases where swap transactions that were originally limited to
 

buy-outs led quite soon to icreases in capacity and, often, to start-ups of
 
entirely new lines of production.
 

44. An example from the interviews illustrates the advantages of swaps
 
at the buy-out end of the spectrum. A foreign investor was prepared to close
 
down a heavily indebted manufacturing subsidiary. Instead, when a conversion
 
program became available, the parent company elected to use a debt-equity
 
swap to repay the subsidiary's loans. The parent was then able to find a
 
buyer for the recapitalized company, selling it to a new foreign investor who
 

had a more specialized knowledge of the industry and who was comuitted to
 

making the plant succeed. Although the swap transaction itself did not
 
create new productive capacity, it nevertheless made the difference between
 

the life and death of the enterprise.
 

45. Many buy-outs tend to involve banks as purchasers. In general the 
banks recognize that they do not have the expertise -- or the desire -- to 

run non-financial businesses. So these transactions are generally either (a) 
banks bitying out, and running, financial businesses such as banking or 

insurance, or (b) banks using swaps to buy minority shares in existing firms,
 
acting as silent partners and leaving the managements intact (this is connon
 

in Argentina), or (c) banks coming in jointly with a foreign company to buy
 
or establish a local company, with the banks providing most of the finance
 

and the foreign company providing management. In the lattet two variants,
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Rather, it usually has some sort

the bank seldom takes true straight equity. 


of agreement that gives it a semi-preferred access to earnings and thus
 

the downside, correspondingly Limits its potential gain on
 
limits its risk on 

the upside, and provides for an exit after a specified period 

of time.
 

Only Mexico and Chile permitted swaps to
 
46. Financial Restructuring: 


investors used this
 
be used for financial restructuring. A large number of 


others) by their local subsidiaries. Mexico
 
option to retire debts (owed to 


reports that almost 25% of the total value of rwaps in 1986 and 1987 was used
 

for financial restructuring.
 

many foreign investors have preferred to fi.nance a
 
47. Traditionally, 


American operations with local borrowing; this
 
large portion of their Latin 


risk. The higher

minimized the parents' capital requirements and business 


seen during the last decade have made these heavily

real interest vates 


and swaps for financial
structures expensive,
leveraged capital too 

have provided an inexpensive way to repay this debt,


restructuring 
 we
at a lower cost. In most of the cases 

transforming it into equity 


ei.irely zdditional; the parent companies would
 
studied, the transaction was 


in their subsidiaries without
 
not have restructured to increase their equity 


in countries such as Argentina and
 
access to a swap program. Moreover, 


debts have been assumed by the Central Bank, swaps for
 
Chile, where private 


increase the amount of
 
restructuring are non-inflationary, since they do not 


money Wu circulation.
 

48. Our earlier observations on the advantages of buy-outs also apply to
 

a the financial
 
financial restructuring. Since restructuring will ease 


a company, it can subsequently lead to plant

constraints on local 


such as Brazil and

expansion capacity.
modernization and of Countries 


not permit swaps to be used for financial restructuring may
Argentina that do 

Moreover, these countries
 

be denying themselves these follow-on benefits. 


have to bear much added cost for these benefits, since most
 
would not 

restructuring swaps are additional and some are non-inflationary.
 

In the most general terms, companies add new capacity
49. New CapacitX: 

higher sales. The decision to
 

when they perceive a market opportunity for 

therefore tightly linked to market conditions. The
 

add capacity is 

are quite different.
and domestic markets
characteristics of export markets 


one would suspect that companies serving these dissimilar
 
Accordingly, 


not be influenced by the same
 
markets from the same home country base would 


capacity. They would not,

factors when evaluating whether to add new 


therefore, be similarly influenced by the oxistence of swaps. For this
 

reason, the following discussion treats export companies and doiestic
 

companies separately.
 

50. As noted earlier in the section on additionality, export companies
 

therefore (in the manufacturing sector) are 
are more sensitive to costs and 

Likely to be swayed by the existence of swaps to make investments that 
more 

This was true in our sample, especially of export
they otherwise would not. 

that decided to add new capacity. Many of these would not have 
companies an
plans without the swaps. (Maquiladoras emained 

proceeded with their 




- 15 

exception, as explained above.) For example, one export company, which was
 
unsure whether its plans for expansion would qualify under the new Brazilian
 

rules, said it would not move ahead with its plans if a swap were denied.
 

51. By comparison, companies oriented toward sales in the domestic
 
market would have proceeded with most of their investments to add new
 
capacity, even without swap programs. They based their investment decisions
 
on strategic considerations, such as an opportunity for greater s?'es of an
 
existing product, a chance to introduce a new item into a prior distribution
 
network, or a need to fend off a competitor to protect market share. These
 
investors faced a difficult domestic situation; they were typically willing
 
to expand capacity only when they perceived that a sound business reason
 
justified risking additional capital. They did not believe that the strictly
 
financial benefit provided by a swap could substitute for strategic
 
considerations in determining whether to invest. Some firms even went so far
 
as to evaluate a proposed expansion solely on its merits as a business
 
decision and to explore'the possibility of a swap only after the investment
 
was approved. This behavior was especially common among Japanese HNCs, for
 
which swaps were a determining factor in only two of 15 cases studied.
 

52. New Company: Once again, in the decision to use a swap to create a 
new company, export companies and domestic companies are generally influenced 
by different factors. 

53. Export companies are highly conscious of costs whenA evaluating 
whether to create a new manufacturing subsidiary in Latin America. They are 
thus influenced by the existence of swaps, which could make the difference in 
the investment decision (maquiladoras again being an exception). Our 
research even found a few instances in which swaps were responsible for 
dacitions to create new export-oriented capacity in Latin America rather than 
in Southeast Asia. We found examples of companies that were set up both to 
produce components and to assemble final products. In each case, corporate 
strategy dictated a need for a plant that could produce competitively at 
world market prices, and the cost savings created by the swap made a 
difference in the location decision. Other factors, including labor costs 
and competitive exchange rates, were also important; - indeed, it is fair to 
say that the investments would not have occurred without this supportive 
environment. But the other elements of the environment alone did not attract 
the investments away from Southeast Asia, where general conditions were also 
suitable to exports. Swaps were the decisive factor. The number of these 
cases we encountered was smal but, we think, interesting. Seen in 
conjunction with increased use of robotics and other automation techniques 
that are reducing the competitive importance of Asian labor, these location 
decisioais may mark the start of what could be an important change in how 
exporting XNCs view at least some Latin Anarican countries. 

54. Companies aiming at domestic sales tended to follow the same pattern
 
as when they decided to expand capacity; new companies were typically
 
established only for. "sound business reasons," in which swaps did not play a
 
decisive role. There were a few exceptions, where swaps were decisive in the
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creation of companies oriented to domestic sales. Interestingly, these
 

being planned, by multinationals that had
investments had been made, or were 

were
previous experience in Latin America, but which had withdrawn or about
 

to withdraw for lack of profitability. 1hese companies saw swaps as a way to
 

gain enough leverage to justify re-entering or retooling for their
 

was limited to "old hands".
traditional markets. This phenomenon, though, 

a single company without previous experience in
Our interviews did not find 


Latin America that was motivated by swaps to create a company to produce for
 

the local market., The incentive provided by swaps did not seem t.o be
 

powerful enough to persuade new investors to go to Latin America to produce
 

for the generally depressed internal markets there.
 

55. Privatization: Privatization represents a special use of swaps for
 

a buy-out. In such a transaction, a state-owned company is sold to a foreign
 

local through
investor, who pays for it with currency generated a swap.
 

government, such transactions are not inflationary.
Since the seller is the 

In these cases swaps can be useful not only in their two main functions of 

increasing the incentive foL the investment and at the same time permitting 

the government to retire external debt at a discount. Using swaps may in 

some cases also ease the political problems of privatization. The sale price
 

of a national company is oft-n a controversial issue in privatization
 
of the enterprises are below cist.
efforts. The market values of most 


(or simply political opponents of the 	government) often
Opponents of the move 

accuse governments of selling public firms too imexpensively. Swaps can help
 

with these problems by making foreign investors willing to pay a higher local
 

currency price. Governments may enhance the attractiveness of swaps for
 

the amount of the secondary-market discount that
privatization by reducing 

Mexico, for example, redeemed debt at full face
they retain for themselves; 


privatize state-owned
value for investors who applied to use the proceeds to 


companies. Swaps have been made in Mexico, and even more in Chile, for
 

privatizztion. Argentina, however, expressly forbid3 the use of swaps for
 
not be used by foreigners to gain
privatization, and in Brazil soiaps may 


control of a Brazilian-owned company.
 

on the Use of Swaps: The discussion so far
56. Environmental Influences 

has 	focused on how different characteristics of companies, and of government
 

of swaps. The economic environment also makes a
regulations, affect the uses 

are (a) the
difference. Two factors of importance that the research found 


state of financial markets and (b) the investment climate.
 

a lesser extent in Mexico, long-term 	financing
57. In Argentina, and to 

on reasonable terms.
for industrial expansion is not easily available 


Moreover, in Argentina relatively few foreign investors are interested in new
 

investments. In these circumstances, a principal use of swaps in Argentina
 

(and to a lesser extent in Mexico) is by good local companies to obtain
 

long-term financing fcr expansion 	programs. In some casas the czi.,.ny
 

them the opportunity to become a silent
approaches creditor banks and offers 

partner, using swaps to help finance their inve:sment pro ram. The bank 

of paper with a somewhat more fixed
takes not straight equity, but some sort 

tht company. The bank adds
and Limited return, and a date for sale back to 


some company risk to its portfolio, but in return gains a good chance of ful.l
 

http:czi.,.ny
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service on its paper and a clear exit in something like 10 or 12 years (oz 
perhaps less). Such a use of swaps may not resemble traditional FDI very 
closely, but is useful in the constrained situations existing in many of the 
debtor countries, permitting sound firms to grow more rapidly than they
 
otherwise could. In other cases the Argentine company may itself be the 
investor using swaps, employing foreign exchange it owns to buy the debt. 
Here the swap scheme is acting as an incentive to capital repatriation, as 
well as a source of industrial financing. 

58. This kind of transaction seems much less common in Chile, where
 
financial and capital markets are working better. There, with a better
 
investment climate, a different kind of additionality occurs. The creditor
 
bank again becomes a silent partner, but in this case the managing partne" is
 
a foreign company .that the bank brings into Chile. The bank will take a 
company from its own home country, usually a compa,-y with which it already 
has important relations, and cffer to finance a large share of an investment 

in the debtor country if the company finds one it wants to run. The bank 
again takes on some company risk but gain~s a good chance of full service and 
exit; the company gets an investment with very little of its own capital at 
risk, and the debtor country gets a new company and/or an injection of 
management talent, and often additional'exports. 

59. Final Thoughts on Uses of Swaps: These varied uses of swap
 
facilities, as well as the continued demand for them in all four Latin
 
American countries, show that one early idea about a very limited absorptive
 
capacity for swaps was not correct. Some observers, seeing the early use of
 
swaps in Chile concentrated on buying up existing companies, concluded that 
once the "interesting" candidates were sold there would be little or no
 
demand to use swap facilities for investment. The total ability of a country 
to attract investment and to reduce its debt through swaps was thus thought 
to be limited to this relatively small stock of potentially decent 

enterprises that were for sale. Experience shows, however, that a reasonable 
swap facility can be used not only to transfer ownership of existing 
companies but also to create new productive capacity. The absorptive limit 
for swap transactions is thus set more by flow concepts: a share in the total 
investment that may take place in the country each year; the amount of 
foreign investment that the government is willing to accept in that flow; or 
the amount of inflationary impact that the monetary and f'.scal authorities 
feel able to deal with. A reasonable swap program in a reasonable 
environment will, it appears, attract more potential investors than the host 
country government may want, as long as the price of debt in the secondary 
market remains low enough to make the incentive significant.
 

60. Swaps are thus used for at least as many different purposes as 
regular FDI. Excluding the special case of maquiladoras, export-oriented 
swaps tend to be additional and to fall at the end of the spectrum toward 
startinq, new companies or addin, -. a capacity. Do.-!stz311,,-oriented 
invest-ments tend to be made by companies th:;t alr-2ady had experience in Latin 
America. Many of the projects that were intanded to e.cpand existing capacity 
to serve the local market were justified by sTurate~ic factors and 'ere nat 
decisively affected by the existence of a swap program. Swaps that were used 
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for financial restructuring were usually additional investments which often
 
led to further investments in new physical capacity. Banks were thu main
 
players at the end of the spectrum where swaps were transacted only to
 
transfer ownership, and in most cases, especially for investment in non
financial companies, this investment is intended to be only temporary and is
 
often in the form of quasi rather than straight equity.
 

C. Features of Swap Programi and their Effects 

61. Table 2 on the following page summnarizes what we have learned about
 

the effects in practice of different features of swap programs on investors'
 

behavior. Nine different kinds of features are listed, along with their
 
effects on three kinds of results: 'dditionality, channeling investments into
 

priority uses, and financial benefits to the debtor government.
 

62. Auction vs. Negotiation:1' Around the end of 1987, Argentina and
 
Brazil began using auctions to let the market set the price at which they
 
will redeem debt in swap transactions. Chile (in Chapter 19, its
 

public-debt-for-equity program), and Mex1co when it had a program, used
 
mechanisms that more or less set tha price administratively. (Both Argentina
 
and Brazil also, however, allow foi transactions negotiated separately and
 
independently of the auctions; these are large cr otherwise special
 
investments.)
 

V/ 
 Some clarification of our terminology about different prices and
 
discounts may help here. As shown in the schematic diagram, we -efer to
 
three different prices: the f-ce value of Lhe debt being swapped, the
 
secondary market price of that debt, and (somewhere in the middle) the
 
price at which the debtor country redeems the debt to the investor. The
 
"discount in the secondary market" is the difference between the face
 
value and the secondary market price, expressed as a percentage of Lhe
 
face value. This difference is divided between the "incentive to the
 
investor," which is the difference between the secondary market price
 
and the redemption price, expressed as a percentage of the latter, and
 
the "government's share of the discount," which is the difference
 
between the face value and the redemption price.
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63. Table 3 on the following page presents data on the secondary market
 
price of debt. the government's share of the secondary market discount, and
 
the incentive to the investor. While there are by no means enough data
 
points to be sure of any inferences, these numbers are confistent with two
 
comon-sense conclusions: First, a lower secondary market price is
 
associated with both a higher incentive for the investor and a higher share
 
of the discount going to the government. Wten the pie is bigger, both the
 
investor's and the government's slices are larger. Second, using auctions to
set the redemption value may give 
the government a larger share of the
 
discount Lhan using administratively set LiUles or negotiation. Comparing
 
Brazil and Chile, the secondary market prices were s'milar but Brazii, which
 
Tised auctions, captured a higher share of the discount than did Chile. A
 
different explanation, not necessarily mutually exciusive, is that the data
 
for Argentina and Brazil (the countries using auctions) are for the first few
 
months of their programs. Additionality was likely to have been low in these
 
transactions. Investors therefore may have been willing to cede a higher 
share of the discount, since they were prepared to proceed even without a 
swap. 

64. Some observers say that ubing negotiation rather than auctions helps
 
the government to increase additionaLity. We find n- evidence or reason to
 
believe this. Using auctions need not preclude screening for additionality;
 
the government can screen before allowing participation in the auction.-

Moreover, negotiating fine gradations of incentive depending on the
 
government's perception of additionality is likely-to be ineffective, for two
 
reasons: First, it is not easy for the government officials to be sure about
 
additionality. and the best that a government can hope for is to screen out a
 
decent percentage of the obviously non-additional cases. Second, even if the
 
screening were perfect, giving a low incentive to non-additional investors is
 
silly; if they can be identified, why Live them any incentive at all?
 

65. Negotiation or adminirtrative rules giving different redemption 
prices for investments of different priority may also seem to be useful in 
channeling investments into higher priority sectors, places, etc. But if the 
number of priority categories is high, the differences in incentive will be 
small. We doubt that small diffarences in incentives have any important
 
predictable effects on investment decisions. For a very small number of
 
different priority categories (say, two), and if the high-priority category
 
for the government is unattractive to investors, than a segmented program
 
that gives a moderately high incentive in the lob-priority category and a
 
very high incentivo in the high priority category may be e-fective. Such
 
segmentation could be achieved either administratively or by (sepa.ate)
 
auctions.
 

66. Another effect of using auctions rather than negotiations may stem
 
from the greater transparency of the auction process. kuctions may in fact
 
reduce the f...r n A.- iv.
posi'Zilitias . _1b... / :7e
 
appearance of a more honest and fair process. NevertheLess, no governm.ent
 
grants admission to the auction without a case-by-caze revie- of proposed
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Table 3 

Discounts and Market Prices
 

Country Redemption Market Incentivs Government's
 

and Date Value Price to Investor Share of Discount
 

Argentina
 

January 20 0.620 0.320 48.4%. 55.9.
 

March 29 0.641 0.270 41.4%. 73.8%.
 

June 10 0.423 0.250 40.97 76.9.
 

Average 43.67. 68.9.
 

Brazil*
 

March 0.730 37.0%
0.460 50.0.
 

April 0.680 0.500 26.5. 64.0%
 

May 0.780 0.510 34.6. 44.9.
 

June 0.865 0.530 38. 7% 28.7.
 

July 0.730 0.540 26.0% 58.7.
 

Average 32.6. 49.3%.
 

Chile
 

* 
Average 0.8i* 0.670 24.7. 33.3%.
 

Mexico
 

Av,erage 0.850 0.550 35.3%. 33.3.
 

N*ost mar)ret value to investor 

S)
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transactions, So while detailed negotiation probably does provide a somewhat
 
more flexible field for corruption, using auctions does not completely
 
guarantee an honest or.fair process.
 

67. Fresh Money Requirements: Argentina is the only one of the
 
countries studied to impose a general requirement for fresh money. (Chile

sometimes requires it, on a case-by-case basis, when the government thinks
 
that a particular investment is highly likely to 
occur even without access to
 
swaps.) Under the Ar,entine scheme in effect 
from mid to late 1987, an
 
amount of foreign exchange e-qual to the amount of debt swapped was required.

This absolutely killed the interest of comercial banks and did pretty much
 
the same for other potential investors. Thus, greater additionality (which

was the stated goal of the requirement) was not achieved because there were
 
no transactions. / *(We did encounter one investor who was going to u:e

this program for an investment that would have gone ahead even without any

swap incentive. But the rules were changed before he applied.)
 

68. Starting in late 1987, however, the requirement was changed to only

a ratio of 30 cents fresh money per )) cents swapped debt. More important

than the change in the 
ratio, the fresh money could be in local currency, and
 
it could be in the form of loans or 
equity, at the choice of the investor.
 
The exchange rate used was 
also changed from the official to the free rate.
 
These changes have greatly increased the attractiveness of the Argentine
 
progrm.n; even banks some provide the
can often arrange for other investor to 

fresh money. Deman4 at Argentina's first three auctions was strong.
 

