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EXECUTIVE SUMMARY

The present study examines the feasibility of structuring either individua! debt conversion
transactions or a debt conversion program in Cameroon.

A debt conversion transaction may be defined as a three step financing transaction involving:
I) the purchase by a commercial or not-for-profit irvestor (NGO) of a debt owed by a debtor
government to a creditor at a discount from face value; 2) the repurchase and cancellation of
that debt by the debtor government through a payment of local currency, financial
instruments or assets at a premium to the purchase price; and, 3) the use of those proceeds
or assets by the investor or NGO to finance an investment or development project in the

debtor country.

Section one of the study describss the mechanics of debt conversion transactions and
programs, analyzes the eligibility of Cameroon's debt for conversion and the ability of the
government of Cameroon to underiake debt conversion transactions.

Recognizing the constraints on the issuance of money in the Franc Zone, section two of the
study suggests three types of debt conversion transaction in which the government of
Cameroon can retire debt without issuing local currency.

Section three conciudes the study with a brief analysis of whether it is feasible to structure
selt-sustaining local currency endowments to provide long term funding for development
projects in Cameroon.

SECTION ONE: Structuring a Debt Conversion Transaction or Program in Cameroon
0 Outstandings as of 3/31/94 of the total external sovereign debt of Cameroon are CFA
3.995.902 millions (USD 6,331 million) composed of :
) CFA 849,819 millions of multi-lateral debt;
) CFA 2,644,621 millions of bi-lateral debt;
0 CFA 291,834 millions of commercial debt.

0 Outstandings as of 4/26/94 of the total internal debt of Cameroon are CFA 1,440,360
millions (USD 2,462 millions).

0 The multi-lateral debt of Cameroon is not eligible for conversion because it can not be
discounted.



Bi-lateral debt owed by Cameroon is classified as either official or guaranteed
commercial debt.

Outstandings of official debt (develupmunt assistance loans and government to
government loans) eligible for conversion are USD 1,700 million.

To our knowledge, only official debt owed to France, Switzerland, Germany, and
Holland is etfectively available (being used) for official, crediior sponsored debt
conversion transactions. Outstandings on the official debt owed to these countries by
Cameroon that is eligible for conversion under Cameroon’s rescheduling agreements

are USD 1,300 million.

Outstandings of insured/guaranteed commercial debt owed by Cameroon and eligible
for conversion are USD 251 mullion.

To our knowledge, of the signatories of Cameroon's most recent rescheduling
agreement, only the insured commercial debt owed to France, Great Britain, Belgium,
Sweden and Switzerland can be purchased at a discount from face value.

Outstandings of this debt that are eligible for conversion are approximately USD 137
million.

Nearly all of the USD 500 million owed to private external comrnercial creditors by
the government of Cameroon is eligible for conversion.

Of this amount, a cursory market survey indicates that portions of three syndicated
loans in the aggregate amount of USD 170 million have traded on the secondary
market.

A cursory market survey indicates that the price as of May 1, 1994 in the secondary
market ot external private commercial bank debt is 20 to 25% of face value.

Outstandings on internal debt legally and practically eligible for conversion as ot 4-
26-94 were CFA 442,270 million (USD 756 million).

The total amount of external and iniernal debt owed by the government of Cameroon
that 1s eligible for conversion is approximately USD 1,775 millions.

The amount of debt that can actually be retired through debt conversion in Cameroon
and the amount of investment that can be attracted to Cameroon will depend on the
terms of debt purchase and redemption that would prevail in debt conversion
transactions structured in Cameroon.

SN
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The government of Cameroon has expressed its interest in structuring debt conversion
transactions on a systematic basis, particularly to convert internal debt as this debt is
severely hindering the performance of the economy of Cameroon.

The government, however, because of its fiscal deficit and its membership in the CFA
Zone, can not afford to fund a debt conversion program that will require it to disburse
local currency for the cancellation of debt.

Nevertheless, a debt conversion program could be financed by a loan or line of credit
arranged by multi-lateral and bi-lateral lenders.

SECTION TWO: Structuring Debt Conversion Transactions in Cameroon without the

Disbursement of Local Currency by the Government of Cameroon

It 1s possible to structure ad hoc debt conversion transactions in Cameroon which enable the
government of Cameroon to retire debt without the disbursement of local currency.

0

Debt can be cancelled in exchange for a transter of assets from the government of
Cameroon to the social or commercial investor. Assets that can be transferred
include: government owned shares, equipment, land or buildings that are being
privatized.

Debt can be cancelled by an investor in exchange for an offset on debts owed by the
investor to the government.

Debt can be cancelled by the investor in exchange for policy reforms by the debtor
government that will foster development.

SECTION THREE: Structuring a Local Currency Endowment in Cameroon

0

The creation of endowment funds in Cameroon could provide long term financing to
NGOs and thus assure self-sustainable development activities. The capital of an
endowment is invested and only the protits on these investments are used to fund
development activities.

The Law of Associations and the Law of Cooperatives offer two alternative legal
structures under which an endowment may be formed in Cameroon.

The association structure is less stringent in its registration, constitutional and
management requirements and therefore may be preferable to NGOs and donors
intending to fund an endowment in Cameroon.

If debt conversion transactions can be structured in Cameroon, the proceeds from
conversions can be used to form endowments.



Total Debt Owed by the Government of Cameroon
Eligible and Available for Conversion

($ MILLIONS)

EXTERNAL

PRIVATE COMMERCIAL

PUBLIC/
PUBLICLY GUARANTEED

Export Credit
Official ODA

SUBTOTAL

INTERNAL

CONVENTIONNELLE

NON-CONVENTIONNELLE

SUBTOTAL

TOTALS

ELIGIBLE

500

251
1,700

2,451

723

32

755

3,206

AVAILABLE

170

137
1,300

1,607

723



CAMEROON DEBT CONVERSION FEASIBILITY STUDY

Introduction

A debt conversion transaction may be defined as a three step financing transaction involving:
1) the purchase by a commercial or not-for-profit investor of a debt (at a arscount from face
value) owed by a government to an external or internal creditor: 2) the repurchase and
cancellation of that debt by the debtor government through a payment of local currency,
financial instruments or assets at a premium to the purchase price (though usually also at a
discount from face value); and, 3) the use of those proceeds or assets to finance an
investment or development project in the debtor country.'

A debt conversion program is a set of regulations and administrative procedures and
mechanisms estabhished within a debtor country to promote and process debt conversion
transactions on a significant scale to promote commercial and social investment while
reducing the county's debt burden. Debt conversion regulations set specific terms,
conditions and procedures to regulate debt conversion applications, authorizations,
redemptions and disbursements. The regulations afford certainty and efficiency in what can
often be time consuming transactions.

The benerits of debt conversion transactions and programs are threetold. The creditor
receives a hard currencv payment on a loan which has been in default for some time. The
investor, through the premium provided on the purchase price of the debt. receives an
erfecuve premium over the current exchange rate for local currency which will provide it
with the incentive to invest in the debtor country. The debtor country reduces its external
debt. usually at a discount to its contract value, while simultaneously promoting additional
investment in the debtor country that would not have occurred otherwise.

tis generally accepted that debt conversion programs, when properly designed and
administered. produce a net reduction of debt and a corresponding increase in new
imvestment in commercial and social sectors of the debtor country economy.

C‘ountries that can parucularly benefit from debt conversion transactions and debt conversion
programs are countries like Cameroon which have experienced recent sharp increases in
external and internal debt levels in relation to Gross National Product. exports of goods and

'For instance. o debt-tor-development conversion recently completed 12 Tanzania involved the purchase of
approximately $3.0 million ot face value debt at a 67% discount from face value by a development organization
tunding development projects in the health. education. agnculture and water sectors.  The purchase price was
theretore 33 % of face value or $990,000.00. The debt was redeemed with the Bank of Tanzania at a five percent
discount trom tace value.  Accordingly. the development organization received the Tanzaman shilling equivalent
©195% of face value or $2.7 mullion. The transaction took place 1n two tranches of debt and the shillings are beiny
Jdisbursed on a monthiy scnedule over a penod of two vears. The total etfective pain in the transaction over the
crticial dollar - shilling exchange 1ate was ! 70%. Source: The Debt-tor-Development Coantion. Inec.


http:990,000.00
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services and internal tax receipts.® For this reason most experts agree that it is urgent for
Cameroon to undertake an effort to restructure internal and external debt whereby debt stocks
are written down, loan maturities are stretched out and interest costs reduced, and to foster
new commercial and social investment.

This feasibilitv study has been commissioned to examine the potential role of debt conversion
in Cameroon to accomplish these goals. Section one of the study is in two parts. Part one
describes the mechanics of debt conversion transactions and programs. Part two describes
and analvzes the eligibility and availability of Cameroon's debt for corversion and the ability
of the government of Cameroon to undertake debt conversion transactions. Part two then
describes a potential structure for a debt conversion program in Cameroon that is externally

tfinanced.

Section two of the study explores whether alternatively it is possible to structure individual
debt converstion transactions in Cameroon that would retire debt and encourage investment
without requiring the government to disburse local currency. Section three concludes the
report with a brief analysis of the laws of Cameroon that govern the creation of self-
sustaining local currency endowments to provide long term funding for development projects.

[ Structuning a Debt Conversion Transaction or Program :n Cameroon

Section one of this report considers how a debt conversion transaction or program might be
structured in Cameroon. This section 1s divided into two parts. Part one describes the
mechanics of typical debt conversion transactions and programs. Part two discusses the
feasibility of structuring a debt conversion transaction or program in Cameroon and suggests
how a transaction or program might be financed, designed, implemented and administered.

Al Debt Conversion Transactions and Programs Generally

In order to understand what is meant by a debt conversion transaction and a debt conversion
program it is usetul to have a brief description of the mechanics of a debt conversion
transaction and a conversion program as well as the major factors to be considered in their
design.

1. A Typical Debt Conversion Transaction

A typical debt conversion transaction involves the purchase of debt by an investor or NGO
from a creditor at a discount from its face value and the resale of that debt to the obligor or
debtor at a higher price. The repurchase price for the debt is set in the transaction either at
face value or some negotiated discount from that value and is usually paid by the debtor in
local currency. financial instruments such as bonds, or assets such as shares.