69. Under the present Argentine system, many investors satisfy the fresh
 
money requirement with loans from third parties, or in some a mixture
cases 

of equity and loans from third prties. The fresh money requirement may have
 
little or no effect in reducing the incentive in these cases. In other
 
instances, however, no acciptable 
third parties may be available, and the
 
investor may have to contribute the fresh money himself. In this case a
 
fresh money requirement reduces the incentive for the investor. 
Even when a
 
suitable third party may be available, the investor might h:;ve preferred the
 
simpler alternative of going without 
him if fresh money wrre not required.

Now, the fresh money requirement might bring in more cash to the country, but
 
it brings no fiscal benefit to the government. Dropping the fresh money

requirement altogether would probably increase the price that investors would
 
bid in the auction, thus increasing the share of the secondary market
 
discount that the government could capture. Moreover, in the. present
 

1' It is true of 
incentive schemes generally that very lou incentives do
 
not change the decisions of many investors. Thus, a low incentive will
 
usually result in a high percentage of free riders -- low additionality
in percentage of decisions affected -- but only a small subsidy per

trinsaction. 
 A hi h in ' :v- w '.t r:luc:! , I '.. ,--t, .;.*.,.
of course give a higner unnecessary subsidy to the (smaller percentage
of) free riders. Designing any incentive program involves a trade off 
in that to attract more investment, more must be given away to those who 
would have invested anyway. 

!1
 



- 23 -

Argentine environment, the fresh money requirement, even in local currency,
 
may turn away some investors and thus reduce additionality. So it might be 
better for a government not to impose a general fresh money requirement, and 
to profit from the higher demand which will result in a lower redemption 

price as set in the auctions. 

70. Taxing the Gain: The incentive actually appropriated by the ?VC 
investor presumably represents a gain for him, which may be subject to tax in 

the host country. If so, there is a qtiestion whether the host country should 
tax that gain at the time of the swap, or rather just reduce the investor's 
cost basis, wait for the investor to sell the equity and tax the realized 
gain, whatever it turns out to be, at the later time. In Argentina the
 

amount of the incentive is subject to the regular corporate income tax.
 
M'xico is considering taxing the gain at a rate of 20% at the time of the 
swap. For a US-based MNC investor, such a tax might reduce its tax liability 
in the US and therefore the Mexican tax might be a way of transferring 

resources from the US Treasury to the Mexican. In Japan, however, the 
Ministry of Finance has apparently decided that if Mexico taxes the gain at
 

the time of the swap, it will do the same -- thus for a Japanese-based MNC 
such 	an action would greatly rtduce the attractiveness of swaps.
 

71. Exchanye Rate Used: More than any of the four countries studied, 
Venezuela has a market exchange rate which differs greatly and steadily from 

the official rate. Venezuela opened its swap program in early 1987 offering 
to redeem debt at full face value but at the official exchange rate. Even 
though the Government guaranteed to convert at the official exchange rate for 

future dividends and capital repatriation, most potential investors were 
skeptical -- they feared large real devaluations. They would strongly prefer 
conversion at the free rate, and accept converting subsequent repatriation 

flows at the future free rate; for them the Venezuelan scheme effectively 
reduced the incentive to use swaps to zero benefit in the present and an
 
uncertain gain in the future. A government in this kind of situation can 
probably attract more swaps -- especially more additional investment -- and 

still capture a good share of the secondary market discount by redeem.ng at 
the free rate but using an auction or a preset discount to regulate the
 
amount of the incentive.
 

72. Allowing Domestic Participants: The Argentine program allows
 
domestic companies or persons to use it. In Chile, Chapter 19 can be used
 

only by ncitresidents.l Mexico's agreement with the creditor banks
 
allowed local residents to participate from March 1987, but the government 

never included that right in its regulations governing swaps (although it was
 

legal for a Mexican-owned foreign firm to use it). A few domestic firms were
 

1' 	 Annex . zf" . .,. l _ _ to - ... .: a.. 

a half," permit3 Chilean residents to make investments .n existing 
firms- under tha higher incentives available under Chzpter 19. :his 
facility is limited to the investee company buying and swapping its 
own publicly guaranteed foreign debt, and tas been used mainly for 
financial restructuring by a few local banks and other companies. 

I . 

http:redeem.ng
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nevertheless -allowed to use swaps in late 1987, before 
the receipt of new
 
applications was suspended in November. The Brazilian program allows
 
domestic participants but there is little incentive for them to use it, given
 
the difference between the official and secondary market exchange rates.
 
(Brazilian investors did make considerable use of swaps in earlier periods,

under the old rules and at times when the difference between the official and
 
parallel rates was smaller.)
 

73. Our interviews showed conclusively that domestic investors had no
 
difficulty in circumventing restrictions on their participation, by
 
establishing offshore dummy corporations or otherwise.J/ The restrictions,
 
apparently meant to reduce round-tripping, do not appear to be effective, and
 
they create resentment and political opposition at home because they say that
 
foreigners are given access to an incentive which locals are denied.
 
Moreover, in a situation such as that in Argentina and Muxico, with domestic
 
interest rates high and only very short-term financing available at all,
 
swaps may perform a very useful legitimate function for local companies in
 
giving them access to long-term financing at reasonable rates.
 

74. Screening Proposed Investments: Every government screens every

applicant for a swap on a case-by-case basis. Perhaps surprisingly, few
 
investors had serious comptaints about this process in any of the countries
 
studied. The purpose and criteria of the screening differ widely, however,
 
from country to country.
 

75. Screening for additionality and to prevent round-tripping has been
 
recently increased in Chile and in Brazil. It seems to be effective enough
 
to be worth doing, even though it is bound to give less than perfect results,
 
and should be done on an expeditious basis with these limitations in mind.
 

76. Screening for priority sectors, priority regions, export
 
orientation, etc. can be quite effective. of course replaces
It market
 
signals by administratively determined priorities, with the well-known
 
dangers this entails. Given the strong positive association of export
 
orientation with additionality, it is tempting to reconnend a screening,

auction or negotiation process that either restricta swap programs completely
 
to export projects, or else screens non-export projects much more rigorously 
than export projects for additionality. 

77. Restricting swaps to creation of new capacity may be counter
productive on balance because of the strong linkage between initial 
swap-financed buy-outs and later additional investments. Moreover, ofsome 

the swaps for financial restructuring are used to retire debt that has been
 
taken over by central banks. These swaps are not inflationary and hence have
 
less real resource cost to the host economy.
 

I/ 
 Chile has increased its efforts to screen out applicants from dunfny
offsl'cre ccrporations owned by Chileans, and participants in the 
process say these efforts have been reasonably successful.
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78. Screening swaps for financial and/or economic soundness of the
 

investment may not be very prdductive. Some kind of quick, qualitative look
 

to weed out investments that are not legitimate or in some other way clearly
 

counter 	to national priorities may be useful, but detailed quantitative
 

effective without access to information and a
evaluation may not be 

conuitment of time and resources to each evaluation that are probably not
 

possible.
 

79. Screening of any sort of courso increases the possibilities for
 

corruption. We have gotten strong hints of systematic corruption in the
 

screening process of one country.
 

80. Timing Restrictions on Dividends and Repatriation: Every program 

forbids the payment of dividends, and/or the repatriation of capital, for 

several years -- typically four years for dividends and ten or twelve years 

for capital. Perhaps surprisingly, we found only a few investors (including 

some who did not. use swaps) who regarded these restrictions as serious 

deterrents. This seems to be because most non-bank users of swap programs 

are conuitted to staying in the countries for the long term. Most banks, on 

the other hand, want to get out as soon as possible. But those few that make 

investments for their own account through swaps do so because they find their 

alternatives to be no better in regard to timing of exit -- and often they 

have mechanisms that will circumvent the limitations. On balance, such 

restrictions may be of some use in improving tht country's near-term balance 

of payments, and also in diverting a few non-additicnal investments out of 

the swap program and into normal channels.
 

81. Continuity: We repeat here our conclusion that a stable and
 

continuous program after a year or two starts to generate significantly more
 

additiona. investments. A stop-go program is a good way to assure a lot of 

free riders, while not changing the behavior of very many investors (other 
than ban~ks). 

D. Main Conclusions on Program Design
 

82. The results described above can be summarized according to the three
 

criteria used to evaluate swap programs as investment incentives:
 

i. To Increase Additionality, these results suggest five practical
 
stops to take:
 

- Keep the level of the incentive to the investor reasonably high, but 

screen proposed swaps to eliminate the most obviously non

additional investments. Keeping the incentive low is self-
F 1 5 !ts - -percentaOt of free riders.in only in 


- Maintain continuity in the program over time -- i.e. several years 

at least. The basic thrust of tha rules ind regulaticns, and the 

incentive levels, are important things in which to avoid too much
 

variation if additionality is to be enhanced.
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- Since additionality is greater in investments aimed at producing

manufactures for. exports, screen non-export proposals and mining
proposals much more rigorously for additionality than manufacturing
export proposals. In the extreme, if a very limited swap program is 
desired, it could even be limited to export-oriented manufacturing 
investments. 

Similarly, since virtually all investments made by banks are
 
additional, adopt measures that encourage banks 
 to use swap
 
programs. Investment funds financed by swapped debt can be one
 
important mechanism. Also, bank proposals could be subject to less
 
intensive screening for additionality.
 

- Maintain reasonable timing restrictions on the repatriation of 
dividends and capital. 

ii. To channel investments into priority sectors or areas, the most
 
effective procedure is simply to screen proposed swap deals and permit only

high-priority 
 investments to use the program. Alternatively, for
 
high-priority areas that are relatively unattractive 
 to investors, two
 
different 
levels of incentives (set either in auctions or administratively)
 
can work if the incentive level for the high-priority area is allowed to be
 
very high. Allowing low-priority investments to use the program, at low
 
incentive levels, will just waste the incan&cive on a high percentage of free
 
riders. Similarly, a finely-graduated scale of priorities, with smaller
 
differences among categories, will not have rauch channeling effect and 
 il
 
result in maniy free riders in categories, if any, where the incentive is
small.
 

iii. To capture a larxer share of the secondary market discount for the
 
government, our results again suggest four ideas:
 

- Use auctions to set the redemption price of the debt.
 

- Allow dosestic participants.
 

- Don't screen out too many applicants.
 

- Don't require f,:esh money.
 

83. There are some unavoidable tradeoffs among the objectives or 
criteria that have been discussed here. Channeling investments into priority 
sectors or areas will decrease both additionality and the goverranent's share 
of the secondary macket discount, unless the priority happens to coincide
 
with the effect of swaps on investors. (Th'. only such c;-'-" 
,
 

to determine the redemption price of swapped debt will probably inc:ease the
 
goverrment's share 
of the discount, but if it leads to lar" variations in
 
the redemption price it may decrease additionality. Keeping th- incentives
 
high will increase additionality but will also increase the amoun. of subsidy

given to free riders -- this being a conflict not peculiar to swaps but 
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rather common to all investment incentives. Allowing domestic participants
 

will increase additionality and also the government's share of the discount,
 
but may also increase .pressures on a parallel foreign exchange market. For a
 

-particular goverrnment designing a swap program, tie right balance among these
 

tradeoffs will depend on the particular objectives and constraints that the
 

country has, as well as on knowledge of just how these details are likely to
 

affect the behavior of potential investors in that country.
 

111. A Final Word
 

84. We hope the information in this paper will be of use to debtor
 

country governments in deciding whether r, allow debt-equity swaps, and in
 

designing a program if the decision is positive. Each government must decide
 

for itself whether 'it wants to use swaps to prepay foreign debt, even at a
 

discount, and how much inflationary impact it can handle (from the part of
 

that prepayment that will be financed from local currency). It must also
 

decide whether it wants to attract more foreign investment than it is
 

currently getting.
 

85. We found swaps interesting, even before studying their effects in
 

practice, because of their double function. After learning more about how
 

they do work, our own evaluation is that:
 

i. A well designed swap program can lead to -i small but significant 

reduction in foreign debt. Having a debt-reduction program in place may, 

in and of itself, also help towards the restoration of creditworthiness. 

These effects are benefits to a country that is making serious efforts to 

service its debt insofar as is feasible; they are of little use to a
 

country that expects to receive debt relief or to default soon.
 

to
 

reactivate both foreign and domestic investment. This effect will be
 

greater to the extent that other aspects of a country's investment
 
climuate are reasonably positive, although swaps can also be valuable in
 

providing a source of long term financing for domestic companies when the
 

domestic financial market is not functioning well. The tendency of swaps
 

to attract export investment more than domestic market-oriented
 

investment is an added bonus. In spite of inevitable losses through free 

riders and outright abuses of the program, swaps do attract a fair amount 

of additional private investment -- which in most if not all of the 

debtor countries could be useful. 

ii. The more important benefit of a swap program can be in helping 



29
 

Annex I
 
Page 1 of 4
 

A Note on the Macroeconomic Effects of Swaps
 

the extent

i. The macroeconomic effects of permitting swaps 	depend on 


are additional or not -- i.e.,
to which investments made through the scheme 


swap mechanism decisive in the 	investors' determination to make the
 
was the 

investment or not? To help understand these different effects, the table on
 

investment made
 
the following page traces through the effects of foreign 

1 / 
 For
 
through normal channels, and the same investment made with swaps.
 

cost 	$100, and to be financed
is assumed to
the illustration, the investment 

Thirty percent of the assets purchased with this $100


with 100% equity.2/ 
are procured abroad and imported, 4. th"' other 70% are procured locally.
 

local currency
Therefore, the foreign investor only needs to convert 	$70 to 

has 	 to come up with the local
 

to make the investment. The government 

of $70, which in general it can do by printing money.
currency equivalent 


issuing domestic bonds, reducint, expenditure or increasing taxes. In the
 

issuing local bonds is described, but in any case
example here the option of 

to
the amount represents the real resource cost the economy, whether it be
 

felt in terms of inflationary impact, higher interest rates, or greater
 

fiscal effort or discipline.
 

2. 	 FDI Through Normal Channels: If this investment is made through
 
stock of the country


normal channels (i.e. no swap is used), the capital 

equity claim by the foreign


increases by $100, with a 	corresponding 

the country does not change. Foreign exchange
investor. The foreign debt of 


rise by $70 -- the amount the 	investor paid the government for the 
reserves 

local currency he needed -- and the government's domestic debt rises by the 

round" effects,local currency equivalent of the same amount. (In "serond 


there ust be a reduction of $70 in some combination of consumption and
 

investment.)
 

3. FDI Through Swaps: If the same investment is made through a swap,
 
as do foreign equity
the capital stock of the country rises by the same $100, 


claims. But in this case the country's foreign exchange reserves do not
 

rise; rather its foreign debt goes down. If the country redeems the debt
 

swapped at, say, 75% of its face value, to get the $70 worth of local
 

currency from the government, the investor has to give the government foreign
 

debt with a face value of 70/.75 or $93.33. Total foreign claims on the
 

1I 	 The analysis applies to a transaction in which the investment funds are
 

used to create new physical capacity, rather than to retire debt. Cf.
 

inter alia Roberts, David L. and Eli M. Remolona, "Debt Swaps: A
 
in Debs, op. cit.
Technique in Developing Country 	Finance," pp. 28 ff., 


to
1 rhis assumption, in fact not perfectly re3ii , is --de simpLify 

the analysis. In fact, most investments are financed in part through 

debt, and depending on conditions some of that debt is borrowed in local 
This is done much more with "normal" FDL currency in the host country. 


than with swaps. Therefore, normal FDI tends to have more of a crowding
 

out effect in the host economy than this example suggests, and the net
 

of swap programs is less crowding out (or inflationary) than in
impact 

the example.
 

,-j 
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Nacro Effect. of Debt-Equa-v Swap.
 

AsEumpt ion. 

IIlustrative 
bAmount
 

ProJect Coat (1001 
*quity financed) K
Foreign Exct- 100i.. ,onant 

Seconirry H-.ket t'ice of Debt 


a 30
 
Count-y IRedeett Di.a 

b 50
at 
c 


?S
 
Covoroment 
finsnce. 
tocal currency issued to investor by domestic borrowing.
 

Analysis:
 

___p_______ 
_Net 
 impacts of swap program
Impactsof: 


Country's Capital Normal FD1 if ivestment i:
-. ck S
K - 100.00 AdditionalK Non-ldditiconeal
. 100.00 K
Country's otign b. .t 
- 100.00 

Country's Vov.itn t -K(l-a)Icity "Liability" - -93.33 "K(l-*)/c 
- -93.33
R - 100.00 -K(I-a)IcCountry's 0,,rei., "Liabilities" K - 100.00 - -93.33(debt plus equity) K - 100.00K - 100.00 I(I-(I-a)I+I

Government's Vri. 

- 6.67 ll-(l-a)l
Covernent's Forei. Liabilities - 6.61 -KCIa)/c - -93.33Lxchangc teserves -iK(l-a)/cK(I-a) - 70.00 - -93.33 -K(I-l)/c Government's bom.,s.. Debt 

-93.33 1(l-a)/c - -93.33 
MCI-a)
I(1-8) - 70.00 - 70.00K(I-a) 
- 70.00 
 K(I-a) -Per unit 70.00


foreign 

debt reduction:
Hard currency spent: 


Domestic debt 
increased: I'rM /llI/I(l-a)/c;
= c - 0.75t(l-a)J/fx(l-a)/c€ 
 - C - 0.75 
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country rise by $100 of equity but fall by $93.33 of debt; if we add these
 
"apples and oranges" the net change is an increase of $6.67. Finally, the 

worth of local currency.government's domestic debt again rises by $70 


4. 	 Impact of Swap program if Investment is Additional: We can now 
of having the swap program, under the two differentanalyze the effect 


possibilities that exist -- i.e., the investment either would have happened 
anyway, or it would not. The table considers the latter first. If the 
investment was additional, then the swap program was responsible for the full 

impact that was just traced out in the analysis of what happened when the 

investment was madet through a swap program. We can carry the analysis a bit 

farther and note that the existence of the swap prograta made no difference to
 

the government's foreign exchange reserves. But $93.33 of foreign debt were 

retired at a "cost" of an additional $70 of domestic debt. This ratio, the 

discount at which the transaction causes the government to reduce foreign 
debt at a cost in local currency, is 70/93.33 or exactly 75 -- the value at 
which the government 	redeemed the foreign debt in the swap transaction.
 

5. Impact of Swap Program if Investment was no'. Additional: If t0-, 

investment was not additional -- if it would have happenL4 even 4f the swap 

program did not exist -- then the impact of the swap program is different. 

The swap program does not cause any change in the capital stock of the 

country, or in the equity claims of foreigners. The existence of the swap 

program does, however, lead to a reduction in the country's foreign debt, of 

the same $93.33. In this case, however, the offset or "co!;t" to the 
government of this foreign debt reduction is not domestic debt -- because the 
government would have 'had to issue the same $70 worth of domestic debt 
whether the swap program existed or not. Rather, the existence ot the swap 
program has cost the government the $70 of unrestricted foreign exchange that
 

the investrir would have exchanged for local currency if he had not converted
 

debt instead. So in the non-additional case, the swap program has in effect
 

cost the government unrestricted foreign exchaige to prepay foreign debt 

but again, at a (discounted) price equal to that at which it redeemed the 
debt in the swap transaction (in this illustrative case, at 75 cents on the 

dollar) .!/ 

It is, of course, possible to assume further actions by the 
government which would modify the effects. For example, it could be 

assumed that in the case of the non-additional investment being made 
through normal channels, the government could have used the $70 
million of free foreign exchangm to pay for additional imports and 

7't I iz'0. t in 'A tiorary i.-a:t of issuin dr,-stic *urrency 

program in the case of non-additional investment would be not the 

$70 million of free for -isn exchange but rather the Inflati-nary 
impact of not importing the extra $70 million worth of goods. In 
the present analysis, we have avoided making additional assumpticns 
about possible other actions, and limited the analysis to impacts of
 
the swap program as such.
 

http:70/93.33
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6. Conclusions: To gum up, any investment made through the swap 
program implies that the government prepays foreign debt, at a discount 
Identical to that which it charges the foreign investor in the swap 
transaction. If the investment was additional, the effect on the government 
is to use local currency to pay for the debt reduction, at the same 
discount. The cost is thus in increased inflationary force, higher domestic 
interest rates, greater fiscal effort, and/or reduced consum.tion. If the 
investment was not additional, then the prepayment of the foreign debt was in 
effect done with foreign exchange -- and the swap program has not added any
"cost" in terms of inflationary effect, etc. Note that allowing a 
transaction through a swap always results in reducing foreign debt; it can 
cost the government either foreign exchange or the need to come up with 
domestic currency, but not both. Also, if the swap investment is not 
additional 1.hen the swap proxrim does not add to inflationary pressures. 
These two criticisms that are often leveled at swap progeams -- lack of 
additionality, and inflationary impact -- logically cannot apply 
sinmultaneously. A swap program leads to inflationary impacts only to the 
extent that investments made through it would not have happened if there were 
no swap program.
 

7. The overall macro effects of a typical swap program thus might be 
something like the following: Say that the government redeems $1 billion 
face value of debt in one year, at an average redemption price of 75 
percent. If, say, 4i pezc.:it of all investments are additional, the swap 
program will have attracted additional FDI amounting to $429 million 
(.4*.75/.7). Foreign debt will be lower by $1 billion, and foreigneLs' 
equity claims will be higher by $429 million. The country's foreign exchange 
reserves will be $450 million (.6*.75) less than they would have been if no 
swap program had existed, and the country's domestic debt will be $5OO 
million (.4*.75) higher. 
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Hethodoloxy
 

Four major Latin American debtor countries, Argentina, Brazil,
 

Chile, and Mexico were chosen as the countries for the study. Shortly after
 

the research began, Brazil and Argentina both took important new steps in
 

Brazil had had an active program that included
their use of swaps. 

publicedebt-for-equitY swaps in 1983 and the first half of 1984, but since
 

then such deals had been severely restricted. (Some did happen, through
 

informal and more complex channels.) At the end of 1987 Brazil was in the
 

process of opening a new debt conversion program. By comparing deals which
 
now
had occurred under the previous system against deals which would take
 

place with the new program, the research could hope to learn how the
 

different designs of the two programs affected the behavior of investors.
 

2. Argentina offered a similar "Laboratory" for observing how a major
 

change in regulations could affect the number, size and type of swap
 

transactions. The Argentine government reduced the amount of "fresh" or
 

"new" money that an investor needed to add to his swap funds, and mbre
 
be in local
importantly it had allowed the reduced arnount of fresh money to 

currency whereas previously it had to be in foreign exchange. The exchange 
that favored the
rate Itsed in the conversion was also changed' in a w.y 


Thus the research could examine the reaction of foreign investors
irvestor. 

to these liberalizing measures.
 

3. Mexico offered a counterpoint to Brazil and Argentina in the sense
 

that its swap program was moving in the opposite direction. Rather than
 

undertake new or enhanced measures to encourage investment through debt
 

conversion, Mexico had briefly suspended its swap program just prior to the
 

time the research began (and suspended it again during the course of our
 

work). This presented an opportunity for investigating the reasons behind
 

the government's decision and for ascertaining the reaction of foreign
 

investors to this suspension. Also, the Mexican program had been highly
 

active, so its ithdrawal would provide an important opportunity for
 

examining how its absence affected aggragate flows of foreign investment.
 

4. Chile presented a case different from either of the extremes posed 

by Br2zil and Argentina or" Mexico. Chile neither was enhancing its swap 

program nor suspending it; instead, it maintained a steady course, which it 

had begun three years earlier. This presented an opportunity to study the 

long-term impact of a continuous program, which was absent elsewhere in Latin 
a swap pro$ran will beAmerica. There are good reasons to su.pose that 

better - to tIi 3tt" . * : " -... - '. . -.. t ' : - . -- t 

Chile pcovided .
, =',,.n a .i. j L.C'. "pot..-... ..existenci .
 

learn in greater depth the reaction of investors to the most well-astablIshed 

program in Latin America. Additionally, the length of the pro-'arn was useful 

for examining whether the available supply of worthwhile projects could be 

exhausted, so that opportunities for swaps woult decrease over time. 
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Annex 2
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5. Having selected the countries, the second step was to obtain a list
 
of the swap transaction that had occurred there. This list of deals was
 
assembled from government publications, reports in the newspapers and
 
elsewhere, business contacts and other sources. Overall, more than 450
 
public-debt-fot-equity swaps were identified in the four countries.
 

6. Which of these 450 transactions were investigated was determined by
 
practical constraints. The U.S. is the major source country for these
 
investments, as well as being where thi researchers are located. Japan was
 
also included. Investments from other countries were for the most part not
 
coverad by the interviews, except for a few cases where individuals involved
 
in such transactions were encountered in the course of the work.
 

7. Within the U.S. and Japan, a further process of elimination
 
occurred. Many comparies were too small to be listed in business directories
 
and other data bases, could not be located, and hence had to be dropped from
 
consideration. What remained were generally well-known and long-established
 
cospa, tes, which composed the bulk of the sample for the study. All told,
 
over 125 interviews were conducted, yielding useful information on I04
 
different tran.actions. We were also able to study several investments for
 
which the investors decided not to use swaps. Quite a few swap transactions
 
were covered in more than one interview, and thus some cross-checking of
 
information was done.
 

8. Limiting the research to these companies was likely to bias the 
results. In particular, the methodology led us to the larger, more 
established companies, which are more likely to follow the prescribed rules 
for swaps, tending to avoid most flagrant abuses, including the "bicycletta" 
-- round-tripping -- whereby locUl currency received through swaps was 
reconverted to foreign exchange and removed, at a profit, from the country.
 
Thus the research does not address questions about what percentage of all
 
swaps are "legitimate." Rather, our results describe the effects of swap
 
programs on the behavior of the larger, more legitimate investors.
 

9. Finally. a word about the reliability of the interview results. 
Misrepresentation or misinterpretationi by company officials is of course a 
possibility. All research is subject to possible errors, autd in interviews 
these possibilities are clear. Nevertheless, the researchers had previously 
accumulated significant experience in conducting such interviews, framing 
questions to approach areas of doubt from several different angles, 
interpreting the results in light of other information available, and judging 
the results for their accuracy. Some of the companies in the study are 
?artners of IFC, an! in other cocpanies as wpll the interviews were sometimes 

business of foreign investment, the ret-:Arcners werc aile L cross-cneck 
responses by approaching questions from several different angles and judging 
the realism of the responses. In a few cases, doubts nevertheless remained 
and the information was not relied upon. In the end, the researchers are 
confident of the reliability of the results reported here. 
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Chapter XVIII 

Acquisition of Foreign Debt Instruments 

Natural or juritic persons, whether resident or non-resident in Chile, are 
hereby authorized to engage in the following foreign exchange operations
without %cc$ss:o the foreign exchange market and under the terms and condi
tions set forth btz,: 

1. To acquire, whether directly or through agents, for the sole purpose of 
conducting the operations described in this Chapter, debt instruments 
evidencing the -xistence of an obligation denominated and payable abroad 
in foreign currency, for an original or extended term exceeding 365 days, 
exacuted by any one of the following persons as direct obligor. 

a) 	The Treasury, 
b) 	Banco Central do Chiie, 
c) 	 "Agencies in the public sactorl, comprising all depL.rnnenta, institu

tions or concerns referred to under Article 2 (a) of Law Nr. 18,233, 
including Corporac16n Nacional del Cobra de Chile (CODELCO) and 
the organizations listed under Article 11 of Law Nr. 18,196, excluding 
Banco del Estado de Chie, 

d) 	Corporaci6n de Fomento de la Producci6n (CORFO), and banking and 
financial institutions authorized to operate in Chile, or 

e) 	Natural or Juristic persons resident in Chile, provided that in thia case 
such obligations refer to foreign credits admitted into the country under 
the prtisions of Chapter X'V hereof. 

2. 	 Notwithstanding the provisions contained in Nr. I above: 

a) 	Neither the Treasury, ior Banco Central de Chile, or the "agencies in 
the public sector", or banking and financial institutions authorized to 
operate in Chile may acquire the instruments referred to in Nr. I above, 
and 

b) 	The persons who, according to regulations of the Superintendenc-y of 
Banks and Financial Institutions, are deemed to be "related", either 
directly or through third partes, to the ownership or the management 
of banking and financial Institutiors authorized to opezte in ChiL, 
shall obtain prior approval from the Supe-ntendency, in each case. in 
order to acquire any insurument under the provisions contained in this 
Chapter. Such authorization is also required in the case of any financial 
institution subject to the supervision of the Superintendency to acquire 
or receive by way of payment the instuments described under 3 below, 
connected with obligations of 'related" persons. 



4 

3. 	 Prior to formalizing the acquisitions described under paragraph I above, 
an agreement shall be executed and registered with a Notary Public or other 
recording officer, between the acquirer(s) of the insmmen(s), the 
guarantor(s) of the relrvant obligation, as the case may be. that shall 
provide that, subject to the completion of the acquisition of such 
instrument(s): 

a) 	 The instrument evidencing such obligation shall be paid for in Chile, 
promptly and against surrendering such instrument, in cash, with or 
without discount in Chile's local currency, or 

b) Alternatively, the replacement of the instrument by one or more instru
ments, in Chile. denominated in pesos, Chile's domestic currency or in 
Unidades de Fomento, shall be convened and. on this occasion, the 
amount of thu debt, the rate of interest, maturty dates and other condi
tions may be amended. 

In the event that the instrument evidencing the obligation isextended other 
than "to bearer" or 'to the o-der", or it calls for partial assignment of an 
instrument, the above agreement -hal be executed also by the creditor(s)
registered as such with Banco Cantral de Chile. 
In the same agreement. and unrdr the above proviso, the obligor(s)
of the instrument shall waive access to the foreign currency market 
available to the associated obligation and, when appropriate, shall commit
himself to rennn to Banco Central do Chile, inmediately upon payment 
of the instrument or exchange of instruments, as the case may be, through
the agent described in paragraph 4 below, the Certificates referred to under
Chapter XV hereof, to be rendered useless or amended, az the case may be. 
If the acquired credit forms part of an obligation covered by the same 
instrument, the above agreement shall provide, besides, for its corre
sponding amendment and shall keep, for the uncontracted part of the debt,
in any event, the same date of execution, marunry, interest rate and other 
conditions agreed or stipulated on the original instrument. 

When executing the agreement described in the preceding paragraphs, 
the provisions of Chapter XIV (C.), Title 11 (b), shall be fulflled, as well 
as the agreements originating the associated obligation. 



Execution of the agrement described above shall not be required if and 
when such instrument is executed by Banco Central de Chile as direct 
obligor, in which case the instrument shall be replaced by one or more 
negotiable instruments as described in Exhibit I. Nevertheless, the 
investor(s) can agree with said institution that the rates applicable to the 
instruments that substitute the documents, according to Nr. I of this 
Chapter, will be the ones in force at the time of the respective agreement. 

4. 	 Persons acquiring foreign debt instruments as provided above shall have 
them immediately delivere'd together with the agreement referred to under 
paragraph 3 above, when appropriate, to CORFO or other banking orga
nization or financial institution authorized to engage in foreign currency 
operations in Chile, towards which they shall assign an Irrevocable 
mandate to request Banco Central de Chile, on behalf of the mandator, to 
exchange the instruments referred to in Exhibit I. if such instrument was 
executed by Banco Central de Chile as direct obligor or, otherwise, to 
collect on the debt and deliver to the mandator the proceeds of the payment 
to the obligor, or to request the obligor to replace the instrument by new 
instruments as provided under the relevant agreement. 

If the instrument is to be exchanged for negotiable instruments or for new 
instruments as provided above, such irrevocable mandate shall further 
instruct the agent to take opo of the following actions: daLiver to the 
mandator the negotiable instruments or the new instrument(s) received in 
exchange; transfer the same to third parties or receive them on its own 
account, by way of payment for debts or assets, or sell them to third parties, 
or purchase them on its own account, and deliver to the mandator the 
proceeds of such sale. 
Under no circumstance shall the amount of payment received from the 
obligor of the instrument, or the amount of the negotiable instrument(s) 
or new instrument(s) received in exchange, or the price of sale or transfer 
by Aray of payment, exceed the amount of the pnncipal or balance of the 
principal owed on the original instrument accrued and outstar lng as of 
the date of the operation. 

For the purposes of applying this and other provisions of this Chapter, 
except for expressed counter indication, the exchange rates and panties 
in force at the rime of the operation and contained In Nr. 6 of Chapter I 
of the Compendium of Rules on International Exchange. shall be applied. 
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5. 	 The operations associated with the collection and the exchange of instru
ments for negotiable instumcnts or new instruments may be carried out,
under the provisions contained in this Chapter, on a specific period of the 
month and banking firms and financial entorprises authorized to operate
in international exchange within the country, in compliance with the 
nrovisionz ccn:=- in Nr I abuve, shall be restricted to instruments that 
do not exceed, in foreign currency and including capital or outstanding
capital and accrued and outstanding payments calculated as of the 
date of the corresponding operation, the margin that, for the same 
monthly period, had been awarded to CORFO or to the respective banking
firm or financial enterprise through the bid mechanism described in 
Exhibit 2 of this Chapter, or assigned there to by CORFO or other financial 
institution subject the provisions contained in the following paragraph.
The indicated "mnrin" does not include accrued and outstanding to be 
paid for a total equal to 20% of the capital or the balance of capital owed. 
"Margin", for a financial institution, will be equal to the figure, in dollars 
of the United States of America, expressing the nominal value of the
"Promissory Note of Banco Central de Chile, Chapter XVIII of the 
Compendium of Rules on International Exchange" ("P.B.C. Chapter-

XVIII), belonging to it and referred to on Nr. 5 of Exhibit 2 of this Chapter,
applying the type of exchange described in Nr. 6 of Chapter I of said 
Compendium, in force at the time of theof the emission mentioned 
Promissory Note. 
The margin assigned to CORFO or to any specific financial institution 
for any given calendar period according to the provisions of such bid 
mechanism, that is not used to carry out operations described in this 
Chapter, may be freely assigned to CORFO or any other financial institu
tion, totally or partially, to be used during the same month under the teTs 
and the conditions set forth herein. Margins assigned to be used in any
given month that are not utilized within such month, may not be used 
in the following months. 

6. 	 CORFO and such banking concerns or financial corporations authorized 
to carry out international exchange operations inside the country shall 
inform Management for External Financing of Banco Central de Chile,
within the following five bank working days, of the operations carried out 
according to these norms, by filling out a form that is included as Page
Nr. I of Exhibit 3 of this Chapter, enclosing the required documentation. 
Likewise, they shall inform the same Management office of marin assign
ments effected according to Nr. 5 above, carried out during said period,
by filling out the form contained in Page Nr.2 of Exhibit 3 of this Chapter,
before 14:00 hours of the same day the operauons are carried out. 
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7. The obligations using instruments subject to be applied to operations
authorized by this Chapter, shall not 	have access to the obligationspayment system established on Chapter XIII of the Compendium. nor tothe system described in Agreement Y" 1672-11-850821 of Banco Central
de Chile. 

8 Persons engaging or participating in operations conducted accordingto the rules contained in this Chapter shall be held respon ible for thefulfilment of the provisions established herein and cf tke acts deriving 
from its application. 

9. Violation of the rules contained in this Chapter shall be penalized in the 
manner described on Chapter XXIV of the above mentioned Compendium.

10. 	 Persons who acquire Chilean external debt instruments, as provided in 
this Chapter, may apply them, after obtaining autnorization from BancoCentral de Chile, to carry out opamutons described in Exhibit Nr. 4 thereofand subject to the other provisions established in said ExhlibiL
 
Persons acquuing instruments describ'e in letter b) of N. 
 1 of this Chapter
may carry out the operations described in Exhibit Nr. 5 thereof, and
subject to the other provisions establi.hed in said Exhibit. 

11. 	 The Operations Division of Banco C'entra de Chile is hereby empowered
to institute the procedures required for the control and the supervision
of the operations conducted according to this Chapter. 
The Supenntendency of Banks and Financial Institutions will exercise itsauthority in the dictation of the requu-d accounting and contml 
regulations. 
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Exhibit Nr. I 

Acquisition of External Debt Instruments 
executed by Banco Central de Chile as direct obligor 

I. 	 In the event that persons authorized under Chapter XVIII, hereof, acquire
external debt instruments subscribed by Banco Central de Chile as direct 
obligor and sub)ect to the provisions established thereof, they shallrequest from the Issuing Institute, through the agent referred to in Nr. 4 
of said Chapter, the replacement of such instrments by 	one or morenegotiable bearer instruments issued by 	Banco Central de Chile and
denominated in Unidades de Fomento, for an amount equivalent to 91%
of the value of the replaced instruments, including principal or balance
of principal owed plus the corresponding interests, accrued and out
standing, calculated as of the date of such replacemenL 
The maturity date for the principal of such negotiable instruments shall be
after six (6) years counting from the established date and shall earn
interests payable on a six-monthly basis, equal to the weighted average
interest rate on indexed deposits of the financial system (TIP) for
periods extending between 90 and 365 reduced by 1.1% per annum. 
The exchange rates and the parities described in Nr. 7 of Chapter I of the 
said Compendium, shall be used for the operations carried out according
to the above provisions, without applying the exchange differential
contained in Exhibit 1 thereof, in force on the date of replacement, and 
the TIP rate reported by the Studies Department of Banco Central de Chile,
for the relevant deposits during the calendar month immediately preceding
the first day of each six-monthly interest period, which will apply for 
such penod. 
The interests corresponding to these instruments will only be posted on therespective maturity date. The value of the Unidad de Fomento on the date 
of maturity of the instrument will be applied for the purpose of calculating
the amount owed in national currency corresponding to these negotiable 
instruments. 