*A detailed summary of the recent history of Cameroon's debt 1s attached as Annex A.



a. Purpose of a Debt Conversion Transaction

Debt conversion transactions are usually undertaken by the parties for the financial benefits
they convey. A successful debt conversion affords the commercial or social investor a
substantial discount on its investment. Tue creditor loses the discount it gives on the sale of
the debt. but will usually sell the debt either because it does not expect to be paid otherwise
or because it provisioned for the debt long ago and the purchase price is accounted for as
profit.*

The debtor government will engage in the transaction for a variety of reasons. The debtor
government may engage in the transaction to retire a specific debt or debts. Alternatively,
the government will allow the transaction because of the discount it will afford on the
retirement of the debt or because the investment or development project that will result is in
a high prionty sector.

b. Types of Debt Conversion Transactions

Typically. debt conversions are structured to finance cash or equity investments in priority
commercial and development sectors in the debtor country. Typical debt conversion
transactions include: "debt-for-cash”, "debt-for-equity”, "debt-for-development”, and "debt-
for-nature”. These transaction descriptions can be contusing because they state the purpose
of the transaction without indicating their practical effect. As a practical matter, each of
these transactions will be either a debt-for-cash transaction or a debt-for-assets transaction.

Other significant types of debt conversion transactions include "debt-for-offsets" and "debt-
for-policy” transactions. Debt-for-offsets transactions involves the purchase and cancellation
of a debt in exchange for offsets on other debts owed by the creditor to the government.
Similarly, "debt-for-policy” involves the exchange of debts for policy reforms implemented
bv the debtor government.

A final category of debt conversion transaction may be described as "official debt conversion
transactions” and "official debt cancellation transactions.” Both are transactions which
mvolve the cancellation of sovereign debt by the sovereign creditor. In the official debt
conversion transaction, debts are cancelled in exchange for an agreed payment in local
currency to fund development organization operations in the debtor country. The debt
cancellation transaction, by contrast, involves the cancellation of debt in recognition of the
debtor government’s contribution to development projects.

i B g - - "

“Often the creditor trom whom one 1s purchasing the debt 1s not the ongwal creditor but a “holder.” a
party that bought the debt at a discount from the ongnal lender or another holder. In that event. the creditor
«¢lhing the debt earns a profit from the transaction.



c. Parties and Legal Effect of Debt Conversion

The typical debt conversion transaction will involve three narties: the debtor, the creditor and
the investor, also known as the debt converter. In legal terms the conversion generally
resuits in an assignment of the debt to the investor and then a delivery and release or
cancellation of the debt in favor of the debtor. In some debt conversions, however, the debt
will be paid for by the investor and then directly cancelled and delivered to the debtor by the
creditor.

d. Debts Converted

Several varieties of debt are converted in debt conversion transactions. They fall in two
categories: external and internal. Externa! debts are generally hard currency debts owed to
external creditors of the debtor country such as banks, governments, and multi-lateral
institutions. Internal debts are generally local currency debts owed to internal creditors of
the government.

Most debt conversions involve the conversion of external, hard currency debts into local
currency or financial instruments denominated in local currency. However, in countries or
areas such as the CFA zone with relatively stable fixed exchange rates, it may also be
possible to convert debts denominated in local currency.®

External debts used in debt conversions generally fall in one of two categories: commercial
debts and sovereign debts. Commercial debts themselves fall into two sub-categories:
commercial bank debt and trade debt. Commercial bank debts eligible for conversion are
loans extended by external banks directly to debtor governments or assumed by debtor
governments under guarantees.

Trade debt is another category of external commercial debt. Trade credits consist of
extensions ot credit by external suppliers. A trade debt arises when a letter of credit in favor
of an external supplier 1s not honored by a central bank in the debtor country due to a lack of
toreign exchange.

External sovereign debts that are susceptible to debt conversion also consist of two general
tvpes: commercial loans insured by export credit agencies and official debt compnsed of
direct bilateral development assistance loans and government io government loans.

Insured commercial loans consist of commercial bank and trade loans which were insured at
the time of their origination by a government export credit agency in the creditor country.

‘Although 1t 1s theoretically possible to purchase and convert debt regardless of its denomunation, 1t is
practically not teasible 1t the debt is denomunated in a currency which 1s prone to continuous or rapid
devaluation.




When the loans fall into default for non-payment. the commercial creditors are paid by the
export credit agency to the extent of the insurance coverage purchased, generally 80 to 95 %
of the face value of the loan. The expcrt credit agency, as insurer, then assumes the loan
and becomes a sovereign creditor of the debtor country to the extent of the payment made to
the onginal commercial creditor.

Bi-lateral development assistance loans are loans made for a variety of purposes by the bi-
lateral development agencies of the OECD countries. Government to government loans are
usually loans from the treasury of ene country directly to the treasury of the debtor country.

[nternal debts may also be converted in debt conversion transactions.” These debts generally
consist of local currency owed by the debtor government to internal creditors such as
suppliers. local banks, civil servants and commercial companies.

e. Debtor and Creditor

The creditor in most debt conversions will either be a commercial bank or an export credit
agency. Occasionally, the creditor will be a bi-latera! donor agency or even the treasury of a
foreign government.®

The debtor in a debt conversion will usually be either a parastatal company and the ministry
of finance or central bank of a developing country. The ministry of finance or central bank
1s usually obligated either as a cosignatory or as the direct or indirect (e.g., by law)
guarantor on a loan or supplier's credit. The loans or agreements which constitute the debt
are usually in default because the parastatal company did not have the money to pay at
maturity or because the central bank could not provide hard currency for the external
payment.

*In countnes with inconvertible currency, devaluation can pose an insuperable obstacle to debt conversion.
Creeping Jevaluations or the potential for sudden massive devaluations make investors reluctant to purchase
such debts even for the short period requui.d to convert them. Simularly, if the proceeds of the conversion are
envisioned 1o he local currency, 1t 1s diffizult to convince investors to convert sigmificant amounts at any one
time.

"Despite the tact that they represent a large portion of the debt owed by lesser developed countnes (and in
Atnca the ion’s sharer. debts owed to multi-lateral institutions cannot as of vet be used in debt conversions.
At present. it 15 the position ot the multi-laterals that such discounts would adversely atfect the LDCs because 1t
would ruse the muiti-iaterals’ cost tor funds 1n international bond markets and thereby force them o raise the
interest charged on long term adjustment loans.



f. Transaction Procedure

Generally, the procedure involved in structuring a debt conversion consists of preparation
and submission of a debt conversion application to the central bank or ministry of finance of
the debtor country. authorization of the transaction, redemption of debt instrumeats and
disbursement of proceeds. The application will describe the investor and the investment or
development project to be funded with debt conversion proceeds and will request
authorization to convert a global amount of debt.’

The authorization will specify the amount of debt to be converted, the redemption rate and
the proceduies for redemption. Once the authorization has been granted, the investor will
then source and negotiate the purchase of debt from creditors. Purchases and rede:nptions
generally take place on a periodic basis, usually quarterly or bi-annually in crder to reduce
counterparty risk and to avoid holding excessive amounts ot local currency at any one time.

g. Terms of Purchase and Redemption

The terms of debt purchase and redemption are generally negotiated directly with the creditor
and the debtor by the investor or its agent. Where a country has substantial amounts of
external commercial debt, the price of this debt will usually be determined on the secondary
debt market in Europe and the United States. Where there is not much commercial debt
trading for a given country, the pricing can vary substantially depending on the type of debt
involved., the amount sought and the terms of assignment or cancellation.

Terms which are critical to the debt purchase include the representations and warranties of
the seller as to the debt’s validity and the seller’s clear title. Whether the seller will sell the
debt contingent on the debtor government confirming that it is eligible for conversion and/or
contingent on the debtor’s performance under its debt conversion authorzation, is also
critical.

The terms tor the redemption or repurchase of the debt in a conversion transaction are
negotiated with the debtor government at the time of application. The exact terms depend on
the type of debt to be converted and whether it is being converted under a debt conversion
program or pursuant to an ad hoc agreement negotiated with the govemment. Generally, the
price at which the debt was or will be purchased is not disclosed in the debt conversion
application. Some governments, however, prefer to pay for the debt at a fixed premium to
the purchase price. In such a case the government requires the investor to disclose the
purchase price or fix the premium to a price range.

In Cameroon. a debt conversion application would be addressed to the Mimster of Finance and copted to
the Cuarsse Autonome d’Amortissement.



Critical terms ‘or the redemption of debt include the exchange rate that will govern
disbursements. the frequency and size of disbursements and the number and size of allowed
tranche conversions. ~ Some government debters prefer the certainty of knowing exactly
how much they will have to pay in local currency at the time that the debt 1s converted.
Consequently. they will refuse to accept the risk of devaluation and will fix the exchange rate
at which the debt is converted as of the date of conversion. In that event, the frequency of
disbursements and tranche conversions is important because the investor will want to convert
as little and as often as possible in order to avoid the nsk of devaluation. Generally, when
the government debtor requires a fixed exchange rate, the investor will require a higher
premium in order to go forward with the transaction in order to iiedge against the effects of a
subsequent devaluatior.

h. Proceeds

The form of the debtor government’s payment for the cancellation of debt is crucial to the
viability of the debt conversion iransaction and, more generally, o debt conversion
programs. Generally, the debtor government can choose between issuing local currency,
financial instruments such as bonds, or assets such as shares or title to land.

The advantage of issuing local currency in a debt conversion transaction or program is the
certainty ot payment 1t affords the investor. The advantage of paying in bonds is that it
defers the time of payment in cash for the government and therefore enables the government
to budget tor these payments.

If the government is going to pay in bonds or financial instruments, the amount the investor
will be willing to accept will depend on the risk and yield inherent in accepting the
instrument. These factors will in turn depend on the specific terms of the instruments and
ecoromic circumstances in the debtor country. If it is issuing bonds the government could
issue bonds with staggered maturities to meet the implementation schedules ot particular
projects.

Critical issues for the investor will include the extent to which the government’s performance
Jt matunty 1s guaranteed by third parties, either expressly by donor governments or through
the creation or a guarantee fund for this purpose. Often guarantee funds of this type will
themselves be funded with non-interest bearing bonds (zero coupon bonds) issued by a credit
worthy institution,

It is also conceivable that a government could pay with physical assets such as shares in
governmeni owned corporations, land, concessions or commaodities. In the case of shares,
the share transter could be made immediately n1pon ciosing or deferred by using bonds. The
bonas issued in debt-for-cash transactions can be designed to be convertible, either solely or
at the option ot the holders. intc shares of publicly owned companies being privatized.



In transactions where the debt is being exchanged for other assets such as land, buildings,
equipment, or commodities the crucial concern of the investor will be the quality of the title
or right conveved. Similarlv. in some debt-tfcr-assets transactions, how easily the assets can
be monetized will also be critical.

2. Typical Debt Conversion Programs

Debt conversion transactions can be negotiated either on an ad hoc basis without any set
parameters prior to negotiation regarding terms and procedures or they can be structured
pursuant to a debt conversion program or guidelines establisheu under central bank or
ministry of finance regulations Most of the factors discussed absve that must be considered
in structuring debt conversion transactions must also be considered in structuring debt
conversion progrars.

Distinguishing between specitic "types” of debt conversion program is difficult a5 each
program is designed to respond to local conditions concerning the debtor’s economy. It is
possible, however, to roughly categorize programs according to their purpose, their leve! of
detail, the extent to which they contain market mechanisms for detesmining the price at
which the government will pay for the debt being redeemed, and the form in which proceeds

are paid.
a. The Purpose of a Debt Conversion Program

Most conversion programs are designed primarily to promote or attiact as much investment
in the debtor country as possible while retiring as much external debt as possible. These
general purpose conversion programs usually will allow investment in a wide or unrestricted
selection of for-profit and not-for-profit investment categories.

Debt conversion programs may also be structured to encourage investment in a specific
sector or tor a specific purpose. It is possible, for instance, to restrict investment under a
debt conversion program to a particular industry such as tourism or agriculture or for a
specitic activity such as the privatization of government owned corporations, the conservation
of natural resources or development work in general.

b. Detailed v. General Debt Conversion Programs

Some debt conversion programs are very detailed in the manner in which they treat debt
conversion. These programs will generally have detailed guidelines or regulations governing
the procedures for preparing and submitting a debt conversion application, granting of an
authorization. tendering of debt, and payment of conversion proceeds.® The underlying

“Mexico. the Philippines. Nigena and Tanzania are examples of countnes that have adopted detailed debt
CONVErsion programs.



rationale for designing a detailed debt conversion program is that the more detailed the
regulations governing a program are, the more efficiency there will be in converting debt.

By contrast, some countries have used only general guidelines which provide only the
minimum of requirements as to application requirements and terms. Generally, programs
that have a limited purpose such as privatization will have less detailed regulations or
guidelines. The decision to keep guidelines governing these programs general is based on
the rationale that iess restrictons placed on investors will increase the volume of
transactions, as no investor proposals will be eliminated without review. The underlying
rationale is that this will encourage investors to apply and thereby promote more
investment.’

c. Pricing Mechanisms

Debt conversion program regulations generally fix the price at which the debtor government
will retire debt as a percentage of face value of debt tendered. This price is often described
as the redemption price or the redemption rate and is usually stated as a discount from face
value. '° The percentage of discount will either be fixed" in the debt couversion

guidelines or determined through a debt conversion auction.

Debt conversion auctons are market based mechanisms which are designed to encourage
competition between debt conversion applicants. In debt conversion auctions, debt
conversion applicants will "bid the discount.” In other words, after receiving a global
authorization to convert debt the investor will participate in monthly or quarterly auctions in
which 1t otfers to tender a specific amount of debt to the debtor government at a stated
discount. The government then accepts the offers providing it with the largest discount and
thus the largest savings.'?

“South Africa and Zambia are examples of countries which have used general debt conversion guidelines.

"Consequently, a discount of 15% implies that the government will pay the investor the local currency
equivalent of 85 % of the face value of the debt.  Occasionally, this discount will be described is program
vwidelines as a "fee” or "ax.”

'Often when the redemption rate is fized the goveniment will set different rates for different categories of
investors. For instance, many countnes allow NGOs to convert at iess of a discount.

7 . . . oy . .
"> Auction-based debt couversion programs are presen.ly in use in Mexico, the Philippines, Nigeria and
Moroceo.  For sample auction-based debt conversion regulations of Nigena, see Annex C.
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d. Debt Conversion Proceeds

The only difference in the character of the proceeds issued under a debt conversion program
is in the volume of proceeds issued or paid and the inflationary implications this can have for
the money supply. Consequently, debt conversion programs must be desigied to stricily
control the amount of money they create either through limiting the amounts of local
currency auctioned or through limits on the amount of currency disbursed.

B. Feasibility and Design of Debt Conversion Transactions and a Debt
Conversion Prograrn in Cameroon

The feasibility of structuring debt conversion transactions or a debt conversion program in
Cameroon will depend on the eligibility and availability of debt for conversion and the ability
of the government to undertake debt conversion transactions.

The decign of debt conversion transactions or a debt conversion program will have to address
the issues of: financing; eligibility of debt; pricing procedures; eligible participants and
projects; procedures for application and authorization; procedures for redempion and the
type of proceeds to be issued and eligible expenses to be financed with cash proceeds (if
applicable).

L. Eligibility and Availability of Cameroon’s Debt for Conversion

The eligibility of debt for conversion is largely a legal questior. The availability of debt for
conversion requires a legal and market analysis. Legal factors to e considered include the
debt’s eligibility for assignment and conversion under the terms of the loan agreements
themselves and any applicable restructuring agreements. Market factors include the
willingness and ability of creditors to sell or cancel debt in debt conversion transactions.

A review of the legal restrictions on the assignment and sale of the internal and external debt
owed by Cameroon leads to the conclusion that approximately $2.4 billion of external debt
and $755 million of internal debt is eligible for conversion. A market survey reveals that of
this global amount, $1.7 billion is eligible and available for conversion.

a. External Debt
The external debt of Cameroon falls into one of two categories, commercial and sovereign.

(1) External Commercial Debt

The total amount of external commercial debt owed by the government of Cameroon is
approximately 3500 million and nearly all of this debt is owed to commercial banks under
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direct or participated loans."* Nearly 85% of these commercial loans were made to bridge
the Government of Cameroon's operating deficit. As this deficit has continued to climb since
these loans were made, the government of Cameroon has not been servicing this debt in
recent years in any significant amounts. '

(@) Secondary Market Transactions/Prices

Some of the creditors holding external unir:sured commercial debt of Cameroon have
therefore been willing to sell the debt at a steep discount from face value. I[nquiries made
with debt trading companies and banks in the United States and Europe inuicate that though
the debt is not often sold, some debt has been sold in recent months. Based on the trades
which have occurred and a recent decline in secondary debt market prices generally, the
price for syndicated cornmercial bank debt is estimated t presently be 20 to 25% of face
value, '’

Most of these trades have involved portions of Cameroon's external commercial debt which
is syndicated. The total amount of this debt outstanding amounts to approximately $170
million in principal. The remaining amounts of external commercial bank debt are owed in
direct loans to commercial banks, most of them French. It is not clear at this time whether
and when the creditors owed this debt would be willing to sell it.

The willirgness of these creditors to sell their debt is based on the incapacity of Cameroon to
resume paying its debt in the near future. Moreover, to date, Cameroon has not agreed to
the rescheduling of any of its debt with commercial crecitors in Europe or made anything
other than token payments.'®

Because the CFA is a convertible currency the government does not have trade debt, debt which arises
due to a lack of foreign exchange.

A World Bank syndicated "B" loan has beca serviced by certain bi-lateral creditors on behalf of the
vovernrient of Camercon,

“Source: FH International; Banque Worms. This pricing is down from a high of nearly 30% in January.
Speculative pressure drove the pnce this high. The pnce fell with those of LDC debt generally in response to
the recent rise i1n tnterest rates in the United States.

'®Cameroon has never signed a London Club rescheduling agreement with its commercial bank creditors.

Cameroon has. however, recently resumed discussions with the London Club commercial bank creditors and to
our knowledge has recently made a token payment on some of its outstanding commercial loans. [ndeed, a
formal meeting with the London Club is scheduled in the very near future. Whether these discussions will
result in a London Club rescheduling agreement 1s difficult to predict. After several years without payment, the
creditors are likely to require significant payments on interest arrears before they will be willing to provide
concessions 1n rescheduling matunties. Given 1ts fiscal deficit, however, it seems doubtful that the government
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(b)  Legal Constraints on Assignment and Conversion
of Commercial Debt

Nearly all of the external commercial bank debt owed by the government of Cameroon is
legally eligible for conversion. Generally, the legal provisions which will restrict the
assignment and conversion of debt will be clauses in the loan agreements restricting pre-
payment and assignment or which, with syndicated debt, require a pro-rata sharing of
payments between all of the members of the syndicate.

We have been informed by the government of Cameroon that nearly all of the commercial
loans of Cameroon include pre-payment and sharing clauses. The pre-payment clause must
be waived if a debt conversion will involve the conversion of a loan with future maturities
still outstanding as its conversion would in a sense amount to a pre-payment.

A sharing clause will have to be waived where the debt is syndicated and a portion of the
loan is being sold. The waivers must be in wniting and in the case of the sharing clause,
must be waived by each of the members of the syndicate. If the conditions are such that the
sellers are willing to accept a discounted payment for the sale of the debt, it is usually not
terribly difficult to obtain these waivers.

In interviews with Cameroonian government officials, we were also informed that all of the
external commercial loan agreements signed by Cameroon contain standard assignment
clauses. These clauses provide for assignment of the loans with notification to the
Government of Cameroon. If the government's consent is not refused within fifteen days, it
1s deemed to have teen given. The clause also provides that consent cannot be withheld
unreasonably.

Moreover, we were informed that the assignment of Cameroon's external commercial debt is
not limited to tinancial institutions (a common restriction in commercial bank loans). This
implies that assignment to development groups or companies structuring debt conversions
would be feasible.

Accordingly, it seems reasonable to conclude that approximately $170 million of the external
uninsured commercial bank debt of Cameroon is presently eligible and available for purchase
and conversion at a price which is presently 20 to 25% of face value.

of Cameroon can afford such a payment at this time.

The ettect these discussions will have on the feasibility of converting commercial debts in Cameroon in the
short term (1.e., the next six months) is difficult to predict. Ths effect of rescheduling on the willingness of
creditors to sell debts owed to them vanes from country to country and depends largely on what the creditors
and potential debt purchasers expect from the negotiations. For instance, trading in the external commercial
debt of Cote D’lIvoire tncreased markedly in January of this year just prior to the sigming of Cote D'Ivoire's
Pans Club rescheduling agreement. This was largely due to the expectation of credilors that debt for equity
conversions would be possible after the conclusion of the talks.

Lo

e
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Similarly, it seems reasonable to conclude that the remaining $330 million in external
uninsured commercial debt is eligible for conversion though perhaps not as readily available.
This remaining portion of commercial bank debt may be available for conversion once
rescheduling negotiations between the government and the creditors have taken place. The
price of the debt at that time will depend on market conditions and the terms of any
rescheduling agreement concluded.