2. In the event that the credit acquisitio:n c r,,spoad t) p.' ot' the obligation
piovided for by the same instment the creditor and the acquirer shall
have previously agreed and duly demonstrated to Banco Central de Chile,
that the non-acquired part of such credit shall retain the contracting date,
maturity, interest rate and other conditions agreed or provided for in the 
original document. 

3. 	When the market situation grants it. Banco Central de Chile is empowered
to modify the terms and the conditions of the instruments described in 
Nr. I of this Exhibit. These modilfications shall be applicable to instru. 
ments issued as of the dat appearing on the Executive Committee 
Agreement. 

4. 	Situations not covered in the present Exhibit shall be ruled by the general
provisions contained in Chapter XVIII of the Compendium of Rules on 
International Exchange. 
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Exhibit Nr. 2 

Rules for margin tenders on authorized operations 
with External Debt Instruments 

Margin tenders on authorized operations with external debt insruments 
referred to in paragraph Nr. 5 above, shall be carried out under the foowing 
terms ard conditions: 

Te.derrs 

1. Corporaci6n de Fomento de la roducci6n (CORFO), banking enterprises 
and financial corporations authorized to engage in international exchange 
operations are entitled to submit tenders. 

Announcement of the Tender 

2. 	The conditions for each tender shall be issued by the Monetary Operations 
Management with consultance to a member of the Executive Comminee. 
to be handed out by said Management through tha Open Market Operations 
Department. Agustinas 1180, 3rd.. Floor, Santiago, and will be available 
starting at 15:00 hours in the Open Market Operations Section. 

Schedule of Tenders 

3. 	Tenders will be received and awarded on the penultimate banking work 
day of each month, or any other date determined by Banco Cental de 
Chile. The tender will be announced and its conditions made available 
five banking work days prior to the date of award. 

4. 	 Should force majeure pnrvent fulfillment of the conditions described in the 
previous paragraph, Banco Central de Chile shall give timely nonce to 
the organizations referred to and instruct them accordingly. 

"P.B.C. - Chapter XVIIr"Sale 

5. 	 Banco Central de Chile will issue a nominative promissory note, in local 
currency, not eligible to earn interests or adjustments, that wiU be called 
Promissory Note of Banco Central de Chile Chapter XVIII of the 
Compendium of Ruleb for International Exchange (P.B.C.-Chapter XVIII 
hereinafter), with maturity set at 180 days from the date of emission that 
will correspond to the date of award. The nominal value of "P.B.C. -
Chapter XVIII" will be equal to the awarded "margin", applying the type 
of exchange referred to in Nr. 6 of Chapter I of the above mentioned 
Compendium that is in force on the day of the award. 

Participating institutions being awarded the "margin", commit themselves 
to acquire from Banco Central de Chile the corresponding 'P.B.C. -
Chapter XVIII" at 100% its nominal value, on the same day of the award. 
Banco Central de Chile shall debit tha account of the financial insurution 
for an amount equal to the "P.B.C. -Chapter XVIII" on the day of the 
award. In the case of CORFO, payment for the acquisition of "P.B.C. -
Chapter XVIII" shaU be made through a Bank Check extended to the order 
of Banco Central de Chile, that shall be delivered at the 'Open Market 
Operations Section of Banco Central de Chile, Agustinas 1180, 3rd. floor. 
before 14:00 hours on the day of the award. 

I, 
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Simultaneously, Banco Central de Chile conits itself to rescue the 
"P.B.C. -Chapter XVIII" in advance, on the date appearing on the bases 
set forth for each tender, to those institutions having been awarded in the 
same or its cessionaries, at a price that equals the price offered to be 
sold to Banco Central de Chile, according to the award system described 
in Nr. 14 of this Exhibit. 
The "P.B.C. - Chapter XVIII" is liable to be transferred in the cases and 
the forms described in Nr. 5 of the Chapter this Exhibit refers to, where 
compliance is required, also, relative to Nr. 6 of the same. The cessionary
institution shall assume the rights and the obligations corresponding to 
the transferrer and, especific.lly, the commitment to sell the "P.B.C. -
Chapter XVII", totally or partially, depending upon the case, to which they 
are entitled, to Banco Central de Chile, at the offered price, by CORFO or 
by the respective financial institution transferring the instment. The 
cession, total or partial, of the "P.B.C. - Chapter XVIII" shall represent, 
consequencially, the "margin" referred to in the second paragraph of 
Nr. 5 of the Chapter to which this Exhibit refers. 
The emission, rescue and cession of the "P.B.C. - Chapter XVIII" will be 
subject, besides, to the instructions 'imparted by the Financial Policy 
Direction of Banco Central de Chile concerning the matter. 
The "P.B.C. -Chapter XVIII" will bear the signature in facsimile of the 
Monetary Operations Manager and the hand-wnrten signature of the 
Chief, Open Market Operations Department of Banco Central de Chile. 

Submission of Bid Proposals 

6. 	 Tenders shall be submitted solely on the "Form for Margin Tenders on 
Authorized Operations with External Debt Instruments", included at the 
end of this Exhibit Nr. 2 and shall be included in an envelope market 
"Margin Tender on Authorized Operations with External Debt Instruments. 
This matenal is available to interested organizations at the Open Market 
Operations Section, Agustinas 1180, 3rd Floor, Santiago. 

7. 	 Bids shall be delivered in a sealed envelope. 

8. 	 Each sealed envelope may contain up to three bids, each of them in an 
individual form. 

9. 	 Each bid shall specify the amount of "margin" the institution wishes to be 
awarded, equivalent in thousands of dollars of the United States of 
Amenca. and the price at which it offers to sell the "P.B.C. -Chapter XVIII" 
to Banco Central de Chile. This price will be expressed as a percentage 
of the total amount of the respective offer, with four decimals at the most. 



Reception of the Bid Proposals 

10. 	Tenders will be received in the Open Market Operations Section. Agus
tinas 1180, 3rd Floor, Santiago, until the time indicated in the Bid Proposal. 

11. 	 Each envelope received shall be numbered and a receipt shall be Issued 
bearing the signature and stamp of a staff member in the Open Market 
Operations Department. Likewise, there will be a bid proposal register that 
shall be signed by the person delivering the tender. 

12. 	 The envelope shall be placed by the officer of the tendering institution in 
a box especially provided for the purpose. 

13. 	 Banco Central de Chile reserves the right to rej ct one or more proposals 
without cxpressing the reason. 

Method of Award 

14. 	The general award procedure will be as follows: 

a) 	The total amount of the bids will be added and will be ordered from 
highest to lowest price offered to sell the "P.B.C. - Chapter XVUI" to 
Banco Central de Chile. 

b) 	In case two or more bids contain the same price and the remaining 
balance does not fully cover the totA amount, the balance will be 
distributed in the proportion corresponding to each offer over the total 
offer at the same price. 

c) 	 Banco Central de Chile may, as it deem. appropnate, raise or lower, 
up to 10%, the totaJ "margin" subject to tid. 

Rescue of the "P.B.C. -Chapter XVII" 

15. 	 On the date indicated of the bases for each tender. Banco Central de Chile 
will proceed to credit, in the account of the financial institution presenting 
the "P.B.C. - Chapter XVIII" for its collection, the amount resulting from the 
application of the value of rescue offered by the awardee in the respective 
bidding process. 
In the case of CORFO. the rescue shall be effected with a check issued by 
Management of Banco Centxal do Chile for the value resulting from 
applying the "P.B.C. - Chapter XVIII" presented, its corresponding price 
of award. This check shall be picked up at then Open Market Operations 
Section of Banco Central de Chile, Agustinas 1180, 3rd Floor, Santiago, 
prior to 14:00 hours on the day of the rescue. 

Notification of the Results 

16. 	 Participating institutions will be advised of the results over the telephorle, 
once the tenders have been awarded. 

17. 	The Open Market Operations Department shall issue a document 
containing the results of the award that will be available to participauny 
institutions as of the day following the award. 
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FORM OF TENDER FOR MARGINS FOR AUTHORIZED OPERATIONSWITH EXTERNAL DEBT INSTRUMENTS 

BID 
MARGINS FOR OPERATIONS INVOLVING COLLECTION OR REPLACEMENT
 

OF EXTERNAL DEBT INSTRUMENTS
 

Open MwkW Opaton

Depanffwt

Banco Centra do Chile
 
SANTIAGO 

Date: 
Please r' our bid in the tende for margins 	 for operatmons novingreplacement of extemrna 	 collection orde wistrumints in te following tMs: 

.NAME OF INSTITUTION ' CODE 

We apply for a -margin" of: 
US$ and, in case we are awarded the bid. we commit ourasvs to puNrchathe "P.B.C. 
effect, the " 

- Chte XIII" for an amount equaJ to the value of Te "margin" awarded by a lvig. to thatof ex&M-,e 
Exchange, in ce0 on t 

rsferred to inNr. 6 of Chapter I of fe Comperldium of Norms on nl'tenationaday Of the award, pmoraoy nots we proms to sell to Barco CentraJ do Chle at: 
% of t nomni&val ud day _ . of _ onr__ 

of 19 _._ 
We her9bY d0dr that we ar alquarnted with and in tU agorement to comly with fe Rules of Tende&rMargn for autmoed operabons with extwr fordebt winsthmm contained inExhiit Nr. 2 of Chapter XVIIOf Me Cofnpendj of RuIaon hmamtonaj Exchange and mheBases coesponcirg to this proposal. 

Sanafz, am Stam 

INSTRUCTIONS; 

1. Do notl41101 te UM of tl form.
2. Each offer lmuld be R'.mttd in addfernmt form.3. 	Place your bid i 
 An envelope marked "BID FOR MARGINS TENDERS ON AUTHORIZED OPERATIONS
WITH EXTERNAL DEBT INSTRUMENTS-.4. Any bid ta n t 	 show, dea"ly, vhe name and oode of the Pabcipating oration wilt be rejected. Thiswials "ppy&W f the stamp of me oran'zaoon is miss.n or if mte facsimile of me signature of me permonu tin me organ"Onis not regWWad wiutor Perticqr the Open MarlWt Operations Dep&roWL 
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INFORMATION CONCERNING 
CHAPTER XVIII OPERATIOKS 

[MANDATING INSTMTION 

OPERATION W I 

Date k Magn Award _De o 	 Operation 
1. 	INSTRUMENT ACQUIRED BY
 

Name
 
Address 

R.U.T. 
2. 	 INSTRUMENT ACQUIRED FROM:
 

Kind of kvInsuerd ORIGIN INSCRIP. -4. CREDIT DETAILS
 
El - SCedt. i - Art. 14 E on:
rm- PromiMory Note - Ail. is 
 PkaeofPrym.El- OI? 	 - An. 16 CWXY_
 

- Now Money Int C_ 

-Oter - Presnt RMw _ 

_ 

_ 
Nora. Cap. r. _ 
FW C___ 

3. 	 INTERESTS
Rate 
PERIODICITY
 
montiy 13 Ouilrv By-vearty mr__ _ _ _
 

4. 	DIRECT OBUGOR
 
INDIRECT CSUGOR
 

Joint debtorQ AvaE GuaworQ 
5. 	DETAILS OF THE NOMINAL VALUE ACQUISITION Paid Value
 

Amoun of C.atal Pice %
 
Amount of ftrers_ 
 Prim % 

6. APPLICATION OF THE INSTRUMENT ACQUIRED F 
6.1 	 ISSUER: Baoo Cental: Request to ina ument in U.F. in amount of F _C
 

F/C
Emission for 97% TC.- ToL9 

6.2 	 ISSUED BY OTHERS FC 
-


Advared Parien 
 Pce _.. % vc - ItD S 
Exc- irrsL DC pow__ __% v - ow 

hut'. in U.F. 
 Priceec- . % WW __$ 

Exc. lor bt.F/C
Iprfyal in M, 	 Prie .. _ ._% vc- lK",ta 3 

7. 	DESTINATION OF NEW INSTRUMENTS OR NEGOTIABLE INSTRUMENTS 
MenXlo C] Tuwionryod to 3M party inpayment 0 R- evod in payment by te rndaW.t [ 

NOTE:a er bae C 	 Sold o 3rd y 3artW 

N=T: For vwwasoju vwoer*og rstaiad WIMLon~e eauumonan ftmm SwJenrandency of Bariw. 
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INSTRUCTIONS TO FILL OUT THE
 
CHAPTER XVIII OPERATIONS FORM
 

NUABER AND DATE OF THE OPERATION 
Coirsave numl e of te "er* Ann aimdm on w d opu, u Wmsd. 
OATE OF MARGIN AWARD 
Dam mt awud of ft mgn obtaied by tdg 	 im for by common p vie urawu i peruxvmeL 
1. ACOUIRER OF THE INSTRUMENT
 

khomnaton on %oowt*m e opsran.
 
2. 	 INSTRUMENT ACQUIRED FROM
 

Nai oi Iau loeiyg nudnot.
 
TYPE OF DXUMENT
 
Mork an "a" in me toom :g box. H"O~ar"mmMko pcly 1 rme.
 
Incae tredn Sd*O~oe a manhso. indcats rim.
 

ORIGIN

Mork w0i an -x" mem'cJaegmn or mode a t 111060em Wloa. . I mr i nke, apecid.
y
"yeof daom 

INSCRIPTION NUMBER 
N~~t-br of tinavo o mhe and! wi Brlo Conri do cIh".
INFORMATION ON THE CREDIT 
iQ hfa odal: Am rn of OWaud's onis cmpfL 
i) present c : Amotu of cwua exsmig pmrio purbmug re opormm.
ii) Nomnal Cawtai Acoaxsd: Norneuiu &wn~mtof cim v-',d inme prwwa cra 
nj)End cwft: coffwxnc motne dtffrenc bonvomn proaen anduacquired nonal copsi. 

3. 	 INTERESTS 
Pea: Libo. Prime or omen rate andm w xrg haed Wuand u'lounfof me suite n Agures. in I=* 
on ms a" of vt meao 
PERIODICITY 
Peo agreed for m prirment of iWea 

4. 	 DIRECT DEBTOR
 
Informabor. of ft derb Zalent tI 
 m eof me opeoM
 
INDIRECT DEBTOR
 
Nore of ie do ocr WOW' prevalent II me Wne of ,e ope"r auli y -x" e type of 4 dew ,,ian0eblor. 

5. 	 INFORMATION ON THE NOMINA . VALUE ACQUISMON. F/C
 
1) NonviN Coti nWaim amdrourees soried at the uwie me r No lb cored outt.
i) 	 Percinag, of damau at wi m meo and me no of te Wamacked tlslruner we 

ii) AtrA &Toxw dbisued. for C20 as wOen s fo .et. 
8. 	 DEStIXATION OF ACOUIRED INSTRUMENT 

6.1 ISSUER: Bar= Cnn t do Cht. 
i) Amout n FC br mmd exdhwae for inamnents in U.F. a rmqawd.

i) Type of mralrgo m lorce at me tyCf r ai
7* e operabon gto Nr. 7 of Chaptr I of me 

Coropertkir, of Rueb-, ont I~naazoal Exctiunge.
6.2 ISSUED BY OINES: 

I) 	 Nmwwiai vabue of ci# - m FC tnu-tmas oined m of rme of redenoybmorunof fe 
f bed or sold inirmem. divendig mf m s . 

I) Prio aspend us percmrage. apeew me o e 
U) Type of eswigs amimed to me opes no. 

Vas of me pmIJ) ocsraon , . 
7. DESTINATION OF THE NEW INSTRUMENTS OR ?EGOTIABLE INSTRUMENTS
 

Murk wWm " fabo.
an mett~o 

IIltsme -Maiove orty incusa inenu wi
iafl Mwyin Its hands. 



-------------------------

MONTHLv RECORD OF MARGINS 

Da of MAf Aw-d 

NAME OF FINANCIAL INSTITUTION 

A. MARGIN AWARDED US$ 
B. MARGIN ASSIGNED TO AMOUNT 

C. MARGIN RECEIVED FROM AMOUNT LISS 

D. CLOSING BALANCE uS$ 

TO BE FILLED BY BANCO CENTRAL 

E. TOTAL OPERAT)ONS US$ 
BALANCE (+) WITHIN MARGIN 

-) OFF MARGIN 
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Exhibit Nr. 4 

Acquisition of External Debt Instruments 
for enterprise capitalization 

1. 	Persons who acquire Chilean external debt lnstrumenu as provided in 
this Chapter, may apply such insuumenv, towards the subscription and 
payment of shares issued by the entitles that shall be listed herein, subject 
to the fulfillment of the conditions and iequirements ectablished in this 
Exhibit. 

2. 	Chilean external debt instruments applied, as set forth in this Exhibit. 
towards the subscription and payment of shares shall meet the require
ments contained in Nr. I of this Chapter and they shall have registered, 
as main debtor or guarantor, as the case may bo, by the issuer of the shares 
who shall be registered as such debtor or guarantor, as appropriate,
with Banco Central de Chile prior to July 1, 1986. 

3. 	The operations referred to in the present Exhibit shall only be authorized 
when they refer to the subscription and payment of shares issued by
enterprises producing goods and services that, as of the day of capitaliza.
tion, are constituted as corporations organized in the courtry and that 
require, in order to resolve the difficulties deriving from excessive 
borrowing, a capital increase, or else, when such capital increase is carried 
out in banking firms or financial enterprises e'smblished in Chile. 

4. 	Persons wishing to apply to the benefits established in this Exhibit shall 
submit to the International Division of Banco Central de Chile, in order 
to obtain from it the corresponding authorization, an application to 
provide information and enclose the following documents: 

a) 	 The individualization of the aplicant(s) and, when appropriate, of the 
agent(s) acting on behalf of the former, accompanying documents 
evidencing their representation. 

b) 	 Information concerning the activity, purpose or line of business, 
capital or volume of trade of the applicant(3) and, with respect to the 
entity th.t will issue the sh.--c=, records to prove the need for capital 
increase for the normal course of its business. In addition to the above 
mentioned information, the application shall include, except in the case 
of banking firms and financial institutions, a general balance sheet 
duly audited by External Auditors registered with the Superintendency
of Securities and Insurance, and indicate, besides, if the entity issuing 
the shares has received or not other contributions subject to the 
"foreign investment regime" such as D.L Nr. 600, Articles 14, 15 or 16 
of the Law on Intematic~aal Exchange or Chapter XIX of the Com
pendium. 