?) External Sovereign Debt

(a) Legal Constraints on the Assignment and
Conversion of Sovereign Debt

Cameroon owes total external sovereign debt of $6.8 billion."” Of this amount. $4.5 billion
is owed to bi-lateral sovereign creditors. Of these external sovereign debts, there are two
categories that can be legally converted in debt conversion transactions: 1) official debt; and,
2) insured commercial debt. Official debt owed by Cameroon consists of overseas
development assistance loans and government to government loans. Insured commercial
debt consists of loans that were insured by bi-lateral expart credit agencies and assumed by
these agencies when the loans fell into default and they were forced to pay the insureds.'*

All of these bi-lateral sovereign debts are governed by muiti-lateral rescheduling agreements
termed the Panis Club Agreements.'” The most recent Paris Club agreement rescheduling
the external sovereign debt of Cameroon was signed on March 25, 1994 (the
"Agreement").?® The "conversion clause” of the Agreement authorizes the conversion of
substantial amounts of officiai and insured commercial debt.

R (T important to note that this figure includes debt owed by Cameroon to muiti-lateral organizations.
The amount owed to these organizations comes to $1.4 billion. As explained earlier, these amounts are not
eligible or available for conversion because the creditors are not authorized to discount them.

“This debt is often referred to as "export-credit debt. "

"The Pans Club is an informal coalition of sovereign creditors that gather periodically to decide total
amounts of debt outstanding and negotiate a new repayment schedule with the debtor country, They usually
include substantial debt relief in the form of: 1) principal forgiven; 2) rescheduling of matunties at concessional
rates of interest: 3) granung of substantial grace peniods: and, 4) inclusion of long repayment penods.

s press refeas» descnbing the Paris Club Agreement of March 25, 1994 s attached at Annex G. The
Agreement covers all loans previously rescheduled under Cameroon's previous Pans Club agreements and
provides Cameroon with substaatial debt relief. The Agroement provides for the immediate cancellation of 50%
of the amounts owed to France, Sweden and Canada, and remaining amounts are rescheduled for periods of 23
to 25 years with either concessional interest rates or long grace penods.
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Specifically, the Proces-Verbale of the Agreement allows for debt conversion on a voluntary
and bi-lateral basis for each signatory creditor: 1) up to 10% or $20 million of all insured
commercial credits covered by the Agreement and contracted prior to December 31, 1988,
including all outstandings as of December 31, 1991, whichever is greater;” and, 2) up to
100% of all developrnent assistance loans and all government to government loaiis concluded
prior to December 31, 1988.

(b) Paris Club Debt Eligible and Available tor
Conversion

The total amount of debt eligible for conversion pursuant to the conversion clause is
approximately $2.9 billion. Of this total eligible amount, $251 million represents export
credit debt and $1.7 billion represents official debt.

The actual amount of this debt that should be available for conversion, however, is much less
as not all of the creditor agencies are legally empowered to authorize the sale or cancellation
of debts owed to the creditor governments at a discount from face value. For instance, of
the signatories to the agreement, only Belgium, the United Kingdom, France, Sweden and
Switzerland are legally empowered to sell insured commercial debts at a discount trom face
value.” Based on this limitation and the criteria for conversion under the conversion

clause in the Agreement, a gross amount of $137 million of commercial insured credits are
eligible and available for sale and conversion.

Similarly, though there is a gross amount of $1.7 billion of official debt eligible for
conversion, only $1.3 billion of this amount is also available for conversion. The reason for
this lesser figure 1s that of all the signatories to the Agreement, only the governments of
Switzerland, Germany, Holland and France have allowed the use of official debt in
conversion or cancellation transactions.

IFor example, 1f the export credit agency of a creditor government, on loans contracted prior to December
31, 198K, 15 owed $400 mullion 1n past due pnncipal and interest through December 31, 1991, 1t would be
entitled to authorize the conversion of up to $40 mullion. A creditor export credit agency owed only $100
auihion for the same period, would be entitled to convert up to $20 pullion, because this amount 1s larger than
the 10% figure.

A . ' N

““These amounts are estimates based on debt lists provided by the Caisse Autonome d’'Amortissement. The
exact amour's may vary depending on the outcome of hi-lateral agreements which are 1n the process of being
negotiated and the treatment of interest on the part of individual export credit agencies.

**In discussions with two of these export credit agencies, we were informed that proposals for the sale of
the debt owed by Cameroon for use in debt conversions would be welcomed. Given that all of the export credit
agencies of these five countnes have been active in selling their debt, it 1s likely that the response from the
remaining agencies would be similar,
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The remaining creditor governments are either limited in their ability to sell these debts at a
discount under their own laws, or they are not comfortable with the idea of using these debts
in transactions.

Accordingly, it seems reasonable to conclude that pursuant to the analyses above, $370
million of commercial bank and export credit debt owed by Cameroon is presently eligible
and available for purchase from external commercial and sovereign creditors for use in debt
conversion transactions in Cameroon. It also seems reasonable to conciude that an even
larger amount of $1.3 billion of official debt is eligible and available for conversion by
crecitor governments in exchange for payments of local currency or contributions in kind to
development projects.

b. Internal Debt

The internal creditors in Cameroon, as in most CFA zone countries, consist of local banks,
local parastatal entities, local institutions such as pension funds, and local suppliers and
contractors. In addition, the government owes substantial amounts of CFA in the form of
salaries and raises to civil servants.

This internal debt is categorized as either dette "conventionelle" or “non-conventionelle."
The dette conventionnelle is debt that originated from a broad variety of sources and was
subsequently consolidated under classic loan agreements. The debt non-conventionnelle, as
its name suggests, is debt which has not been rescheduled under a new loan agreement.
Within each of these categories there are debts of many different types and origins.

It is our estimate that out of a total internal debt stock of CFA 1.4 trillion ($2.4 billion) the
total amount of Dette Conventionnelle that is legally eligible for conversion is equal to CFA
442.27 billion (3756 million).

(1) Dette Conventionnelle

"Dette Conventionelle” is internal CFA denominated debt which is now owed pursuant to
conventional loan agreements. This debt amounts to a total of CFA 627.28 billion ($1.07
billion).*

The Government of Cameroon distinguishes between three different types of "Dette
Conventionnelle." The first category of internal dette conventionnelle is categorized as
"Debt Relating to Investment.” This debt amounts to CFA 173.07 billion ($295 million).
The debt is owed by the government directly to nine parastatals. The government of

“These figures are based on wnformation provided by the Caisse Autonome d'Amortissement as set out in
Annex E. We have not reviewed the underlying loan agreements constituting this debt.
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Cameroon has informed us that the loan agreements which govern these debts contain no
restrictions on the assignment of the debt.

The second category of internal "Dette Conventionnelle" is described as "Dette Moratorie"
(Consolidated Debt). The total amount of this debt is CFA 101.07 billion ($172 million).
This debt arose from construction agreements with local and foreign companies and is
covered by individual rescheduling agreements. The agreements restrict assignment of the
debt to financial institutions, but we are informed that this restriction can be waived by the
Ministry of Finance in writing. We are informed by the government of Catneroon that the
waiver on assignment would not be difficult to obtain from the Ministry of Finance.

The third category of internal Dette Conventionnelle consists of five separate debts
amounting to CFA 353.14 billion (3600 million) owed directly by the government to
Cameroonian parastatals and BEAC. A large amount of this debt, CFA 202.6 billion ($346
million), is owed to BEAC against loan financings provided to the government of Cameroon.
This BEAC debt would not be convertible. Like multi-laterals generally, BEAC cannot
discount its debt as this would affect its credit rating on international markets.

Most of the debts from this category would also be legally eligible for conversion. In
particular, the "bons SNI"? (CFA 55.56 billion), the "Dette Bancaire"? (CFA 53.78
billion), and debts to INTELCAM? (CFA 40 billion) should be assignable. All three of
these debts are governed by consolidation agreements in which individual debts were
restructured.

Consequently, it is our estimate that a total of CFA 423.48 ($723 million) of the Dette
Conventionnelle is legally eligible for conversion.

“The “bons d’equipment SNI® were issued by Societe Nationale d'Investissement (SNI), guaranteed by the
treasury and subscnibed by local banks. When SNI did not meet its payment obligations as the bonds matured,
they became internal debts of the government. A portion of this debt was subsequently restructured in an
agreement with the holders.

“**Dette Bancaire” consists of debts formerly owed to the depositors in several parastatal banks which are
in hquidation. The funds are now owed to the liquidators of the banks as trustees for the former depositors.
As trustees of the assets of the failed banks, the hiquidators can discount the loans to a third party and share the
proceeds out to the depositors on a pro-rata basis. Accordingly, the “Dette Bancaire” should also be eligible for
conversion.

* The govermment owes INTELCAM significant amounts for services rendered. These amounts have been
consolidated in a single loan agreement.



(2) Dette Non-Conventionnelle

The "Dette Non-Conventionnelle" of Cameroon is estimated to amount to a total of CFA
813.08 billion ($1.3 billion). As its categorization suggests, Dette Non-Conventionnelle
consists of debt which is not owed pursuant to loan agreement. These debts arose due to the
government’s inability to pay raises and pensions for civil servants and supnly and service
contracts for commercial suppliers.

Consequently, these amounts are largely comprised of small individual debts, many of which
do not-have any tangible form or are poorly documented. Other portions of these debts exist
in the form of bonds, deposits, supply and service contracts.

Of the nine categories of Dette Non-Conventionnelle that exist, it is our estimate that only
two types amounting to CFA 18.79 billion (332 million) are clearly suitable for conversion in
terms of the assignability of the debts concerned.

The categories that are legally eligible for conversion are the Bons SNI (CFA 8.56 billion),
which were not consolidated under the loan agreement mentioned above, and the debt of the
BCCC (CFA 10.23 billion) now held by the local affiliate of a major intemational bank.
Because bonds are generally assignable and even non-negotiable bonds are zssignable if the
1ssuer waives the restriction (somerhing the government of Cameroon would have an
incentive to do in a debt conversion), it seems that both of these debts would be eligible for
conversion.,

2. Ability of the Government of Cameroon to Undertake Debt Conversion
Transactions

Officials of the government of Cameroon have expressed interest in the potential for
structuring debt conversion transactions or a debt conversion program. Whether or not the
government has the ability to undertake debt conversion transactions on an individual or
programmatic basis will depend on its ability to provide the necessary counterpart furnds or
assets 1n exchange for the redemption of debt.

Clearly Cameroon does not have enough foreign exchange to service its external debts.
Neither does it have sufficient local currency receipts to service its internal debts and balance
its fiscal budget. Moreover, as a CFA Zone country Cameroon does not have the freedom to
self-finance the cost of such disbursements through the creation of local currency.
Consequently, it is doubtful the government can undertake debt-for-cash conversions on a
large scale without external financing.

a. Individual Transactions

Nevertheless, it is clearly within the power of the government of Cameroon to undertake
individual debt conversion transactions if the investor is willing to exchange debt for
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government-owned assets. These transactions could be undertaken in the context of
privatizations (debt tor shares), investment (debt for land, equipment, commodities) or
development (debt swapped with local companies for cash and reconverted with government
for assets).™

Moreover, individual debt-for-cash transactions may be possible in Cameroon if they will
benefit a high priority commerciai or social investment in Cameroon and retire debt owed by
the government of Cameroon. The government may be motivated to fund such transactions
by shifting funds programmed in the national budget for use in the sector concerned to
provide the local currency counterpart of the transaction.”

b. Debt-for-Cash Conversion Program
) Financing

If a debt conversion program is to be designed in Cameroon that will pay investors for the
redemption of debt with cash or bonds, the counterpart funds to finance disbursements under
the program will have to be financed externally through bi-lateral or multi-lateral loans to the

government.

One way to structure such financing would be to establish a revocable line of credii on behalf
of the government of Cameroon solely for the purpose of funding the debt conversion
program. The line of credit could be opened at a reputable international bank (in or outside
of Cameroon). Much like a structural adjustment loan, the terms of the line of credit could
be concessional (with a grace period, below market interest rates and long repayment terms).
The line of credit would only be used for the purposes of redeeming debt for investment
projects authorized to participate under the program.

Alternatively, a loan could be provided directly to the goverrment of Cameroon for the
purpose of financing a debt conversion program. To provide lenders and investors with

3 . . . .
“*These transactions are analyzed in detail 1o Section II.

“*For instance. o debt-tor-development transaction was recently concluded in Senegal to finance child
survival programs of a major NGO. The transaction involved the conversion of $24 mullion of insured
commercial debt into CFA for a 30% premium over the official exchange rate. Because the existence of the
debt prevented the export credit agency concerned from extending cover to Senegal, the Senegalese government
shitted tunds budgeted for health and debt servicing in order to support the costs of this conversion. Source:
Nord Sud Export, 20/13/93, No. 269, p.7.

yes


http:transaction.29

19

conridence in the debt conversion program, however, the loan funds would be held at a
commercial bank for debt conversion program use.*°

(2) Mechanics

The procedures and mechanics of this financed debt conversion program would be similar to
other debt conversion programs and would vary only to the extent that the funds disbursed
would be borrowed and the debt that would be converted would consist of internal and
external commercial and sovereign debts.

Accordingly, investors desiring favorable terms for investing in Cameroon would apply to
the Caisse Autonome d'Amortissement (the "Caisse”) or the Ministry of Finance for
authorization to convert debt. The authorization would be granted or denied based on the
recommendation of a quasi-public debt conversion committee or commission. The commitcee
would be comprised of representatives of the government and representatives of the funding
agencies.

Upon authorization, the investor would purchase and tender eligible debt as specified in debt
conversion program guidelines adopted as regulations of the Caisse. If necessary, the debt
could be tendered directly to the commercial bank for cancellation with the Caisse.

Upon cancellation of debt, draw downs in dollars and disbursements in CFA from the line of
credit would commence in amounts and on a schedule approved in the debt conversion
application and authorization.

Though made directly to the debt conversion beneficiary, the disbursements would not place
any repayment obligation on the investor. Disbursements would be made by the commercial
bank on behalf of the government of Cameroon, and the government of Cameroon would be
directly liable for the amounts drawn down.?!

The disbursements would be made at a fixed discount from face value and as stated in the
authorization. The -edemption rate at which disbui_ements would be made would be
adjusted pernodically (0 keep the gain 1n the transaction at a desired premium to the market
price of the debt being converted. These adjustments to the redemption rate could be made

'loAltemauvely. it 15 conceivable that the donor commumty could grant the funds necessary for
disbursements under the debt conversion program. The fund could be created with cash or commodities. The
fund would receive donations of commodities of which Cameroon 1s a net importer and the donors would
arrange for the sale ot these commodities within Cameroon. The CFA proceeds of these sales would then be
used for cash disbursements under the debt conversion program.

" - .
Interest on the loan might be partially met by the debt conversion beneficiaries through fees levied on
conversion proceeds by the bank at source.

N (/



peniodically either by the debt conversion committee or through a periodic debt conversion
auction.

3) Conversion of Securitized Internal Debt

The proposed design would be complimentary to any project to securitize internal debt.
Securitization of the internal debt would involve the restructuring of internal debts through
the issuance of negotiable bonds for a total amount which would be less than the nominal
face value of the original debt. Holders will generally accept a discount on their original
debt in exchange for increased payment guarantees provided with the issuance of the new

bonds.

If internal debts were securitized, they could subsequently te converted under the debt
conversion program. Authorized participants in the debt conversion program would purchase
the bonds trom the onginal holders a: a discount for a cash payment. Regardless of their
matunty date, the bonds could then be submitted under the program tor immediate
conversion into cash at a discount from face value (though at a premium to the amount for
which they were purchased). The early redemprion of the bonds would be paid for with
funds drawn down on the line of credit. In this manner the government would obtain a
second discount on the retirement of the internal debt, the first on the issuance of the bonds
and the second at the time ot conversion.

Moreover, holders of the bonds could be given the option to convert them into shares or
other assets of the government that are being privatized. In contrast to the cash option, in
order to promote these asset sales the government could offer a premium (in terms of asset
value) over the face value of the bonds.

(4) Debt Conversion Bonds

[nternal debt that has not been securitized could be converted into negotiable bonds issued for
this purpose under the debt conversion program and guaranteed by the line of credit. The
1ssuance of the bonds would defer payments otherwise due by the government and thus

would also delay drawdowns on the line of credit).

Depending on the needs of the project, and the terms of the instruments themselves, the
holders of debt conversion bonds might be able to sell at a discount for cash pricr to their
maturity. The discounting of the bonds would provide the investor with immediate cash and
the subsequent negotiation of the bonds would promote the creation of internal financial
markets in Cameroon.

Like the cash payments, the issuance of bonds under the debt conversion program would
require external financing support for the government. The form that this support would take
would depend on the terms of the bonds.
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In order for the bonds to be accepted by investors submitting debt for cancellation under the
debt conversion prograin, it would most likely be necessary to offer them some form of
supplemental guarantee of pavment at maturity. One way to provide such a guarantee would
be tor multi-lateral and bi-lateral lenders to finance a tund which would be used to purchase
zero coupon bonds which would guarantee reimbursement of the principal on the debt
conversion bonds at maturity.

The line of credit established for the debt conversion program would then be used to service
the interest due on the debt conversicn bonds and to reimburse principal at maturity.

To assure their acceptance by investors, the debt conversion bonds would have to offer an
attractive interest rate and staggered raturities.

(5) Advantages and Disadvantages of a Financed Debt-for-
Cash Conversion Program in Cameroon

One valid criticism of this design is that it would in effect convert the private and/or bi-
lateral external and internal debt being redesemed under the debt conversion program inte
external bi-lateral or multi-lateral debt which might not be repaid. The only response to this
criticism is that this transformation is conditional on new investment in the debtor country.
This is at least better than granting the money to creditors in a buy-back with no requirement
tor them to invest in the debtor country. Moreover, if no investments are made under the
program and no debt 1s converted, the loan facility will not be used.

The primary advantage of this structure is its flexibility and the fact that cash payments and
bond issuance are contingent on investment in Cameroon by the conversion applicant.
Benefits under this system are evenly shared. The advantage to the government of Cameroon
would be that if it is used, the debt conversion program would retire internal and external
debt at a discount at the same time that it promotes investment and, in particular,
privatization. For the participating creditors, it would create demand for their debt and an
immediate cash payment from investors. The investor of course benefits from the premium
received on the debt at conversion.

l. Structuring Debt Conversion Transactions in Cameroon without the Disbursement of
lLocal Currency by the Government of Cameroon

[t the fiscal deficit in Cameroon and/or a lack of external funding renders it infeasible or
impolitic for the government of Camerocn 1o tinance debt conversion transactions or a debt
conversion program which will pay for the redemption of debt with iocal currency or bonds.
it may nevertheless be possible to structure individual debt conversion transactions in
Cameroon that do not require the Government to disburse local currency.

Essentially. three general categories of non-cash debt conversion exist: (i) debt-for-assets: (ii)
debt-for-offsets: and (iii) debt-for-policy reform. As will be seen below, most of the factors
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which must be considered in these transactions are no different than those which are faced in
a debt-for-cash transaction.

A. Debt-tor-Assets
l. Defined

A debt-for-assets transaction is one in which internal or external debt is exchanged for title to
or a right to enjoyment of assets belonging to the debtor. In most cases the debtor involved
will be a government either directly or indirectly liable on the debt. It is feasible, however,
that the debtor could be a private or parastatal entity. The transfer thus referred to is usually
meant to comprise the transfer of title or a nght to enjoymenrt of physical assets such as land,

butldings or equipment.

There is no limit to the types of assets that can be transterred pursuant {o this type of debt
conversion. Typical transactions, however, include debt for: 1) financial instruments such
as long term bonds or commercial paper; 2) leases, title or other rights to the use and
enjoyment of land property and equipment; 3) actual shares in a company, 4) exploration and
exploitation concessions in the mining, timber, tourism and oil sectors; and, 5) contracts for
or title to commaodities.

2, Pros and Cons

Debt-for-assets transactions afford NGOs and commercial entitics a discount on assets they
are purchasing while enabling the government debtor to retire debt at a discount and without
the outlav of CFA or hard currency. Because of the wide variety of assets that can be
transterred under these transactions and the steep discount available on Cameroon’s debt,
they can be used by both NGOs and commercial entities to leverage the funding they have
available for investment in Cameroon. If there is any disadvantage o debt-for-assets
transactions. it is that they are as complicated as the asset sale itseif and therefore require
~lose consultation with local counsel and relevant ministries in order to assure that the assets
are properiv valued and the purchase is properly undertaken.

3. Design

A debt-for-asset transaction can be structured as a direct transaction between an investor
seeking to purchase an asset for its own use or imniediate resale and the debtor government.
The investor might exchange the debt-for-assets it will itself use (buildings, land, matenals,
machinery. etc.) or assets that are readily monetized such as commodities.