C) The individualization of the debtor's instrument(s) intended to be 
applied towards operations contained in this Exhibit, as well as the 
indication of the credits, that is, of the total or of part of the capital or 
capital balance of the instruments and, when appropriate, of the 
interests, accrued and outstanding, that shall be assigned, according 
to this Exhibit, .o the subscription and payment of shares to be issued. 
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A ~d) The specification of the manner in which the subscription and payment 
of the shares will be carried out. and the obligation on the part of theapplicant(s) to theuse respective "credit" solely for the purposes 
indicated on the application. 

e) Copy of the agreement mentioned in Nr. 5 of this Exhibit, duly 
authorized by Notary Public or recording officer, and 

f) 	 Express statement on the part of the applicant(s) to the effect that they 
will subject the respective operation to the provisions of the present 
Exhibit and to those established in the respective authorization granted 
by Banco Central de Chile. 

5. 	 Persons wishing to carry out investments under the provisions contained 
in the present Exhibit must have previously subscribed an agreement in 
the capacity of future creditors of the respective "credit", together with the 
corresponding debtor of the same and, as the case may be, with the 
guarantor(s) of the obligation,- in which, provided that the application 
referred to in the preceding number be approved by Bancc Central de 
Chile, the panies shall agree that: 

a) 	 The document evidencing the "credit" shall be paid in Chile, 
immediately and against delivery of the same in cash, with or without 
discount, in Chilean domestic currency, pesos, and the total amount 
of the proceeds shall be assigned, simultaneously, to the subscription 
and payment of the shares issued by the debtor of the "credit" to this 
effect or, alternatively, 

b) 	The above menti.ned document shall be replaced in Chile, with or 
without discount, by one or more instrument(s), subscribed by the 
debtor, such as, bills of exchange, promissory notes, registered deed or 
other commercial papers that shall be denominated in Chilean pesos, 
local currency, which shall be compensated with the debtor of the
"credit" in payment of the shares that. to this effect, shall have been 
subscribed by the creditor and issued by the debtor. The compensation 
shall be carred out simultaneously with the subscription and payment 
of the shares. 

Under no circumstances shall the amount received from the debtor and the 
amount appeanng on the new instrument(s) received in exchange exceed 
the amount of the "credit", including accrued and outstanding interests 
calculated until the date the respecive operation is carred out. For these 
purposes, the exchange rate and par values mentioned In Nr. 7 of 
Chapter I of the Compendium shall be considered, without applying the 
exchange rate differential foreseen in the second paragraph of Exhibit 
Nr. 1 of the same and in force on the date mentioned above. 

+ .7 



In the same agreement and under the conditions indicated, the parties
shall waive access to the currency market they could have been entitled 
to by the respective "credit" and commit themselves to return, to Banco 
Central de Chile, the corresponding Certificaie referred to on Chapter XIV 
of the Compendium, for its amendment or inurilization, whichever the case 
may be. 
In the event that the "credit" should correspond to a part of a non
restrucrurable instrument, or that the document containing the obligation 
be intransferable by simple delivery or endorsement, the creditor(s) of the 
debt, registered as such with Banco Central de Chile, shall also concur 
to the execution of the agreement mentioned above, where the agreement. 
for all purposes, must contain, in case of parcial cession of the same 
"insnument", the same date of execution, maturity profile, interest rate 
and other conditions and terms agreed to for the oiginal instrument. 
The provisions contained in letter b) of Title 11 of letter G of Chapter XIV 
of the Compendium shall be complied with upon executing the agreement
referred to in this number, and fulfillment of the agreements that gave 
rise to the corresponding obligation shall be required. 

6. 	 In order to decide upon the applications submitted to do business under 
the protection of the present Exhibit, Banco Central de Chile may request 
from the Superintendency of Banks and Financial Instirutions or from 
other appropriate entities, the reports deemed necessary to adopt its 
decision. Banco Central de Chile may accept or reject inv-s_n: .pp:;
cations without stating a reason. in case an application is approved,
the corresponding authorization shall establish the terms and cnndtions 
ruling the operations described in this Chapter. 

7. 	The operations carried out under the provisions stated in this Exhibic shall 
be ruled, also, by those established in Chapter XVIII of t1e Coimpendium, 
except for those contained in letter b) Nr. 2 and in numbers I, 4, 5 and 6 
of the above mentioned Chapter. 
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Exhibit Nr. 5 
Acquisition of External Debt Instruments subscribed by Banco Central 
de 	Chile towards mortgage debt payments 

1. Natural and juristic person indicated in Nr. 2 below, hereinafter, "Debtor(s) 
may, for one d=me only, acquire Chilean external debt instruments referred 
to in letter b) of Nr. I in this Chapter, bereina'ter, the "instrument(sy',
for the exclusive purpose of applying them towards total or partial payment 
of mortgage obligations corresponding to one real estate property, that
they hold with banking firms or financial enterprises, as long as the
requirements and conditions established in this Exhibit are fulfilled. 

2. "Debtor(s)" are personsthose holding mortgage loans in force as of 
February 29. 1988, of the type described in the previous number, whether 
or not the loans had been financed through the emission of letters of credit. 
For that purpose, "Debtor(s) are the foilowing: 
2.1 	 "Debtor(s) holding reprograrned obligations or those that, having

qualified to be reprogramed. as described in the Executive Committee 
Agreements of Banco Central de Chile Nr. 1517-01-830620, 1583-01
840705 or 1589-01-840803, or Its substitutions executed according 
to Agreement Nr. 1719-02-860321; 

2.2 	 "Debtor(s)" whose obligations have been reprogramed under Agree
ments Nr. 1507-01-830412 and 1578-01-840622; 

2.3 	 "Debtor(s)" of loans acquired by banking firms or financial enterprises
fomr Asociac16n Nacional de Ahorro y Prestamo (National Savings
and Loans Association) and were reprogramed, or qualified to be 
reprogramed, under Agreements Nr. 1518-04-830622 or 1594-20
840829, and did not make use of the benefits established in Decree 
Law Nr.3,480 of 1980; 

2.4 	 "Debtor(s)" who qualify as benefitiaries of the Housing Subsidy
System regulated by Supreme Decree Nr.188 (Housing and Urbanism), 
of 1978, and its amendments; by S.D. Nr. 351 (H. and U.), of 1980
and its amendments, and by Articles 16 	 and 18 of S.D. Nr. 268 
(H. and U.), of 1975, and had obtained the complementary mortgage 
loan prior to December 31, 1985, financed or not with ierters of credit,
from banking firms, financial enterprises, or by SERVU (Service of 
Housing and Urbanism). In case concerning loans granted by SERVIU,
only those loans whose collection is trusted to a banking firm,
who will execute the acts described in Nr. 4 of the present Exhibit. 
as long as it is authorizad to do so by said Service and the mandate 
referred to in said Nr.4 be granted by the debtor. 

2.5 	"Debtor(s)" of banking firms and financial enterprises whose obliga
tions were contracted originally with SERVIU, prior to Decen'.--r 31, 
1985. 



0 

2n 

3. 	 Each "Debtor" may acquire "instuments" for a value not exceeding, in
capital or outstanding capital. USS 6,000 (Six thousand dollars U,' the 
United States of America) or its equivalent in foreign currency, plus the
corresponding accrued or outstanding interests, calculated as of the date 
the "instrument" is acq.trred. or for an amount equivalent to the out
standing pan of the loaj if the latter is lower than the indicated value. 
For 	 the purpose of detea-ining te margin referred to, joint mortgage
loans associated to the same real estate property will be considered, and 
the 	 type of exchange and parities used shall be those established in 
Nr. 6 of Chapter Iof the Compendium of I'ules on International Exchange,
in 	force on the day prior to the date of presentation of the corresponding 
application to Banco Central de Chile. 

4. 	"Debtor(s)" wishing to apply to the norms contained in this Exhibit shall 
forward an application to the Direction of Operations of Banco Central 
de Chile prior to July 30, 1988, through a crediting banking firm or 
financial enterprise. On said application, the "Debtor" will grant authori
zation to the respective banking firm to perform, subject to the approval 
of the application, the following actions: 

4.1 	 Acquire, directly or through wird parties, the corresponding 
"instrunent(s); 

4.2 	Apply to Banco Central deChile for the substitution of the "instrument" 
for the negotiable instruments indicated in Nr. 6 of this L._i-bit, that 
will equal 100% of the value of the "nstrument(s)" that will be 
exchanged, including capital or outstanding capital, plus accrued 
and outstanding interests, calculated as of the date of substitution, 
at the type of exchange and parities described in Nr. 3 above; 

4.3 	Sell to third parties the negotiable instruments received in exchange 
or purchased for the self, both instances in cash and in pesos, Chilean 
domestic currency, and according to market conditions. In cases of 
sale or purchase of these instruments received in exchange, instruc
tions should be imparted to the monetary entity for the simultaneous 
application on its part of the pesos, national currency, received. 
towards the payment of the following obligations according to the 
prionry listed below: 
4.3.1 	 To the Commite referred to in Nr. 5 of this Exhibit. 
4.3.2 	To the loan granted by the mandating entity, if it had granted 

the "Debtor" financial means to acquire the "instrument". 
4.3.3 	To the outstanding part of the mortgage loans that, associated 

to the same real estate property, gave origin to the oreration, 
as long as the corresponding mora be pnor to February 29, 
1988. 
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a4.3.4 	 To the anticipated payment of th, loans that gave origin to the 

operation. When referring to loans under Agreements Nr. 1517
01-830620; 1583-01-840705 and 1589-0144080, however, 
said payment shall not exceed 15% of the outstanding capital
of 	the loans referred to; where the remaining part. If there isany, shall be destined to the advance payment of the 'maturity 

extensions" brought about by the cited agreements. 

5. 	 Banking firms and financial cnterprlses participating in the operations 
described in this Exhibit. are authorized to charge the "Debtor" a fee 
of up to 3% of the sales value of the negotiable instruments described in 
Nr. 6 of the same. Said fee shall be the only retribution for services 
rendered and expenses incurred, including financing and tax expenses 
generated by the whole operation, be it by the banking ent"cy itself or by 
third parties acting at the latter's request. 

6. 	 Banco Central will substitute all the "Instrument," acquired by Banco 
Central de Chile Readjustable Promissory Notes (P.R.B.C.), bearing the 
cha-.cristics and denominations described in Chaptem IV.B.7 and 
P/.B.7.l of the Compendium on FinancWl Norms. 
Fifty percent of the total amount undergoing substitutior will be exchanged 
for P.R.B.C. of 180 days maturity, and the remaining 50% for P.R.B.C. of 
365 days maturity, which, in both cases, shall earn interests at the rates 
in force for these instruments at the time of substitution. 
If a balance existed remaining to be substituted, due to the denominations 
of P.JLB.C., it will be paid in cash. 

In the event that the maturity dute of such P.R.B.C. were to fall on a bank 
holiday, the instruments referred to will be issued for a date corresponding 
to the following bank day. 

7. 	 Banking fthms and financial enterprises receiving payment from their 
"Debtor(s)" according to the mechanism foreseer in the present Exhibit, 
shall waive, when it be the case of an advance payment, the collection of 
a foe and of interests corresponding to one quarter, as referred to in Article 
95 of the General Law of Bunks. Moreover, being the case of a debt on 
default, they shall waive collection of those interests that exceed current 
Interest, applying the concept of defrult. 

S. 	 Banking firms and financial enterprisea, in order to operate through this 
systm, shall accept the applications of all "Debtors" desiring to apply to it. 
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9. 	 Banco Central do Chile will regulate the periodic ai-ount of the operations 
liable to be carried out according to the present Exhib.. for which banking
firms and financial enterprises shall present "global applications" for 
figures no lower than the equivalent of US 500,000 (Five hundred 
thousand dollars of the Unitad States of America), using, to that effect, the 
type of exchange and parities established in Nr. 3 of this Exhibit. 

10. 	 The operations carried out according to the provisions contained in this
Exhibit shall be sub)ect, each and every one of them to the general rules, 
conditions and obligations contained in Chapter XIII of this Exhibit,
without exception of the rules contained in letter b) of Nr. 2 and Nr. 3. 
4. 5 and 6, and to special rules contained in this Exhibit, where the latter 
prevails in case of conflict within the same, 

11. 	 The Direction of Operation of Banco Central do Chile is empowered to 
dictate the norms that are necessary for the implementation of this Exhibit, 
to grant special authorizations required according to the terms contained 
in it, and control and supervise the execution of such operations. 
The Superintendency of Banks and Financial Institutions, in the use of 
Its faculties, will dictato the accoun'ting and control norms as required. 
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Operative Rules 

Exhibit Nr. 5 

Acquisition of External Debt Instruments subscribed 
by Banco Cenfralde Chile towards payment of 
mortgage loans 

1. Debtor(s) defined in Nr. 2 of Exhibit Nr. 5 wishing to benefit from its 
provisions shall subscribe a mandate on behalf of the respective crediting 
financial institution, in order for it to present the corresponding applica
tion to the Direction of Operations of Banco Central de Chile and. having 
obtained the respective authorization, continue carrying out the actions 
and contracts referred to in Nr: 4 of the same Exhibit. This mandate 
constitunng, at the same time, the application to enter into the system. 
shall be filled out according to the model enclosed that constitutes 
Form Nr. 1 of these Rules. 

2. 	 Financial institutions, having received a number of mandates from their 
customers so as to complete a "Global Application" amounting to no less 
than USS 500,000 according to the provinions contained in Nr. 9 of Exhibit 
Nr. 5 above, shall fill out Form Nr. 2 of tbew Rc A called "Global AppLica
tion" in duplicate and submit it to Man ,.nt of E=l Financing 
of Banco Central de Chile, enclosing a magnetic tape containing the details 
of each operation iztending to be sub)ect to the provisions contained in 
this Exhibit, prepared according to technical specifications contained in 
the chapter -Technical Specifications" of these Rules. The mandating 
financial entzrprise shall be held fully responsible for the accuracy of this 
information. 

3. 	External Financing Management will receive said "Global Application", 
stamping the date, hour of reception and number assigned. The latter 
shall be an only and correlative number for all the financial system. On the 
day following the reception of each of the "Global Application" forms, at 
the latest. Management of External Financing shall express its conformity 
to the financial enterprise or raise the corresponding ob)octions. 

4. 	Management of External Financing shall reject an individual application 
when the information included in it contain eirors or be incomplete. In 
such case, that application will be eliminated from the magnetic tape and 
will not be included for the purpose of calculating the respective margin. 
The former, notwithstanding the fact that said individual application be 
included in a new global applrcAtion after the correction of the facts 
originating its re)ection takes place. 

On the other hand, a "Global Application" will be rejected when the figures 
stated on the tape be inconsistent. or else they be illegible, for not 
complying with the specifications. 
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5. 	 Management of External willFinancing periodically notify mandating
institutions concerning which "Global Applications" comply with the 
margin to carry out the operation within a period of time that will be 
notified therein. 

6. 	 The mandating firm. having received this notice, shall carry ont. onbehalf of its mandator(s), the acquisition of External Debt instrument(s)
for the total amount authorized. The exchange of these instruments for 
Banco Central de Chile Promissory Notes, according to the conditions 
established in Nr. 6 of Exhibit Nr. 5, shall be requested to Management ofExternal Financing of BaLco Central de Chile, for which it shall present
the respective Credit Schedule, Assignment Agreement other correor 
spondinj documents to that Management within the period of time the 
margin is in force. 

7. 	 The Management of Monetary Operations of Banco Central de Chile,
within two bank working days counting from the day the corresponding
exchange application is received, shall make Banco Central de Chile
Promissory Notes (P.R.B.C.), issued with the maturity dates established for 
them, available to the mandating entity. 

8. 	 Mandating institutions shall, for the purpose of controlling extinguishing
external debt, send to Management of External FinancLig, within 5 bank 
working days after the exchange referred to in Nr. 6, Form Nr. 3 "Informa. 
tion on Chapter XVIII Operations Exhibit Nr. 5". 

9. 	 The mandating entity shall proceed, complying with the mandate received,
to sell the P.R.B.C. or purchase them for the self, applying, at the same
time, the domestic curmency produced in the manner established in
Nr. 4.3 of Exhibit Nr. 5, for payment of the obligations described by the
debtor on its Mandating Application. 

10. 	The respective mandating financial institution, within the first ten bank
working days of each month, shall provide Management of Domestic
Financing of the Direction of Operations of Banco Central de Chile.detailed arcount of the application of the resources in domestic currenc
resulting from the sale of the P.RLB.C. towards the ends established ir
Nr. 4 of Exhibit Nr. 5 for each one of the operations carried out during the
preceding month. This information shall be furnished on a magnetic tape.
complying with the technical taping specifications contained in chapter 
"Technical Specifications" of these Rules. 
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MANDATING APPLICATON 
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FORM Nr. 2 

GLOBAL APPUCATION 

Nr. 
REF.: Chapte XVIII C.R.I.E. Exhibit N. 5 
SUBJ.: Submit& Appicabtio 

MUM 
BANCO CENTRAL DE CHILE 
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in Ext:t We. 5 of Chqltu XVIII of Vwe Compendiixn of Rules on Ifnamatbroa Exdwqe. The malafifr Joi. 
pevous refee . ua been extnded acordkg toe r osis iucudd in Nr. 4 of said EOvdit.w pt 

Additonaly. we enclose magnestic PtsnWW~o bsboor aid ointaking fte hdofrna
tion requasted in fe OpwA Rules of Exiib N. 5. as to,-:" 

Nr. AppWations Total Amount in __.P. 

TotaJ Amount in I.V.P,
(Average Value Inde.) 

MAn" ymv appoval aidr observatons, we remain,
Show yourm oe~v ma 

Nwmm"d Sarwu em.F Endly 

Magnefti Twoe NW._______ 
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FORM. Nr. 3 

INFORMATION ON CHAPTER XVIII 
OPERATIONS - EXHIBIT 5 

INTERVENING MANDATING ENTITY 
Globa Application Opraton Nr. 

Authodztion Date Manny Term 
Fill out only one form for all operatons beanng the same authorization Claw grnted by BMW Coia 
do Chle. 

1. DETAILS CF THE EXTERNAL DEBT INSTRUMENT 
DIRECT DEBTOR: Banco Centrl de Chile 

ACQUIRED FROM: 

TYPE OF DEBT 
Restncuxing 
New Mo ey 

83/84 
1300 

867 
78o 

87,1 
785 

TYPE OF DOC. 
- Credit Schedule 
- Pmrsory Noft 

Nr. DOC. 

Otmef 
- Assin. Agrawmt 
- Ot er 

INTERESTS 
_ 

Six-nonlly Akja _ _ Ote 
Raw %in form'w ijgy accumutated 

u of dayof purcas. USS 

2. DETAILS OF Th-E ACQUISITION ABROAD 
VALUE PAID INF/CAmount of cap"t in USS Pnce % US$

Amountm st in US$ Pnce % USS 

3. DESTINATION OF THE ACQUIRED INSTRUMENT 
100% Capi US ___

100% Ifrm Us TC TOTAL S 
invested in B co Cenral PmMMSoy Noes 

AW* A4
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BANCO CENTRAL DE CHILE 

Chapter XIX 
Compendium of Rules on International Exchange 

INVESTMENTS WITH 
FOREIGN DEBT 
INSTRUMENTS 
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Chapter XIX 

investments with Foreign Debt Instruments 

The persons listed below are hereby authorized to conduct international 

exchange operations under the terms and conditions described herein: 

1. 	Natural or juristic persons, whether Chilean or foreign, resident in the 
country or domiciled abroad, may carry -ut investment operations in Chile 
subject to the provisions cantained in this Chapter, as long as prior 
authorization from Banco Central de Chile has been obtained, and that 
such investment are carried out using domestic currency resources 
resulting from the application of debt instruments, called "instruments" 
hereinafter, that meet the following requirements: 

a) 	The instruments must evidence the existence of an obligation 
denominated and payable in foreign currency abroad and have an 
original or extended maturity exceeding 365 days; 

b) 	The instruments must have been executed, as direct obligor. by the 
Treasury, by Banco Central de Chile, by "public sector entities", by 
COIRFO (Corporacion de Fomento de la Produccion), by banking firms 
or financial institutions authorized to operate in the country, or be 
instruments subscribed by natural oriuristic persons resident in Chile, 
other than those listed above, provided such instruments have been 
pledged prior to July 1st. 1985, witHout limitations as to time, occasinn, 
amount or person involved, by CORFO or banking firms or financial 
institutions authorized to operate in the country. 
For the purposes of mis paragraph, the term "public sector entities" 
includes all departments, institutions and firms ivfferred to in 
Article 2 (a) of Law Nr. 18,233, including Corroracion Nacional del 
Cobre (CODELCO), and the organizations described in Article 11 of 
Law Nr. 18,196, excluding Banco del Estado de Chile. In turn, the 
capacity of guarantor shall be show, when appropriate, in the 
respective "instrument" and, in the case of external credits under 
Articles 14, 15, or 16 of the Law on International Exchange or loans 
associated to Decree Law Nr. 600 of 1974 and its amendments with 
the corresponding inscription with Banco Central de Chile. 

yj
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.t A 2. The persons referredresolutions contained to under Nr. I above wishing to makein this Chapter should use of thesubmit an application toInternational Division of Banco Central de Chile, in order to obtain theauthorization referred to in the previous paragraph, that contains at leastthe following information and includes the documents listed below:
a) Identification of the applicant(s) and, when the case be. of themandating parties acting on behalf of the former, including the documents to prove such representation;
b) Information on the applicant(s) concerning, at least, the activity, lineof business or object, capital, volume of operations, if (s)he carries outbusiness in or with Chile, if (s)he holds investments in Chile under the"foreign investment regime", such as D.L 600 of 1974 or its amendments, Articles 14, 15, or 16 of the Law on International Exchange or the 

norms contained in this Chapter;
c) The individualization of the "instrument(s)" that will be subject to theoperations described in this Chapter, as well as information concerningthe "credits", that is, the full or partial amount of capital or remainingcapita; of the "instruments" and, if be the case, of the interests accruedor pending payment that will be destined, in the manner de3crib ed inthis Chapter, to carry out the investments authorized by Banco Central 

de Chile. 
When called for, proof of guarantor status as described in letter b) ofparagraph I of the present Chapter shall be provided and. in case theperson submittng the application differs from the creditor of the"instrumenr' registered as such with Banco Central de Chile, anapplication to obtain the authorization to make the corresponding
change of creditor on the "credit" 

d) A detailed account of the destiny that will be given, directly or indirectly,to the resources that will be invested in the country under the provisionscontained in this Chapter, indicating the period of time requiredthe materialization of the necessary operations, 
for 

on and the commitnentthe part of the applicant in submitting to prior authorizationBanco Central byde Chile, any modification that the destiny of saidresources may undergo, diretly or indirectly, during the first yearstarting on the date the original investment is actually made. 
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R - In case the foreseen investment is meant to be carried out through an 
agency resident in Chile that receives the corresponding contribution, 
indication shall exist whether the agency will be formed exclusively 
for that purpose or whether the agency already exists, in which case, 
information shall be included concerning, at least, the object or line 
of business, capital, volume of operations, and if it already receives 
other contributions subject to "foreign investment regime"; 

e) Copies of the agreement authorized, by a competent Notary Public 
or other recording officer and the irrevocable orders contained, 
respectively, in numbers 3 and 4 of the present Chapter, when it 
corresponds, aind 

f) 	 The application must contain expressed acceptance by the applicant 
of the rules contained in this Chapter, and of those established by
the corresponding authorization of Banco Central de Chile. 

3. 	The persons desiring to carry out investments under the provisions 
contained in this Chapter should subscribe, prior to its formalization, 
an agreement authorized by Notary Public or recordirg officer consigning 
them as creditors or future creditors of the respecti,- "credit", if the case be, 
in conjunction with the pertinent debtor(s) of the sarn'e, registered as such 
with Banco Central de Chile, including'the guar--.tjs) of the obligation 
who agree to concur to its subscription. In said agreement, under the 
condition that the authorization referred to in number 2 above be 
authorized by Banco Central de Chile. the parties should agree to: 
a) 	 That the docturnent that expresses the "credit" shall be paid in Chile, 

immediately and upon surrendering the document, cash. with or 
without discount, in pesos Chilean domestic currency, or 

b) 	 That, alternatively, said document will be agreed to be substituted in 
Chile by one or more instruments such as mortgage bonds, promissory 
notes, contract recorded with notary public or other negotiable bearer 
instruments that shall only be denominated in pesos Chilean domestic 
currency or in Unidades de Fomento. that can also include agreement, 
optatively, to modify the amount of the debt, the interest rate. the
maturity date or other conditions of the obligation. 

In the same agreement referred to, and under the conditions already 
established, the parties must waive access to the currency market that 
corresponds to the respective "credit" irn. in pertinent cases, the debtor 
must make a commitment to return to Banco Central de Chile. at the time 
of the immediate payment of the "credit" or cashing of the instruments, 
whichever the case be. and through the mandating entity referred to in 
Nr. 4 below, the respective Certificate descnbed in Chapter XIV of the 
Compendium of Rules on lnternational Exchange. for its inutilization or 
amendment, whatever the case may be. 



In the event the "credit" corresponds to a part of an "instrument" 
corresponding to non-restrucrurable debt. or the document that expresses
the obligation be intransferable by simple deliverycreditors registered as ur endorsement, thesuch with Banco Central de Chile shall also haveto concur to the celebration of the agreement described, that shall contain
word, in case of partial cession of the same "instrument",establishing that
the part of the obligation that was not purchased will keep, for all purposes, the original date of contraction of the debt. its matunr profileand the interest rate and other conditions included or agreed to in the 
"instrument". 
Upon the celebration of the agreement referred to in the previousparagraphs, it is necessary to remember to comply, when applicable, withthe rules contained in letter b) of Title II of letter G of Chapter XIV of said
Compendium, as well as with the agreements that gave rise to the 
corresponding obligation. 
Subscription of the agreement referred to in this number will not berequired when the respective "instrument" had been signed, as direct
obligor, by Banco Central de Chile, in which case the corresponding"credit" will be substituted by one or more of the instruments described
in Annex I of this Chapter, in' the form indicated in it. In any case, theinvestor(s) may convene with s~'id Institution that the rates applicable to
the instruments that, according to Annex Nr. I of this Chapter, sutstitute
the "credits" rates that are in force at the time of the respective conventio 4 

4. The persons wishing to carry out investments through i'ae applicatio,subject to the rules contained in this Chapter, of "credits", shall havepreviously granted irrevocable mandate to a banking firm authorized toconduct operations in international exci.-ne in the country so that it.subject to the approval by Banco Central de Chile of the applicationdescribed in Nr. 2 of this Chapter, and acting on behalf and in representation of the mandator, request the Issuing Institute to exchange the"credit" for the instruments referred to in Nr. I of this Chapter. in case the
"instrument" had been subscribed by the Issuing Institute named above as direct debtor, or, in the cases left, proceed to collect the obligation from
the debtor or to someone obliged to pay, or :o request from them thesubstitution of the "credit" for new instruments, depending upon the
decision contained in the respective agreement. 
In the event the "credit" should be exchanged for other instruments. theirrevocable mandate should expressly instruct, besides, the mandating
aesncy to take, prior authorization from the Head of Operations of Banco
Central de Chile, one of the following courses of action: 
a) Contribute the new instruments received !o an entity residing in tne 

country, so that the larter apply the instruments to purposes authorzed 
by Banco Central de Chile; 
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b) Give or receive, in payment of goods representative of the investmentsauthorized by Banco Central de Chile, the new nsmunents received in 
exchange. or 

c) Sell to third parties the new instruments received in exchange orproceed to acquire them for itself, in both instances, cash and in pesos 
Chilean domestic currency. 

In the cases of "credit" collection or purchase or sale of the new instru
ments received in exchange, the above mentioned mandate shall include
instructions to the mandating entity to apply the pesos Chilean domestic 
currency received, prior authorization from the Head of Operations of 
Banco Central de Chile, to carrying out investment operations authorized 
by said Issuing Institute and to, in rase such operation may not be carried 
out immediately, and while authorized investment operations are being
perfected, retain the product of the collection or sale, depending upon the 
case, and apply said resources to the following: 
- Constitute sight drafts or term deposits in a banking firm establishedin 

Chile. that could be the same mandating entity. Such deposits could be. 
if the rules applicable to them so permit, subject or nct subject to 
readjustment according to the variation experienced by the Unidad de 
Fomento or the type of exchange and with or without interest; 

- Purchase subject to resale of Discount Promissory Notes of Banco 
Central de Chile; Readjustable Promissory Notes of 1anco Central de 
Chile subject to Floating Interest Rates; Discount Promissory Notes 
issued by the Treasury of the Republic and Readjustable Promissory 
Notes of the Treasury of the Republic. 

These resources can only be drawn prior authorization described above,
with the exclusive purpose of applying the capital. together with the 
readjustments and interests they may have generated, t'. the materializa
tion of authorized investments. 

In the event that the new instruments received in exchange or the resources 
that will be invested in Chile be contributed by an entiy resident in t! 
country, in order that the latter carry out investments authorized by Banc.
Central de Chile, said entity shall grant, in rum, an irrevocable mandate to 
a banking firm authorized to operate in the country so that she, previous
authorization from the Head of Operations of Banco Central de Chile, and 
acting on behalf of the mandator, apply such resources to the materializa
tion of said investments or transfer to third persons the new instruments 
or receive them for itself, in payment of goods representative of the invest
ments authorized by the Issuing Institute named above, or else. collect 
them from the respective debtor. sell them to third parties or purchase them 
for the self, in all cases cash and in pesos Chilean domestic currency. 
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Ii
4 In the cases of contribution of resources or collection or sale of new1...% instruments, this mandate shall include instructions so that the mandating 

entity proceed to retain said resources or the product of said collection
% or sale, and apply the respective amounts to constitute sight drafts or termdeposits andor apply the resources to repurchasing. subject to the sameconditions and purposes described in the previous paragraph.

5. 	 Under no circumstance can the sum received in payment from the obliyorfrom any party under the obligation to pay the "credit", or the equivalent
of the new instrument(s) received ins exchange, or the pnce of its sale orcontribution, exceed the amount of the "credit", that is, the value of thecapital or the outstanding balance of the capital, including interestsearned and outstanding payment, calculated to the date of the respective
operation. 

6. 	The applications for investment inside the country subject to the presentChapter that are submitted to Banco Central de Chile according to theniles contained in Nr. 2 above, may be approved or rejected without
exprescing cause by Banco Central de Chile. 
Notwithstanding the above, Banco Cer)rral de Chile may condition
approval of the application to authorize investment to the fulfillment, onthe part of the applicant or of the enn ri receiving the contribution, ofcertain requirements, in the time penod. term and conditions defincd ineach case, that, in the way of illustration, may include the requi;ement
to carry out part of the investment with the produ.t of the sale of freelyconvertible foreign currency. These conditions must be expressly acceptedby the applicant or the receiving entity mentioned above, depending upor
the case. 
Upon the approval of an investment application, Banco Central de Chile may authorize, using the power granted by A-ricle 15 of 	the Law onInternationa! Exchange, and responding to a direct request on the pan ofthe applicant, access to tho currency market in favor of the latter to
transfer abroad its capital and the net profit it may generate, under the
following conditions: 
a) Capital may not be remitted before a period of ten years has elapsedfrom the date the investment or contribution actually takes place,which shall be evidenced by the investor to the Operations Division

of Banco Central de Chil-! within 30 days from the date the action is 
completed; 

,-. 



b) 	 Remittance of any net profits generated by the investment during thefirst four years from the date the investment or contribution takes place, 
may only be carred out by the applicant after the same period of fouryears has elapsed. In any event, such net profits may be rerittedstarting on the fifth year, in annual percentages that may not exceed25% of the total amount. The limitations above will not apply to netprofits obtained from investments 
Should 	

made from the fifth year onwards.the investor decide to reinvest the profits generated by theinvestment, such reinvestment may not be remitted during the first fouryears from the dale of finalization of the original investment. Any netprofit obtained from the reinvestment of profits carrid out during thefirst four years may only be remitied once the same period of four yearshas elapsed. Such reinvested profits and the assoziated net profitsmay be remitted as 	 from the fifth year. in annual percentages notexceeding 25% of the total amount thereof. The above limitation will notapply to reinvested profits as from the fifth year, nor to net profitsarising from such retnvestnents; 
c) 	 Net profits may Ihc remitted, if and when the abo',e requirements aremet and at L'e t:imes specified above, only to the ex',ett that they appearin the duly audited balance,sheet for the relevant fiscal year. In thecase of persons not required to keep bookkeeping records, such profitsshall have to be proved to the satisfaction of Banco Central de Chile.
d) 	In the case of investments made through contributions to an org3nization resident in Chile, the investor(s)' interest in the recipient organLzation, for the purposes of remitting capital and profits abroad, will be
deemed to be that stated in the relevant resolution of the ExecutiveCommittee of Banco Central de Chile authorizing the investment;e) 	 The necessary foreign curreticy to carry out total or partial remi' ncesof capital may only be purchased with the proceeds of "al or partialdisposal of the assets or rights that are rep, enlative of the investment, or of the partial or total disposal or liquication of the venturespurchased or created with such investment; andf) 	 The rate of exchange applicable to the remittance of capital and profitsabroad shall be the type of exchange freely agreed by the investor andany banking organization autho."zed to engage in international 

exchange operations in Chile. 

• ,) 



jR ,7. 	 Obligations associated with the "credits" applied to carrying out au
thorized operations pursuant hereto shall have no access to the system 
for the payment of obligations established in Chapter XIII of the
Compendium, or to the system contained in Resolution Nr. 1672-11-850821 
of Banco Central de Chile. 

8. 	 In case any investment operation carried out according to the rules 
contained in the present Chapter does not take place in accordance to 
these provisions and subject to the conditions provided in the relevant 
authorization granted by Banco Central de Chile, or any amendments that 
may be agreed thereafter at the request of the investor, the following
provisions will be applicable: 

a) 	 If the change of creditor, if the case may be, does not take place in the 
specified period cr manner, the foreign investment authorization 
will become null and ",id. The same will apply if,without a charge 
of creditot, the investor fails to make inmely collection of the "credit" 
from the relevant obligor or from any of the parties obliged to make 
payment, or to require from them the substitution of the "credit" for new 
instruments, in the manner provided for the operation; 

b) 	 If, after proceeding to the change of creditor of a "credit", the coilection 
or replacement for other instruments does not take place in the period
of time or the manner provided for to carry wit the operaron, the 
obligor and the parties called on to pay for the respective obligation, 
as 	well as the creditor himself, will lose access to the foreign currency 
market that may correspond to its service, and 

c) If. after the collection or replacement of the "credit" by other instru
ments, takes place and the investment authorized by Banco Central de 
Chile does not take place at the time and under the conditions estab
lished for that purpose, or the final application of invested resources 
is misrepresented, in the course of the first year from the date the 
original investment was completed, without having obtained prior
authorization from Banco Central de Chile, the applicant shall forfeit 
access to the foreign currency mar.ket he may have been granted' to 
remit abroad the capital and net profit that had been generated by the 
investment. 



0 _a. 9. Persons carrying out or taking part in operations that ire subject to tconditions described in the 	present Chapter shall make sure that 
.actions denving from its application comply fully with the provisio 

contained herein.10. 	 Notwithstanding the rules contained in number 8 above, violations to &.
Chapter ma' be penalized in the manner described in Chapter XXrV 
the Compenuium. 

11. 	 The Operations Division of Banco Central de Chile is authorized to esta
lish the necessary procedures to control and supervise operatiot
conducted according to these rules and to grant any special authonzatt
required, pursuant to the term: contained in the Resolutions throucwhich the Executive Commirtee of Banco Central de Chile authorizes at 
such operations. 
The Superintendency of Banks and Financial Institutions, usingpowers, will issue any relevant accounting rules and comptroll
regulations. 

12. 	 Persons who own Chilean eternal debt instruments according to Nr. 
of this Chapter and who.'also, fulfill the requirements and condiriorcontained in Exhibit Nr. 2 of the same Chapter. may apply such instn! 
ments to carry out operations described in said Exhibit. 
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Exhibit Nr. I 

Investment with Foreign Debt Instruments executed by 
Banco Central de Chile as direct obligor 

1. 	In case persons described in number I of Chapter XIX of the Compendium 
of Rules on International Exchange having obtained authorization from 
Banco Central de Chile to carry out investinents inside the country 
pursuant to the provisions stated in the document mentioned above, of 
instruments subscribed by Banco Central de Chile as direct obligor. 
shall submit a request to Banco Central de Chile through the agent 
organization referred to in paragraph 4 of the mentioned Chapter, after 
proceeding to the change of creditor of the "credits", if needed, with the 
purpose of replacing such instruments by one or more of the following: 

a) 	 Notes to bearer issued by Banco Central de Chile, denominated in 
dollars of the United States of America and payable in Chilean pesos 
domestic currency, in an amount equal to the amount of the "credits", 
maturing at the end of a period of ten years from the date of such 
replacement, earning interest payable in six-monthly installments in 
Chilean pesos domestic currency, as shown in the following schedule 
for the periods starting on the date of issue: 

Penod 	 Annual Intermsi Rate 

For the first six months That of the original instrument 
For the second six months LIBO + 0.75% 
For the third six months LIBO + 0.25% 
From the 19th month 
to maturity 	 LIBO - 0.5% 

b) 	Negotiable bearer instruments issued by Banco Central de Chile, 
denominated in Unidader de Fomento, in an amount equivalent to the 
amount of the "credits". The capital maturity date for these instruments 
will be of fifteen years starting on the day the substitution was made, 
interest payable on a six-monthly basis and equal to the weighted 
average rate for indexed 90 to 365-day borrowing in the fin incial system 
(TIP), reduced by 1.1% per annum. 
The holders of notes to bearer referred to in letter a) above may, at 
any time during the first eighteen mouths startina on the date the note 
was issued, cash these instruments in Banco Central de Chile for 
negotiable bearer instruments of equal value described in letter b) 
above. 