“Many commodities can serve as a cash substutute. However, the entity receiving commor'ities must have
or be able to acquire the expertise to resell commodities. For an entity interested in receivang cash for use in 1ts
projects, 1t mught be possible to accept forward contracts for commodities. The commodity contract wouid
then he discounted locally or 1n a wnajor commodities market for a dollar or CFA payment. If the payment
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The debt-tor-assets transaction can also be structured as a two tier debt conversion in which
the debt is sold by the investor or NGO to a company for cash payments or readily
monetized assets such as commodities and then redeemed with the debtor in exchange for
other assets.

The major factors to consider in structuring a debt-for-asset transaction include the choice
and valuation of the assets and, where applicable, the choice of the local company to which
the assets will be sold. Particular concerns are asset specific and most are relatively
obvious. In the case of financial instruments such as bonds or commercial paper, or when
the debt is sold to a local company for a stream of cash payments, the primary concern of
the investor is the issuer’s ability to pay.

In the case of most other assets. the primary concern is valuation of the assets being
transterred and the legality of the transfer. In the case of leases or title to real property or
equipment, for example, there are a range of legal concerns as whether the title one receives
is valid and unencumbered. Equipment leases and sales also raise clear title issues.

These factors of credit-worthiness, valuation, and legality are particularly a concern where an
NGO that is not experienced in purchases of these assets is taking title either for resale or for
the long term.  Accordingly, it is recommended that investors and particularly NGOs
considering debt-for-asset sales should retain local legal and investment advice before
attempting a transaction. Other factors to be considered in structuring a debt-for-asset
transaction include the choice of debt and the timing of payment.

4. Feasibility of Debt-for-Assets in Cameroon

In interviews with representatives of the Government of Cameroon and bi-lateral and multi-
iateral aid organizations, DDC was informed that the necessary elements for structuring these
transactions exist and that the Government of Cameroon would welcome proposals for
individual debt-for-assets transactions.

[tis our view that the most easily effected debt-for-asset transaction would be a direct
transaction between :n NGO and ttie government in which the NGO would exchange debt for
land. buildings or equipment to be used by the NGO in its development projects in
Cameroon.  Similarly, it is our view that it is quite feasible that debt-for-shares transactions
financed with development funds could be used to finance the privatization of the
government’s shares in parastatal companies.

Development funds could be used to purchase external or internal debt at a discount. This
debt would be sold to private companies desiring to invest in companies through the
government’s privatizaton etfort. The debt would be sold at a premium for CFA

were made otfshore, the investor would have to give the debtor government an undertaking to repatnate the
hard currency proceeds.



payments over several vears. The investing company would then exchange the uebt thus
purchased for title to shares presently held by the government.

As noted, the advantage to the government would be that it would capture a portion of the
discount on 1ts debt. Simularly, it would provide interest tree financing to the investing
company for the purchase. The company would obtain shares at a discount from their cash
price.

B. Debt-for-Offsets

LA

l. Defined

A debt-tor-otfset transaction generally involves the purchase of debt at a discount and its
offset against a debt owed the investor. A debt-for-cash transaction can also be linked to a
debt-for-offset transaction.” In the first transaction an NGO or commercial investor will
purchase debt at a discount in the secondary market and sell it to a reputable local
comiercial company tfor local currency or other assets whose value exceeds the debt
purchase price, but is less than the face value of the debt. In the second transaction, the
company will offset the debt at par or a negotiated discount against a debt owed by the
company to the government.

2. Pros and Cons

From the NGO or investor's viewpoint the transaction is attractive because it provides access
to local currency. commodities or other assets at an effective discount from the commercial
rate of exchange. From the perspective of the local company purchasing the debt, the
transaction 1s attractive because it provides an effective discount on the amounts which it
must pay on its debt to the government. Moreover, because the payments by the local
company for the debt are usually made over a period of time, the NGO or investor’s
purchase is in effect interest free financing to the local entity for the debt offset transaction.

Debt-for-ottset transactions can ve attractive to the Governraent of Cameroon for a variety of
reasons. For instance, transactions can be structured which enable the government to cancel
external debt by forgiving local currency obligations without having to draw on the
Government's scarce hard currency reserves. Often the internal loans against which the debt
1s set-off are credits under which the government does not expect to collect. This is the
case, for example, where the government offsets against debts owed by insolvent or near
insolvent parastatals.

YA schematic of a debt-for-otfset transaction in which the debt is first swapped for cash
ts attached 1n Annex H.
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Depending on the ratios used, the transaction may also enable the Government to retire more
external or internal debt than it is forgiving in the offset. A secondary benefit of transactions
arranged with parastatals is that the transaction effectively strengthens the financial conditions
of such parastatal entities and reduces the government's liability on debt owed by these
entities. This also enr.ances the government’s ability to privatize parastatal entities.

The transactions can also provide many attractive opportunities for local companies. The
transaction might be structured to provide the local company with a discount on obligations
owed to a parastatal or a government.

Offset transactions are also a very creative way for NGOs to obtain discounted local currency
or other assets with which they can expand their development projects.

3. Design

To structure a debt-for-offset transaction, it is necessary to have a local private or public
company that: 1) has debts to local parastatals or the government; or, 2) intends to or is in
the process of purchasing assets or commodities from parastatals or the government; and, 3)
has regular CFA cash flow or assets which can be exchanged for the debt delivered by the
investor.

In the context of a debt-for-development offset transaction, an NGO with projects in
Cameroon would provide the hard currency funds for the debt purchase pursuant to a debt
conversion agreement signed with a local company. The local company would sign a similar
debt otfset agreement, release or debt conversion agreement with the Government. Payment
and reder.:ption of debt can then either take place all at once or in tranches on a guvarierly or

bi-annual basis.

The form of payment can be anything that the NGO or the investor values or can readily
monetize. For instance. the NGO or investor can swap the debt for marketable commodities
which can then be resold for local currency either internally or externally, probably at a
discount. Similarly, if the company is sufficiently credit-worthy, the NGO or investor can
take payment in the form of commercial paper which could be placed with other lo=al
companies prior to the closing of the offset transaction.

4. Feasibility of Debt-for-Offsets in Cameroon

In interviews with representatives of the Government of Cameroon and bi-lateral and mutti-
lateral aid organizations, DDC was informed that the Government of Cameroon would
welcome proposals for individual transactions and the concept of offsetting debts is
recognized under the law of Cameroon. In other words, there are development funds
programmed for use in Cameroon which could be accessed for the purchase of internal and
cxternal debt. There are local private companies which either have dzbts they could offset
with the Government of Cameroon or which purchase commodities or other assets from the
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Government of Cameroon on a regular basis for which they would be interested in paying
with debt.

Accordingly, it is our view that these transactions could be structured in Cameroon in such a
way as to provide significant leverage tor development projects and the commercial
intermediary involved while affording the Government a significant discount on the
redemption of its external or internal debt.

C. Debt-for-Policy Reform
1. Defined

Debt-for-policy reform involves the purchase and cancellation or outright forgiveness of debt
owed by a debtor government in exchange for a change in policy by the debtor government.
These transactions are generally structured to accomplish public, developmental goals.

In effect. debt-for-policy conversions involve the creation and implementation of legislation
or regulations as a quid pro quo of debt cancellation or forgiveness by the creditor or helder.
Given the public nature of the transaction, the sponsor of the transaction is generally a bi-
lateral or multi-lateral aid agency or an NGO and the debt used is usually official aid debt.

2. Pros and Coens

The public nature of these transactions can render them politically and economically sensitive
and difficult to implement. Further difficulties in design and implementation can be caused
by the technical nature of the legislation and regulations to be implemented, the large
number of parties that must agree to these changes, the difficulty in judging or predicting the
eventual success of the policies to be implemented, and the difficulty in determining the
value, in debt cancellation terms, of the desired policy change.

Because of their long term impact, however. debt-for-policy transactions arguably have the
areatest developmental impact of all debt-for-development transactions. Moreover, if they
are properly designed and implemented, these transactions can be undertaken with some
assurance of success and can be beneficial to all parties.

3. Design

In attempting to structure a debt-for-policy transaction, it is important to caretully chcose the
debt to be cancelled and the policy to be changed. In addition, it is also important to
carefully calculate the amount of debt to be cancelled and to design the transaction structure
in such a way that the debt's cancellation adequately compensates the debtor government for
the policy change to be etfected while linking further cancellations to implementation of the
policy reform.

b

II)A'I
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[t is important to choose the policy change that will require the least amount of legislation
with the greatest impact. Moreover, this choice must be made in close consultation with the

local legal and political authorities.

Recent policy choices for debt-for-policy transactions have not always followed this course.
They have instead focussed on policies and legislation on a broad scale involving the
adoption of new codes and laws for an entire sector. The motivation for choosing highly
visible and high impact policies for reform through debt cancellation is the feeling that given
the difficulty of obtaining agreement on such transactions, they should only be attempted for
large projects in which major legislation will be passed in exchange for the cancellation of

large amounts of debt.

The choice of what regulation should be changed in order to provide the largest development
impact is by no means always obvious, however. It is easier to change a regulation than it is
(o change an enuire code. [t is also easier to gauge the success of the change's
implementation 1f it has some form of concrete and measurable result.*

Debtor governments are more likely to respond positively to a debt-for-policy reform
proposal which calls for the cancellation of debt which is costly or commercially important to
them. Agreement of the debtor government is much more easily obtained if the debt used is
debt that the government has a strong incentive to retire. Debt that cannot be rescheduled
and debt with relatively high interest rates falls into this category. Bi-lateral aid debt does
not fall into this category and, without more, is often not important enough to fund such a
transaction. Alternative types of debt that can be used in debt-for-policy change transactions
include private commercial or bi-lateral insured debt.

The amount of debt cancelled in debt-for-policy reform transactions is also very important.
The debt cancelled has to adequately compensate the government for change in regulation.
Generally the amount of debt is calculated as some multiple of the "cost" to the government
of changing the policy or regulation concerned. For example, if the policy reform will
require the employment of large numbers of people in its implementation, the amount of debt
might be the equivalent of the cost of those employees to the Government or even a multiple
of that cost.

Similarly, if the policy will remove natural assets from commercial exploitation, the amount
of debt that would be cancelled in respect of the policy reform might be based on the
opportunity cost to the government by not allowing their exploitation.