2. 	 Concerning the rules contained in Nr. 1 above, the following applies: 

a) 	 Relative to currency conversions taking place in these operations, the 
type of exchange and the panties referred to in Nr. 7 of Chaprer I of r-he 
CompendiLum are to be applier, without the exchange diffetential 
described in Lhe second paragraph of Exhibit I of the same Chapter and, 
when called for, the value of the Unidad de Fomento that is in force on 
the day the operation takes place. 



b) 	 The applicable LIBO rate (180 days) will be the one informed by 

International Management of Banco Central de Chile through its 
"Report on Foreign Currency Equivalencies". Likewise, the applicable 
TIP rate will be the one informed by Management of Studies of Banco 
Central de Chile, corresponding to pertinent operations canred out 
during the calendar monthi just prior to the day that marks the beginning
of each six-month period, that will be in force during the respective 
period. 

c) 	 The interest of the instruments described in Nr.I of this Exhibit will be 
accrued only up to the respective matur-ty date. 
For the purpose of calculating the amount in domestic currency that is 
considered in debt through bearer notes denominated in dollars, the 
applicable type of exchange will be the one described in letter a) of this 
Nr. 2. in force on the respective maturity date. 
For the purpose of calculating the value in domestic currency of 
negotiable bezrer instruments, the applicable value will be the one 
in force for the Unidad de Fomento on the respective maturity date. 

3. 	 Banco Central de Chile. when the market situation :n justifies, or when. 
due to eventual restructunng of the countrys external dtbt agrees to more 
favorable terms concerning capital obligation figures with cr:-riting foreign 
financial institutions, relative to debt's maturity dates cr applicable 
interest rates, is empowered to modify the terms and condition, of the notes 
to bearer or of negotiable bearer instruments described in 114r. I of this 
Ex.hibit. These modifications will be applicablu to insruments that are 
to be issued as of the date of the respective Resolution of the Executive 
Committee. 

4. 	 In actions not included in the present Exhibit, the operations described 
in it will be subject to the general rules contained in Chapter XIX of the 
Compendium. 



Exhibit Nr. 2 

Use of Foreign Debt Obligations for capitali=Lng 
Chilean investment companies 

1. 	Persons referred to in the following numl,,r, hereinafter "Investors" who 
hold Chilean external debt instruments described in Nr. I of this Chaptermay apply such instruments, in the manner described in this Exhibit,
towards the subscription and payment of shares issued by Chilean 
corporations, hereinafter "Investment Company", whose exclusive purpose
is to carry out investment in the country subject to the terms and conditions
established in this Exhibit. For the purpose of this Exhibit, these shares 
will be called "A" shares. 

2. 	 The Investors shall be juristic persons with residence and domicile 
abroad -established and organized suhject to the laws of their country of
origin or, organizations or international agencies, goverrunental or
paragovennmental agencies- whose net worth equals or exceedsUS$ 5,000,000 (Dollirs of the United States of America), or its equivalent
in other foreign currencies, and which are not controlled directly or
indirectly by persons of Chilean nationality or residing in the country. 

3. 	 The operations referred to in this Exhibit may only be carnied out after 
obtaining the respective authorization fror,m Banco Central de Chile thatrequires the presentation of the following in' ormauon, to the satisfaction of 
Banco Central de Chile: 

a) 	 Identification of the Investors w.',c will subscribe and pay the capital
of the Investment Company :and, when appropriate, of the agent(s)
acting on behalf of the Investors, including documents backing their 
authority; 

b) Information concerning the activity, purpose, line of business, capital
and net worth of the Investors. Such capital and net worth shall be
evidenced with the entity's latest balance sheet or, alternatively, through 
a duly audited financial statement dated not more than 90 days prior to 
the submission of the application;
 

c) 
 A draft of the proposed by-laws of the Investment Company that should 
include, at least, the representations established in this Exhibit. 
A legalized copy of the by-laws should be submited to Ba-co Central,
de Chile within 60 day!s starting from the date the author=.(ion
referred to in this number is granted. 

d) Identification of the persons who shall be named legal representatives
of the Investment Company; 

e) Information relative to whether the applicants hold investments inthe country under the existing "foreign investment regime", such as: 
D.L 600 of 1974 as amended, Articles 14, 15 or 16 of the Foreign
Exchange Law or the rules of t1_is Chap:er XLX 
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;p.
 
oI)A listing of the "debt instrument(s)" that will be applied to carry outthe operations referred to in this Exhibit, as well as a description of 

the "credits", that is, total or partial amount of the principal amount 
of the "debt instruments", and, when applicable, of the accrued andunpaid interest, that will be used, in the manner specified in thisChapter XIX and in this Exhibit, towards investments authorized byBanco Central de Chile. 
Evidence should also be 	included, when applicable, concerning theguarantor status T"eferred to in letter b) of Nr. 1 of this Chapter XIX 
and, if the applicant is a person other than the cred.zor of the "debt
instrument" registered as such with Banco Central de Chile. a requestfor the approval of the .rresponding change of creditor appearing on 
the "credit"; 

9) Copy. executed before a Notary Public or recording officer of the 
agreement referred to in Nr. 3 of this Chapter XIX in the understanding
that it will be subject to the approval indicated above; and 

h) 	 Copy of the Power of Attorney that the Investors may have issued 
pursuant to Nr. 4 ".fChapter XIX, whereby they instruct the agent toproceed, within a maximum of 60 days starting on the date the approval
indicated in this number. is granted, to contribute to the capital of 
the Investment Company the lawful domestic currenc,'; obtained inpayment of the "credits" or to deliver, as contribution, the instruments 
that may have been received in exchange for the "credits", or the lawful
domestic currency received in payment of such instruments; and 

i) 	 The applicant(s)' expressed acceptance to the effect that they submit 
to the provisions of this Chapter XIX and its Exhibit 2, as well as to
those e.stablished by Banco Central de Chile in the corresponding 
authorization. 

4. 	 Notwithstanding the requirements contained in the previous number, the
Investor(s) who undertake the task to contribute, collectively, to the
Investment Company at least one third of its minimum capital may submit 
a request to Banco Central de Chile to authorize -in principle- thepresentation of an application to qualify under this Exhibit and include
the following information to International Management:
 
a) 
 Identficztion of the Investors and their representauves;
 
b) The information described in letter b) of the preceding number;
 
c) 	 A draft of tha Investment Company's by-laws; 
d) 	 Information indicated in letter e) of the preceding number: 
e) 	 Express acceptarce of the applicants !o 	 be subject to the provisicns

contan2d L this Chapter XIX and its .xhibit Nr. 2, as well as to unose
established by Banco Central de Chile in the respective authorization; 
and 



*11!_AO0 	 The "Placement Memorandum" that is intended to be used for
promoting the placement of shares of the Investment Company. 

The authorization, in principle, mentioned above shall imply, concerning
the Placement Memorandum, that Banco Central de Chile has agreed,
solely and exclusively, to the representations of the norms and exchange 
operations applicable to the investment that are made therein. 

5. 	 The authorization referred to in the previous number shall be subject 
to the condition that, within 180 days counted from the day the same 
authorization was granted, all the information described under Nr. 3 of 
this Exhibit will be presented to Banco Central de Chile for its approval. 

6. 	 For the purpose of making a decision concerning the application subinitted 
to Banco Central de Chile to operate under this Exhibit, the Issuing 
Institute may request information from the Investcrs to the effect of 
establishing that they are not controlled, directly or indirectly, by persons 
of Chilean nationality or resident in the country, and from the Super
intendency of Securities and Insurance and from the Superintendency of 
B nks and Financial Institutions, and from other organizations and 
entities, the reports deemed necessary to adopt a decision. 

7. 	The Investment Companies that may carry out the operations described 
in this Exhibit must be established as closed corporations and their 
by-laws must contain, at least, the following representations: 

a) 	 The object, that shall be er.clusive, trill consist in carrying out, 
exclusively. the acts and agreements necessary to implement operations 
established by Banco Central de Chile for these kind of companies; 

b) The minimum corporate capital, subscribed and paid, shall not be less 
than US$ 20,000,000 (Dollars of the United States of America) 
equivalent in Chilean pesos domestic currency, at the time cf the 
establishment of the company; 

c) The shares issued may not have a subscription value below the 
equivalent in Chilean pesos domeswic currency of USS 100,000 (DLlars 
of the United States of America); 
Such shares will be payable only to the Investors with the proceeds in 
Chilean pesos domestic currency that originate from the rayment of 
the "credits" or through the contribution of the Instruments that have 
been received in exchange for the "credits" or of the lawful domestic 
currency received in payment for such instruments, 
The shares, ccA subscribed rnd paid, may be freely ransf"rred 
i=Odd ',), -.,i j ._, ;v:..,vs descnbrb tn numbner 2 of this 
£xhibit. 

d) 	No shareholder may ov'n, directly or indirectly, over 25% of the capital 
of the company, except with the express authorization of Banco Central 
de Chile; 
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A e) 	 The by-laws shall eitablish that each subscriber andor holder of the 
shares and the Investment Company will be subject to the obligation of 
producing evidence at any time, when Banco Central de Chile so 
requires, to show that they are holders of the respective shares, that 
the shares are under their 	control or that they have been transferred 
to persons other than those described in Nr. 2 of this Exhibit 

The Investment Company shall inform Banco Central de Chile on a 
monthly basis regarding the shareholders' registry and undertake to 
provide any information required by Banco Central de Chii! conducent 
to verify compliance with the condition mentioned in this letter and. 
additionally, that the Investment Company shall not register transfer 
of shares to person who do not meet the requirements contained in 
Nr. 2 of this Exhibit. 

f) 	 Indication of the duration of the company that may not be less than 
12 years starting from the date of its establishment. 

g) 	 The by-laws shall indicate that the investments of the company 
shall conform to the established rules. or to be established in the future 
for this purpose, by Banco Central de Chile. 

h) 	The company shall prepare baiance sheets covering the period between 
January Ist and December 31st of eazh year. that shall be audited by 
independent auditors, registered with the Superintendency of Securities 
and Insurance and may only distribute profits to its shareholoers i 
under the terms and conditions established on this lener h). 
In case the first business year ending on December 31st does not 
complete the period established above, countin9 as of the date of 
initiation of activities of the Investment Company, this period shall 
only be considered for the purposes of distributing profits of the 
Company, and for the reminance referred to in !eters a) and b) of 
Nr. 16 of this Exhibit, when referring to periods equal to or exceeding 
six months, counting as of the above mentioned date of initiation of 
activities. 

During the first five business years, the Company may agree not to 
distribute profits or that these be partially distributed on each business 
year. In case distribution is agreed, it shall not exceed 70%of the profits 
corresponding to each business year. 

The net profits that the Company distributes during the first five 
basiness years shall only be destined by the shareholders io the 
following ends: 

this letter h). Such deposits shall be, depending upon the terms 
dictated by applicable provisions, subject or not to ."eadiustment 
according to the va iation of Unidad de Fomerto or the type of 
exchange, with or without interests. The profits. eceived may also 
be invested in Banco Central de Chile Discount Promissory Notes: 
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Central de Chile Readjustable Promissory Notes; Banco 
Central de Chile Readjustable Promissory Notes subject to Floating 
Interest Rate; Discount Promissory Notes of the General Treasury 
of the Republic and Readjustable Promissory Notes of the General 
Treasury of the Republic. 

ii) Subscribe and pay new shares that will be called "B" shares for the 
purpose of this Exhibit, issued by the Investment Company. The 
respective reform of the company's by-laws shall be subjected to 
prior approval on the part of Banco Central de Chile. These shares 
shall only be subscribed, paid and maintained by eligible investors 
referred to in Nt. 2 above, where the above are not subject to the 
restrictions affecting "A" shares referred to in the first and second 
paragraph of letter c) of this Nr. 7 and letter c) of Nr. 16 of this 
Exhibit. 

The benefits or prmfits generated by the investments carried out by the 
holders of the same, according to points i) and ii) above, as well as 
those generated by the eventual reinvesament of these, shall be desnned, 
necessaril'y to the investments described to in points i) and ii) already 
mentioned. 
The financial instruments referred to in point i) above shall not be 
ceded or transferred by their owners and may be liquidated only on 
occasion of profit remittances they are entitled to according to the 
terms contained in letter b) of Nr. 16 of this Exhibit. "B" shares can be 
ceded or transferred, abroad, by the shareholders of the same only to 
other investors that are eligible according to Nr.2 of this Exhibit. The 
new shareholders shall assume the rights and the obligations of the 
persons ceding. 
Once five business years of the Investment Company ha';e elapsed, the 
company is authorized to distribute only up to 90% of its annual 
profits. 

i) Provisions that determine that the Investment Company shall be 
governed by the accounting norms applicable to open corporations with 
the exception that the investments shall be valued individually at the 
lesser acquisition value corrected for eventual variations in currency 
value or their market value. 

j) Obligation to provide information to Banco Central de Chile on a 
monthly basis regarding its investment portfolio and the operations
carried out and of providing full and detailed account of these 
operations when Banco Central de Chile requests it. 

regard ng UA LfV. - t ._, rL. " .10e1.1 ' UL.-Al . a1-e,,.S ir.-zCL'SrV. 

8. Investments made by the Investment Companies, regardless of the 
amounts reserved in cash or in banking accounts, must be camed out 
using the following instruments: 

a) Shares of Chilean corporations; 
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A b) 	 Insmuments issued or guaranteed until their full payment by the 
Republic of Chile, by "public sector entities"; pursuant to the 
definition of the latter contained in letter b) of Nr. I of this Chapter, 
and by Corporaci6n de Fomento de la Produccion (CORFO).c) 	 Instruments issued by Banco Central de Chile. 

d) 	 Instruments issued or guaranteed until total payment bry banks or 
financial institutions established ia the country. 

e) Mortgage bonds issued by bank- or financial institutions, or by other 
authonrzed entities in the country. 

f) Bonds and commercial paper registered with the Registry of Securities. 

g) 	 Any other instrument or secunrty purchased with expressed authoriza
tion of Banco Cei tral de Chile. 

9. 	 The investments of the company shall be subject to the following rules 
concerning diversification requirements: 

a) 	 Investments may not exceed, directly or indirectly, 10% of the' corre
sponding capital with the',rght to vote of the same issaer. Such 
restriction shall amount to 15% of the corporate capital with a right to 
vote if the excess over such 10% corresponds to shares pertaining to 
a primary issue subscribed and paid by the corresponding Invest-,erl
Company. 	 q 

b) 	Investment in instruments issued or guaranteed by the same issuer 
may not exceed 10% of the respective Investment Company's assets, 
except in cases where the instruments are issued or guaranteed until 
full payment by the Republic of Chile or by Banco Central de Chile. 

c) 	 After the fourth year counting from the date of initiation oi activities, 
the company must have at least 80% of its assets invested in shares or 
long term financial instruments. Besides, and starting on the above 
mentioned date as well, at least 60% of the assets shall be invested in 
shares pertaining to open corporations. Nevertheless, such limits shall 
not be applied during the year prior to the liquidation of the Invesuner., 
Company, and shall b- reduced to 40% and 30%, respectively, during 
the year prior to the ont: preceeding liquidauon. 
For these purposes, long term instruments shall be inderstood to be 
those in which the mar'iry rpe exceeds four years starting on the 
date of their purchase by uic corresponding Investment Company. 

10. 	 If excesses should occur relative to the limits of investment established in 
the preceeding number, which shall be reported to Banco C'nrral de 
Chile within 10 days after the limit has been exceeded, the Issuing Institute 
shall determine a date for normalization that will not be less than 60 days 
and may not exceed 180 days counting from the date of notification of the 
fact. Such term may be extended if Banco Central de Chile considers there 
are justified reasons to alter the limits mentioned above. 
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11. 	 The operations carried out by the Investment Companies shall conform to
bona fide and reasonable conditions, and Banco Central de Chile may
request verification as to the manner the operations were camed out, at 
any given time. 

12. In case the Investment Companies hire third parties for the management 
of their investment portfolio, the system of remunerations to be applied
to such purposes must be submitted to the approval of Banco Central 
de Chile. 

13. 	 The Investment Companies shall submit to Banco Central de Chile aidentifying the foreign markets 
list 

or stock exchanges in which the shares 
ifthe company will, eventually, be registered for their transacnor.. 

14. 	 The liabilities of the Investment Company may only ')riginate fromoperations related to its line of business and within habitual market terms. 
commissions payable, expenditures, fees for thepayable management
of its portfolio, deferred payments for primary issues of securities andother liabilities of a similar nature related with its operation-and its 
correct financial administration, prior authorization on the part of Banco 
Central de Chile. 

15. 	 In case the obligations described in the thirdi paragraph of letter c) or of
letter d) of number 7 of this Exhibit were violtted, under any circumstance. 
access to the foreign exchange market will only be granted, concerning
the affected shares, once the impediment has been removed, notwith
standing the possibility of penalizing the action in accordance to the 
terms contained in number 10 of this Chapter XIX. 

16. 	 The shareholders of the Investment Company and/or, as the case may be.
the holders of the investments described in point i) of letter h) of Nr. 7above, shall have access to the foreign exchange market to carry out the 
following operations:
 
a) Remit net profits distributed by the Investment Company, and 90%


of the proceeds generated by the i'vstments they hold, carried out L,1
instruments described in point i) of letter h) of number 7 of this Exhibit, 
after the fifth business year of the company. 

b) Remit profits not distributed by the Investment Company during the
first five business years, and those that are investcd according to 
points i) and 11) of letter h) of Nr. 7 above, as well as those generated
by eventual reinvestment of the same, after five business years of the
Investment Company have elapsed and in a proportion that may not
exceed, annually, 20% cf non-distributed profits and outstanding netbalance of the investments and/or its reinvestments as of the fifth 
business year of the company; and 

c) Remit the product of the liquidation of the Investment Company as 
well as the 10% retentions effected concerning the proceeds referred 
to in letter a) of this Nr. 16. not before the minimum te.M established 
in letter f) of Nr. 7 of this Exhibit has elapsed". 
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t 	 17. The persons holding "A" or "B" shares, as well as those holding 
.	 investments referred to in point i) of !etter h) of Nr. 7 above, shall grant, 

previously or sunultaneously with the corresponding investment of the 
0profits, and to the extent that the Investment Company had agreed to 

distribute profits during any of the first five business years counting from 
the date of initiation of activities, an irrevocable mandate to the Inve"tnent 
Company to carry out the following actions concerning the same, 

a) 	Collect the corresponding dividends distributed by the Investment 
Company and invest them in the subscription and payment of shares 

"B" or in financial instrunents referred to in point i) of letter h) cited 
above. 

b) 	Collect the proceeds obtained by the holders of the financial instru
ments described in point i) of letter h) cited above and invest them 
in shares or financial instruments referred to in letter a) above. 

c) 	 Administer the investment carned out by the respective holders of the 
financial instruments, and the proceeds generated by the same 
referred to in letters a) and b) above. 

d) 	 Liquidate the financial instruments referred to in point i) of letter h) 
cited, and the product of the reinvestment of the same. placi. - ,Lnemat 
the holdc-s' disposal for its corresponding remittance abroad, 
according to the terms and conditions established for this purpose 
in letters a) and b) of Nr. 16 above. 