“The result of careful inquiry in tertas of the policy choice can often be surpnsing. For instance, a simple
walver or reimbursement from customs authonties on duties charged on locally purchased import items could in
~ome development sectors have a profound impact while being much simpler to reach agreement on with the
debtor government.
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As noted. it is also important to structure debt-for-policy transactions in such a way that the
structure will have a continuing impact on the implementation of the new policy. The design
should reintorce the intent. As in any standard financial transaction, the easiest way to
assure pertormance in this area is through the use of conditions precedent and tranche
cancellations.

In most debt-for-policy transactions, the canceilaticn ot deut ianes place all at once at the
time the new legislation or regulation is passed into law. A better design is for the
transaction documentation to provide for the conversion of a global amount of debt in
tranches but only as verifiable and objective goals are fulfilled.

Taking these various tactors into account, it seems that the steep discount available in the
purchase of the external debt of Cameroon and the large discount to be expected on the
internal debt in Cameroon should afford a sufficient margin to make such transactions
attractive to the government.”® The discounts should enable the NGO involved to redeem
at a muluple or the cost of the new policy to the Government. Moreover, these transactions
could be accompanied by a simultaneous cancellation of bi-lateral aid debt as well.

4. Feasibility of Debt-for-Policy in Cameroon

[n conducting our research for this study, DDC was informed of a debt-tor-policy transaction
which has recently been attempted in the environmental sector in Cameroon. The
transaction proposed the cancellation of official aid debt in recognition of reforms to the
Forestry Code. To our knowledge, the debt was not cancelled and the torestry code was not
passed in the torm desired.

[n discussions with representatives of the Government of Cameroon, however, DDC was
informed that debt-for-policy change transactions may still be possible.

“Tukmg these vanous factors into account, a debt for duties transaction mught be designed to cover ths
tmpart costs ta several NGO's over a penod of several vears. A debt conversion agreement would condition
the cancellation ot debt on the release of the imported items directly to the NGOs tree of duties. Alternatively,
the groups could be resmbursed the duty paid on locally and externally purchased import items on a quarterly or
annual basis and the release of debt instruments would be effective upon receipt of these funds.

The amount and choice of debt to be cancelled would be important 1n this transaction as well because foregoing
import duties would have a negative fiscal impact on the government. Cancellation of a multiple of the amount
refunded would probably be necessary 1n order to make the transaction worthwhile to the Government.



III. Creation of Local Currency Endowments in Cameroon

A, Characteristics of an Endowment Fund
L. Detinition and Purpose
a. Definition

An endowment fund can be defined as a perpetual fund constituted of donations intended to
finance development organizations or not-for-profit organizations (NGOs) in a sustainable
manner. The initial capital of the fund is invested in productive investments and only the
profit thus created is used to finance development activities. A properly constituted and
profitable endowment furd will assure the long term financing of development projects in the
country 1n which it is formed.

The fund can be created through a direct donation of local currency or through the use of a
debt conversion to leverage hard currency funds. The funds programmed for financing the
endowment would thus be used to purchase the debt of the host country at a discount and the
debt would then be converted into local currency by the host government. The endowment
fund would thus benetit from the leveraging etfect of the conversion and the local currency
used to fund the endowment would thus be greaier than the amount donated.

b. Purpose of an Endowment Fund

Endowment funds are created to assure long term financing for their beneficiaries. In the
case of NGOs, an endowment can assure the long term funding necessary to sustainable
development. Endowments can protect NGO development projects from interruptions in
financing that will disrupt or terminate a project.

In practice. endowments are also often formed in order to give local NGOs the opportunity
to participate in the management and control of funds. This shared management provides
local NGOs with needed training and expenence in the management and contro! of funds.

2. Investment of Capital

The 1nitial capital of the endowment fund must be placed in investments likely to produce
stable and reliable income. The remuneration (usually in the form of interest or dividends)
generated by the investment of the capital must be sufficient to fund the planned activities of
the beneficianes as it is only these earnings that can be used. If the sums generated by the
investment are not sutticient to meet these expenses, it is possible to use the principal. If
resort 1s made in this manner to the capital, however, it will eventually diminish entirely
unless replenished by further donations and/or conversions.
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a. Possible Investments

In some countries, and particularly Cameroon, it is difficult to identify investment
opportunities that generate sufficient stable income. Financial markets no longer exist in
Central Africa in which it is possible to exchange tinancial instruments. Moreover, the bonds
which do exist such as those issued by the treasury or by government owned corporations
such as the bonds of the Societe National d'Investissement are in arrears and thus cannot
possibly serve as a stable investment for such a fund.

[f a development project is large enough, it may nevertheless be possible to turn to private
companies that would be interested in issuing bonds.’ In order to reduce performance risk,
however, the choice of private issuers would have to be limited to subsidiaries and affiliates
of large international firms of undoubted credibility.

Alternatively. a stable remuneration is offered on interest earning bank accounts. Given the
troubled condition of many of Cameroon's banks, however, even this investment is not
completely without risk. Moreover the funds would most likely need to be held in CFA as it
is normally not possible to open hard currency accounts in Cameroon. It could, however, be
possible to obtain a derogation trom this rule for an NGO operating a large project in a
prionty development sector.

b. Depreciation of Principal

The 1nitial capital of an endowment fund, once converted into local currency, can depreciate
due to local inflation and the nisk of devaluation. Such a depreciation of capital will result
in a reduction of the interest produced by the fund and therefore in a reduction of the

amounts available to finance the development activities being undertaken in the host country.

Of course, if the endowment funds were leveraged through debt conversion. depreciation is
only a risk when it surpasses the gain realized in the debt conversion. In other words, the
amount realized from the debt conversion acts as a hedge against depreciation.

3. Management of Fund:

The management and utilization of funds invested is an essential element in the design of the
fund and a point on which the funding is conditioned. The donor or funding agency of the
endowment fund will want to assure that the funds will be properly used to finance the
projects envisioned.

%In this event. the pnivate company would issue bonds subscnbed by the endowment fund and the fund
would receive interest payments on the bonds until they matured and the funds were reimbursed.
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Specific procedures must be foreseen 0 assure that the local entity which will receive,
manage and use the tunds will do so in conformity with the purposes for which they were
donated.

The legal form of the fund must permit the establishment of a management committee of
some kind which is independent and not affected by local pressures. The decisions of this
management committee, and most particularly decisions as to the use of funds, must be
susceptible to certain restrictions. Systematic controls on the use of funds should also be
established such as through the use of regular reports on financial condition and management
reports. Similarly, it is important to establish procedures that will assure the right of the
donor to tne restitution of unused funds.

B. The Legal Form of an Endowment Fund in Cameroon

Cameroon has two laws under which endowment-like tunds may be established to finance
NGOs. One is the Law of Associations (Law No. 90/053 of December 19, 1990). The
other is the Cooperatives Law (Law No. 92/006 of August 14, 1992). Set out below is a
summary of the provisions of both laws relevant to the establishment of endowment funds
with the characteristics described above.

l. Associations

Most toreign NGOs operating in Cameroon are formed as associations under the Law of
Associations. This form is popular berause it is flexible and it exonerates the activities of
NGOs from taxes. Consequently, in forming an association specifically to operate as an
endowment, one is actually forming a completely new NGO in Cameroon.

a. Legal Characteristics of Associations

An association is essentially an entity created by the agreement of several persons to pool
their efforts and activities for a reason other than to earn profits.

Associations are subject to one of two procedures: declaration or authorization.

Only religious and foreign associations are subject to the authorization regime. An
association is deemed a foreign association such that it is subject to the authorization
procedure if it has the characteristics of an association and has its headquarters in another
country or. 1t it has uts headquarters in Cameroon, is in fact directed by foreigners and more
than haif its members are foreigners.

The declaration procedure requires the founders of local associations to make a declaration at
the local prefecture of the department in which it has its headquarters. The declaration
indicates the title of the association, the purpose, the address as well as the name and
professions of the persons who for one reason or another will be in charge of its



administration. If within two months of the deposit of the dossier requesting authorization
the prefect does not respond, the application is deemed approved.

The regulations concerning authorized associations require the founders or their agents to
submit a request tor authorization to the Minister of External Affairs. The request for
authorization must detail the ctivities, the site of the group’s operations in Cameroon and
the names, professions and addresses of those charged with its direction.”” The
authorization is usually given within four to twelve months. It is important to note,
however, that foreign associations that do not demand this authorization are by law
considered null and void and their directors are subject to penal sanctions.”

The provisions of the Law of Associations are liberal in the freedom afforded founders in
drafting by-laws. For instance, the law does not state a minimum of members. Similarly,
associations are free to structure their administrative, accounting and management structure
as they desire.

The law provides that associations can sue, manage and dispose of sums generated from
dues, acquire and hold assets and own real estate to the extent that it is necessary to the
accomplishment of its mission. Securities held by an association may not be held in bearer
torm. They must be registered in the name of the association.

However, only associations recognized as being of public utility can: 1) receive donations,
and legacies of all kinds; and 2) receive grants from the state and collectives. Recognition is
provided by the President of the Republic on the advice of the Minister of Territorial Affairs.
This recognition of public utility will be granted upon application if the association’s
activities are deemed supportive of the objectives and priorities of the government.

b. Constituting an Endowment Fund as an Association

[t is possible to use the association law as the legal framework for an endowment fund in
ditferent ways.

An endowment can be created as an association de novg for the sole purpose of managing the
investment and disbursement of earnings on the investment of donated funds. Alternatively,
an association could be formed of already existing local NGOs which themselves may also be
constituted as foreign or local associations.

7 .

YA separate authonzation 1s required for each new establishment of the association. The request for this
authonzation 1s addressed to the Minster of Foreign Relations, who will forward his opinion to the Munister of
Terntonal Admumistration.

% As the use of endowments by not-for-profit organizatons is not a familiar or generally accepted practice
in Cameroon, NGOs should specify in detail the income generating activities to be engaged in by the
endowment when making a declaration, applying for authonzation and seeking recogmtion of public utility.
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Alternatively, the funds could be donated to a single NGO already constituted in Cameroon
as a foreign or national association undertaking development work in Cameroon. In this
case, the management of the endowment funds will not be the sole object of the association.
but can be considered an ancillary activity. In that event it would be necessary to modify the
by-laws of the association to enlarge its purpose and submit a request for recognition of the
public utility of this new activity.

[f an association is used as the legal vehicle for the establishment of an endowment fund, the
association must be recognized as having a public utility in order to receive the donation
necessary for its capitalization. Moreover, if an association meets the definition of a foreign
association, it will be subject to the 7-ithorization procedures and have no choice but to seek
recognition or face dissolution and penal penalties. In practice, the period of time required
to constitute the association and be certified as being of public utility can take as long as a
vear.