The mandites granted in conformity with this numle, shall be in 
force as long as the corresponding right to access to the foreign 
exchange market referred to in Nr. 16 above is maintained. In case 
cessions of shares "A" or "B" take place, and previously or simulta
neously to the materialization of these actions, the new holders shall 
grant a mandate to the Investment Company in agreement with the 
provisions established in this Nr. 17. 

18. 	 For the purposes of the conversions of foreign currency taking place 

according to th. norms contained in this Exhibit the type of exchange 
utilized shall be the one referred to in Nr. 6 of Chapter Iof the Compendium 
of Rules on International Exchange. 

19. 	The inveszments authorized under the provisions contained in this Exhibit 

shall be subject to each and all the general norms, conditions, and 
obligations included in Chapter XIX of this Compendium, and to -e 
special rules contained in this Exhibit, where the latter prevail over the 
former, in case of conflict." 
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GUIDELINES ON DEBT CONVERSION PROGRAMME 
FOR NIGERIA 

1.1. 	 Introduction 
The Federal Republic of Nigeria has established a Debt Conversion

Programme (DCP) and set up a Debt Conversion Committee (DCC) to 
implement the programme. 

1.2. 	 Objectives of the Debt Conversion Programme. 
The objectives of the Debt Conversion Programm_ are 
(s) To reduce Nigeria's external debt position by reducing the stock of

outtanding foreign currency denominated debt in order to alleviate the 
debt service burden. 

(is) To improve economic environment attractive to foreign investors. 
(iii) To serve as- an additional incentive for the repatriation of qlight

capital. 
(iv) 	To stimulate employment generating investments in industries

with significant dependence on local inputs. 
(v) 	 To encourage the creation and development of export-oriented

industries thereby diversifying the export base of the Nigerian economy. 
(vi) To increase access to appropriate technology, external market and 

other benefits associated with foreign investment. 
1.3. 	 Membership of the Debt Conversion Committee 

The membership of the Debt Conversion Committee is as follows 
(i) The Central Bank of Nigeria .. .. .. Chai-mws and 

Secretariat
(ii) Federal Ministry of Finance and Economic 

Development .. .. .. .. .. Member 
(ii) Cabinet Office .. .. . . .. Member 
(iv) Federal Ministry of Industries .. .. .. Member 
(v) Federal Ministry of Justice .. .. .. Member 
(tw) Hon. Minister of State for Special Duties, Office 

of the President .. .. .. .. .. 	 Member 

1.4. 	 Functions of the Debt Ccnversion Committee (e)C)
The primary functions of the Debt Conversion Commitee (DCC) 

include the fgowing : 
(s) to deign and implement an efficient Debt Conversion Programme

(DCP) in Nigeria; 
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(it) to establish clear and concise approval and procedures ; 

(di) to review and approve applications and transactions within reason
ablyspecified time ; 

(iv) to continually monitor and review the progress of the programme
 
and the investrnent projects approved under it.
 

1.5. 	DCP Guidelines 

In what follows, guidelines covering rules and regulations, application 
conversion and monitoring procedures for a Nigerian DCP is presented. The 

uidelines may be reviewed and amended from time to time by the Debt 
Conversion Committee (DCC) without necessarily affecting the 4 21 

of previously completed transactions. 

2. Rules and Regulations 
2.1. 	Eligible Foreign Debt(s) 

At the initial phase of the programme, the only class of debt that would 
be eligible for onversion shall, in the meantime, be the Central Bank of 
Nigeria Dollar d,.-nominated Promissory Notes issued under Central Bank 
of Nigeria Circular of April 1984 and promissory notes issued by Fedeial 
Ministry of Finance and Economic Development. Later, the programme may 
be extended tc cover anyother forcign currency denominated debt of maturity 
greater than 365 days owed to commercial banks by the Federal Republic of 
Nigeria or the Central Bank of Nigeria. The decision to make any class of 
debt eligible shall rest with the Debt Conversion Committee ana will be 
taken in their light of developments under the programme. 

2.2. 	 Eligible Transaction Categories 
In the application of the Naira proceeds from debt conversion, the only 

three categories of application that would be entertained by the Commit
tee would be: 

(t) Conversion to cash for the purpose of making a gift/grant to Ni.erian 
entities. 

(it) Conversion- for expansion or re-capitalisation of investments in 
privatised enterprises.
 

(iis) conversion.for investment in completely new projects.
 

2.3. 	Priority within Eligible Trmacuon Catego,s 

Within the eligible transactions stated in 2.2 above, the following 
economic activities will be given priority in the following order : 

(s) Investment in production processes based on et least 80 per cent 
local raw materials, especially in the development of agriculture and agro
allied industries, production for export and production of raw materials 
and other requirements of local industries. 



("i) Investment with high employment content. 

(ii) Investment for extracting, exploiting and commercialisation of 
Nigeria's mineral, forestry, and other natural resources. 

(iv) Investment that will seek to improve or use existing inventions and 
discoveries in Nigeria relating to new machinery, new products or new 
processes or with technology component appropriate or adaptive to the 
Nigerian situation. 

2.4. Minimum Size of Transaction 
In order to minimise administrative work, discourage frivolous applica

tionJs and facilitate the supervision of, or surveilance over the projects in 
which the Naira proceeds of debt conversion are invested in 2.2 (is) and (fi:)
above, the minimum amount of debt to be considered under Lhe scheme 
shall be 50.25 million (one quarter of a million United States dollars) in the 
first instance and $25,000 (twenty-five thou.ar=d U.S. dollars) in subsequent
redemptions. In the case of conversion to cash for the purpose of making a 
gift under 2.2 (i)there shall be no minimum limitation. 

2.5. Eligible Participants 
All legitimate holders or assignees of designated debt(s) including


Nigerians and foreign nationals whe .er corporate bodies or individuals,

resident or non-resident, shall be eligible to participate in the debt conversion 
programme provided that the foreign exchange required for the purpose of 
promissory notes and/or other foreign debts from an original or a previous
holder originated from abroad and not from foreign exchange purchased on
FEN or in other way from Nigeria. The enterp e(s) the 
r~edmption proceeds is rare) regstered as Nigerian enterprise(s) under 
existing company laws at the time of the transaction. 

2.6. Vol,un Control 
2.6.1. The debt conversion programme shall be consistent with the

fiscal, monetary and other policies of the Federal Military Government by
ensuring that the amount, timing and application of the proceeds ofconverted 
debt are in accordance with national priorities, especially the policies on 
ination and acceleration of industrial and agricultural develop'ment. 

2.6.2. To keep DCP within the framework of the SAP, a volume control 
shall be applied in the form of annual and monthly ceilings. Such ceilings
shall be kept under constant ieview in line with monetary, credit and other 
maco-economic objectives and development. Any conversion shortfall in one 
month may, at the discretion of the DCC be carried over and added to the 
following month's specified limit. 
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2.7. 	 Protection of Foreign Investment 

Any approved investment made from the proceeds of conversiofi under 
the NIigirian DCP shall be recognised as investment made in foreign currer;cy 
like any other and accordingly will benefit from approved status, for the 
purpose of such matters as tax treatment and repatriation of dividends and 
capital subject to the remittance rmtriction clause in paragraph 2.8 below. 

2.8. 	Remittance Restrictions 

In order to ensure that the relief being sought through DCP is not 
frustrated and in order that the exercise does not result in giving preferential 
terms of repayment to an investing redemptor over other creditors contrary 
to the terms and conditions of existing debt rescheduling arrangements, the 

following limittions shall be placed on remittances of redemption proceeds 
and incomes arising thereof: 

(1) Interest income, profits/dividends, patent licence fees and other 
not beinvisibles connected with approved projects under the DCP shall 

repatriated for a mirimum period of five (5) years from the date of release 
of redemption proceeds for actual investment or five years after such 
profits/dividends are made or paid whichever is later. 

(it) Any capital proceeds arising from subsequent disposal of the 
be repatriated for ainvestment made under the programme cannot 

minimum of ten (10) years after effective investment of the proceeds. 

(iii) Repatriation of capital after 10 years shall not exceed 20 per cent 

per an'urn. 

2.9. 	 Transaction Commission 
dollars and equivalentcommission in 

to 2.5 per cent of the discounted value of the debt to be converted shallA transaction payable U.S. 

be pavable to the Central Bank of Nigeria (CBN) by the redemptor. The 
CBN account with the FederalU.S. dollar commission shall be payable to 

or any foreign bank as may from time toReserve Bank of New York N.Y., 
time be designated by the CBN. 

2.10. 	 Financing of Ofr-Shorc Costs of Projects 

The Naira proceec's of Nigeria's DCP shall be applicable only to the 

local cost of the project in which the investment is made. All off-shore costs 

DCP projects shall be provided by the redemptor. The ability toof the 
provide the off-shore cost shall be a condition precedent to any debt equity 

conversion. Such additional foreign capital investment shall be accorded all 

the privileges of foreign investment, in Nigeria under existing laws. 
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2.11. 	 Taxation of Profit and Dividend 

Taxation of profit and dividend arising from approved DCP projects 
shall be.in accordance with the existing tax laws in Nigeria at the time such 
profits atid dividends are declared. 

3. Application Procedure 
3.1.1. Prospective participants whether corporate or non-corporate, 

national or foreign must obtain the prior consent or approval in principle 
of the Debt Conversion Committee in order to qualify for participation. 

3.1.2. All such applications shall be made to the Chair,nan of the Debt 
Conversion Committee at the committee's Secretariat located at the Central 
Bank of Nigeria, Tinubu Square, P.M.B. 12194, Iagos. 

3.1.3. The Secretariat shal' acknowledge in writing or by attested Cable 
to the applicant or his agent(s), the receipt of completed application within 
three (3) working days of the date of receipt of the application. 

3.1.4. Application for approval in principle will be processed on case
by case and on first come first serve,' bisis. 

3.1.5. The Committee will m,. 'r -t least once every two weeks (and 
more often as dictated by the volurie of work to review and approve applica
tions. 

3.1.6. The approval or rejection of an application must be communicated 
to the applicant and/or his agent(s) within four (4) weeks of the receipt
of such application. 

3.1.7. The Committee shall not be under any obligation to give reasons 
or justifications for approval or rejection of any application and its decision 
shall be final. 

3.1.8. Incomplete or defective application(s) wil1 be returned for modifi
cation or applicant or his agent(s) will be require d to submit zdaitional 
information. 

3.2. 	Required Information 
The application to the Debt Conversion Comrnitee shall contain the 

following information : 
(z) Detailed identity of applicant and where applicable, detailed identity 

of agent(s) in Nigeria. 
(it) Information pertaining to applicant's business should include: 
-- nature and type of current business activity and particulars of 
incorporation ; 

Capital and volume of operations
 
business conducted in or with .Nigeria;
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other investment/operations/activitics in Nigeria ; 

Nature and volume of business inteaded to be conducted in Nigeria 
with prcceeds of propsed conversion. 

(ii) Previous experience, if any, in debt c.')nversion with particulars of 
volume and nature of business done with profile of actual investmen 
performance in other DCP countries (if any). 

(iv) Undertaking of acceptance of and adherence co the guidelines 
contained therein. 

(v) Beneficiary or recipient of conversion proceeds and whether it is an 
existing organisation or a new company to be specifically organised for 
debt-equity conversion programme. 

(v) In the case of foreign persons or entities, particulars of agent(s) 
or representative(s) in Nigeria. Copies of mandate/agreement between the 
applicant and the agent(s) whe er a person or body corporate, certified by 
a court declaration or a notary public. Agreement must contain details of 
agents, including detailed instructions for handiij and delivery of conver
sion proceeds. 

(t) Any other verifiable information or reference: which could facilitate 
decision making on the application. 

3.3. Verification of Applicants' Prticulars 
The Central Bank of Nigeria through its usual correspondent channels 

shall verify th.- informaticn supplied by the qpplicant. 
3.4. Interriew 

'Should the need arise, the applicant and/or his ilent(s) shall be invited 
for interview on the terms and conditions of conversion. 

4. Conversion Procedure 

4.1. Auction 
The method of debt conversion shall be by auction. However, the DCC 

can, at its discretion approve an application for conversion on its own merit. 

4.2. Eligible Bidders 
All redemptors who have received approval in principle or their agents 

are eligible ro participat- a monthly auction to bid for the amount offered by 
the DCO for the month. 

-4.3. Conversion Procedure 
An approved prospective ret mptor or his agent(s) shall submit bid 

form(s) to the DCC a its Secretarikt located in the CBN, giving particulars to 
the pr.misory note(s)/debt instrument(s) to be redeemed. The i'edemptor or 
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his agent(s) may submit up to two alternative bids at an auction. If both bids 
are successful, the more benefitial bid to Nigeria shall be taken as his bid for 
the auction. 

4.4. 	Bid Schedule 
Bid forms will be provided by the DCC Secretariat at the CBN, T .Abu 

Square, Lagos. 
Bid will be received up till 11.00 a.m. and the auction will take plzce at 

12 noon on last banking day of each month (or any other designated day). The 
aucrion, amounts to be redeemed, and relevant conditions will be announced 
ten banking days before the date of the award. 

Bid process will be handled by th;. DCC Secretariat. 

;.s. Bidding 
Bids will be delivered to the DCC Secretariat at the CBN .rnd such bids 

will specify the discount offered as p.,rcentage of the face value of the debt to 
be redeemed. 

The DCC Secretariat rese-rves the right to reject any irregular bid. 

4.6. 	Award
 
Bids will be ranked in decrwsing order of discounts offered.
 

The right to redeem -ill be awarded by discount rank until the montly 
allocation is exhausted. If two or more bids offer the same discount and the 
balance of monthly allocation is insufficient to cover both, that balance will be 
distributed pro rata among the tvo or more bids in respect of offers at the 
same price. Award will be made to a successful' bidder at his bid price 
(discount). 

The DCC may set a rererve price above which no deal can be effected. 

Redemptors or their agents will be informed of bid award by telephone 
or telex within 2 working days of the close of the auction. 

Within 5 banking days of date of notification, the conversion comrr.is
sion due from successful bidders must be paid to the U.S. dollar account f 
the CBN the Federal Reserve Bank of N York. Redemptors who fail 
to comply within the requisite time period will forfeit their aocations. 

4.7. 	Exchange Rate 
The applicable exchange rate shall be the effective FEM rate at the time 

of the auction and this shall be applied to the successful redemptor's bid 
price in the calculation of the Naira proceeds. 
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4.8. Delivery of Debt Instrument for Conversion 
The redemptor(s) or his agent(s) will deliver the promissory note(s)l

debt instrument(s) for conversion to Chase Manhattan Bank N.A., 'ew York 
within 10 working days of the auction in which his bid is successful. If a
redemptor fails to deliver the debt instrument(s) to Chase within the stipula
ted time, he shall forfeit his allocation in the auction. 

4.9. Provision of Redemption Proceeds 
Upon the confirmation of receipt of prornissory note(s)/debt instrument(s) 

by Chase Manhattan through attested telex to the DCC the CBN will provide
tie Naira Proceeds directly to a designated blocked account at the CBK in fa
vour of the redemptor. The redemptor or his agent will be promptly informcd. 

4.10. Blocked Account and Release of Funds 
Naira proceeds of converted promissory note(s)/debt instrument(s)

will be kept in a blocked account at the CJU. 2nd released in trs, '.es to the 
iedemptor's bank according to the cash needs of the approved project(s) as 
approved by the DCC. 

4.11. Cancellation of Redeemed Promissory Note(s) Debt(s) 
After redemption, the DCC will advise Chase Manhattan Bank to

cancel the notes and surrender them to the DCC. Where the amount of debt 
to be converted is less than the face value of the promissory note(s) submitted 
for cancellation, Chase Manhattan Bank shall issue a fresh promissory note 
in the amount of the unredeemed balance to the redemptor. 

5. Approved Status 
5.1 Pursuant to the provision of sub-section 14 (2) of the SFEM Decree, 

the DCC shall within 14 days of the -onversion of dollar den,'ninatedpromissory notes into Naira, issue a Certiicate of Capital Importation in the 
usual way, and upon which the Federal Ministry of Finance and Economic 
Development will in turn issue Approved Status Certificate. 

5.2. In a similar manner, separate certificate of capital importation shall 
be issued for additional importation of foreign exchange either in cash or in 
the form of machinery and equipment, etc., which constitutes the off-shore 
cost of approved debt-conversion projects. 

6. Monitoring 
6.1. Designated Redemptor's Bank 

The blocked conversion proceeds held at the CBN shall be released to the 
designated redemptor's bank in amounts approved by the DCC from time 
to time. The redemptor's bank shall open only one special account for every
redemptor into which funds released from the blocked account shall be 
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credited for the prosecution of the approved project(s). The redemptor's
bank shall furnish the DCC with monthly reports on each debt conversion 
account operated by it. Such report shall include all the import and other 
foreign exchange transactions of the enterprise:company in which the
redemption proceeds have been invested. It shall also include its source of 
foreign exchange outside the FEM including interbank market. 
6.2. No Access ofForeign Exchange 

All such designated debt conversion accounts shall have no, access to
FEM without the prior authorisation of the DCC. The enterprise company
in which redemption proceeds have been invested should lodge information
about ill their import and other foreign exchange transactions with the 
DCC. 
6.3. Documentation 

The DCC shall maintain at all times at its Secretariat, a list and amount
of all exis:ing Promissory Notes. The Committee shall also maintain a list
and amount of all cancelied promissory notes following conversion. It shall
also maintain a comprehensive record of all projects financed with debt 
conversion proceeds. 
6.4. "eriodic Report by DCC 

The Debt Conversion Committee shalT submit to the Federal Govern
ment monthly, and quarterly reports highlighting the operations of the
scheme and it'e operational problems encountered with recommendations 
for improveme,.t in efficiency and effectiveness of the programme. Periodic
review and report shall be made on the projects financed with the proczeds
of debt conversion. 
6.5. Sponsors of approved projects under the programmeshall submit Annual 
Report and Audited Accounts on their operations to the DCC. 
6.6. Non-Compliance 

Transactions in violation of the guidelines stated herein or conditions
set by the Debt Conversion Committee or against the laws of the country
will be deemed null and void and will be subject to the penalties provided
under the foreign investment laws of Nigeria and all relevant laws. 

Transactions not executed in accordance with the approval shall be null
and void for the purpose of repatriation either of profit/dividend or capital. 
6.7. The Debt Conversion Committee may set and modify execution pro
cedures for controlling and supervising oprations pursuant to the Debt 
Conver ion Programme in accordance with the priories of the programme. 
Central Bank of Nigeria,
 
Tinubu Square,
 
Lagos.
 
5th July, 1988.
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