Associations are a useful form tor NGOs considering the formation of an endowment fund in
Cameroon because associations are exonerated from taxes and because the Law of
Associations does not detail the procedures an association must follow in managing funds.
Consequently, they are afforded some flexibility in their activities while their bylaws can be
drarted to include whatever controls the founders deem prudent.

2. Cooperatives
a. Legal Characteristics of Cooperatives

Cooperatives are groups of persons that are freely associated in order to attain a common
goal through the incorporation of an enterprise that is run on democratic principles.
Cooperatives are private autonomous organizations owned by their members and are also
administered, financed and controlled by them as well.  Though they are not restricted in
their economic activity, most cooperatives are formed to assist their members in effecting
their business.

Cooperative societies are created by written declaration in the course of a constitutional
assembly attended by at least seven founding members. The cooperative is considered
constituted under the law of Cameroon from the date of its registration in the Register of
Cooperative Societies and Groups of Common Initiative. The registration is generally
granted within two months ot the demand.

A cooperative 1s controlled by by-laws which must conform to certain principals set out in
the Law of Cooperatives, including:

J".—\ccordmgly. the by-laws can create: internal bodies and mechanisms for management and control; strict
dccounting procedures; procedures for the dissolution of the fund in the event of mususe of funds or proceeds;
and procedures for the resutution of the dcnated funds 1n the case of dissolution.



- each member has only one vote regardless of the number of shares it may own in the
cooperative;

- dividends paid on the shares of the cooperative may not exceed the limits on interest rates
provided by commercial banks;

- pro rata distributions are made or credited on transactions effected by members with the
association.

In contrast to associations, the law precisely details the obligations of cooperatives providing
that they must have share capital, as well as a certain number of control and management
positions and committees.*® Cooperatives are also required to meet disclosure requirements
in publishing accounts, and having them audited by an independent auditor. A cooperative
must also have share capital subscrived by members. This capital will vary in propertion to
number of shareholders.

The cooperative itself is exempt from corporate income taxes but it must nevertheless file
Income reports to tax authorities.

Dissoluticn of the cooperative can be voluntary and adopted by the general assembly or it
can be forced into liquidation. In that event a liquidator is appointed to proceed with the
liquidation of the assets and the division of the liabilities. The members of the cooperative
have an obligauon to tinancially support a cooperative in the event of its failure.

b. Constitution of an Endowment Fund as a Cooperative

The constitution of an endowment in the form of a cooperative could be undertaken by a
group of NGOs that are themselves constituted as cooperatives or associations. The
cooperative endowment could therefore: 1) receive donations; 2) invest funds in productive
investments; and, 3) distribute the revenues to its members.*! The revenues may then be
used to finance development projects.

Cooperatives have the legal capacity to receive donations and if revocable grants are given to
the cooperative, they can be returned upon its dissolution or liquidation. Moreover, the
cooperative structure offers an NGO the advantages of a tax free status within a highly
structured set of by-laws and legally mandated control systems.

4 . .
"Positions and comnuttees that are required include a general assembly of members, an administrative
commuttee, a supervisorv commnuttee and a director.

g - .

'NGOs incorporated as associations and members of associations should seek a legal opinton as to the
compatbility ot the planned income earning activities of the endowment/cooperative with their tax exempt status
prior to their being undertaken.
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Depending on the needs of an NGO. the cooperative form may be seen as overly rigid, as 1its
provisions concerning the operation and control of the entity formec prescribe fixed
requircments in the by-laws,

Strict rules govern the conseil d’administration that conirols the cooperative and members can
only be elected or rcplaced through formal elections held during the annual meetings of
shareholders. Similarly, the law specifically requires that the cooperative must have at least
seven founding members and each member is limited to one vote regardless of the number of
shares he owns or the amount of transactions that he effzcts with the cooperatives.

Consequently, under a cooperative structure, donors will not have complete control of the
local entity unless they or their representatives have a majority of the votes in the general
assembly.  The equality of members in the cooperative must therefore be taken into account
it local and foreign NGOs representing donors will be members of the same cooperative,

Local currency endowments may be formed in Cameroon either as an association or a
cooperative. The choice will depend on the purpose of the endowment. Because the
association law is not as stringent in its requirements, associations are more easily organized
and managed. In order for an endowment formed as an association to receive donations,
however, it must be recognized to be of public utility, a process that can sometimes be
lengthy.

As the concept of a not-for-profit endowment is new and is not commonly used or accepted
tn Cameroon. 1t 1s advisable that NGOs and donors that are creating endowments should
contirm with relevant authorities that the activities and investments contemplated for the
endowment are compatible with their tax exempt status.

CONCLUSION

The size of the fiscal deficit and the extent of Cameroon's external debt, together with
Cameroon’s inability to create money, severely limits the ability of the government of
Cameroon to finance the cost of debt conversion transactions. Consequently, for significant
debt conversion transactions to be structured in Cameroon, they will have to either be
fnanced externally or structured in such a way that the government can pay for the debt with
»ome form of non-monetary consideration.

A debt con.. sion program issuing cash and/or bonds would require tfinancing from multi-
lateral and ‘or bi-lateral donors. If financing support is available in the form of a loan or line
of credit, 1 debt conversion program could be designed to be efficient and to produce net
benetits tor the economy.

The principal benetit of a debt conversion program would be new investment in Cameroon
that would not otherwise occur. Moreover, if properly designed, a debt conversion program
in Cameroon could reure signiticant amounts of internal and/or external debt at a steep
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discount while reinforcing present efforts to securitize internal debt, create internal financial
markets and promote privatization.

If financing support is not available for the creation of a debt conversion program in
Cameroon, individual debt conversion transactions may be structured which will not require
the government to disburse cash. The three types of non-cash conversion transactions that
could be structured include debt-for-assets, debt-for-offsets, and debt-for-policy reform.
These transactions can be structured by commercial companies and ¢ :lopment groups
together or separately. These transactions could significantly leverage financial resources
programmed for development project assistance or commercial investment in Cameroon.
Finallv, it is possible to create an endowment-like entity in Cameroon for the purposes of
administering and maintaining the value of debt conversion proceeds.
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Historical Background: The External and Internal Debt of
Cameroon

In order to understand why debt conversion is possible in
Cameroon and why the establishment of a debt conversion program
is recommended, it is necessary to briefly summarize the recent
history of the debt of Cameroon. Set out below is a brief
summary of history of Cameroon’s debt since 1985.

In many ways, 1985 represented a watershed period for the economy
of Cameroon. Prior to 1985 the economy performed rather well.
Indeed, Cameroon’s economic and financial performance, including
its external debt management, was in many ways superior to the
overall performance of countries in the CFA Zone in the years
immediately prior to 1985.

In 1985, however, the country suffered from a number of severe
shocks including a severe decline in export prices, particularly
for oil and petroleum but also for coffee and cocoa and the
volume of oil exported. From 1985 to 1989, real per capita
income declined by almost 3.5 per cent per year and per capita
income dropped by almost 40 percent over this period. While the
performance of the entire CFA zone detereiorated from 1985 to
1982, Cameroon was somewhat harder hit.

Cameroon’s economic and financial problems were compounded by
social tensions that developed in the country. Tax revolts in
some sectors of the country further complicated the government’s
efforts to invest. Efforts to streamline government operations
and privatize stated-owned enterprises were hindered by a lack of
financial resources and political momentum. Government efforts
to cut non-interest expenditures and to hold salary levels
constant were insufficient to provide resources for needed
investment. As a result, both public and private investment
declined. While data is not readily available, it is estimated
that gross domestic investment fell from approximately 17 per
cent of GDP.in 1985 to perhaps 10 per cent in 1993.

This vicious spiral of decline increased in velocity as a result
of Cameroon‘s inability to devaiue its currency and continuing
depression in commodities prices. As a result, like several
other large CFA zone countries, the country was run in deficit
and large internal arrears accrued.

In order to stimulate the economy, it will be critical to
increase gross domestic investment. The country’s severe debt
servicing problem and the large arrears it presently owes on its
external and internal debt will ke major constraints. Unless
some special incentives can be devised to attract foreign
investment, the bulk of investment will have to be financed from
domestic savings.

With the devaluation of the CFA in January of this year, it seems
that Cameroon has reached another potential watershed. The



recent devaluation of the CFA and the substantial debt relief
which accompanied it, increases in basic agricultural commodities
prices on the world markets and tentative measures to liberalize
the economy opened the door to renewed discussions with external
commercial, sovereign and multi-lateral creditors and to the hope
for a new stimulus to the economy. As a result, a number of
bilateral and multiiiteral donors have been releasing previously
agreed funds and are offering fresh resources to assist Cameroon
to realign its economy to the new realities presented by the more
realistic foreign exchange rate.!

Despite the hope of renewed assistance and new loans, the
Government of Cameroon’s ability to stimulate investment and
generate economic growth will be seriously constrained by the
substantial external and internal debt overhang which has
accrued. The World Bank debt tables report that the total
external debt stock of Cameroon was 67.2 per cent of its GNP at
Year end 1992, up from 38.2 per cent at year end 1988. This
ratio appears to have worsened in 1993, especially if arrears are
included in the stock figure. Indeed, some experts believe the
the stock of external debt reached 80 % of GDP at year end 1993.

Significantly, the tables indicate that the external debt stock
grew at a substantially faster rate in the period of 1988 through
1992 than was the case during the previous eight year period
commencing in 1980. The result was a debt to export ratio of
303.8% at year end 1992. In view of the fact that all
indications are that Cameroon’s export performance has, if
anything, declined since 1992 these figures lead to the
unavoidable conclusion that Cameroon is presently staggering
under an insupportable external debt servicing burden.

Some perspective on the external debt situation in Cameroon is
useful. In relative terms, Cameroon’s external debt burden
deteriorated less from 1980 to 1988 than did that of sub-saharan
Africa as a whole. From 1988, the roles are reversed. Cameroon’s
ratios of total external debt stocks to GNP and total external
debt stocks to exports of goods and services deteriorated sharply
from 1988 to 1592 while the ratios for sub-saharan Africa as a
whole improved modestly during the same time period. The same
general pattern of relative improvement through 1988 and then
deterioration from 1988 through 1992 holds true in comparing
Cameroon’s external debt to that of the CFA Zone over all. 1In

‘ The recent agreement of the Wecrld Bank to release $50
million of a structural adjustment loan agreed in 199___ with a
40 year maturity and ten year grace period is an example of the
new willingness to provide assistance. This followed the signing
of a letter of intent with the IMF concerning a standby agreement
which will enable Cameroon to obtain substantial external debt
relief and new loans.

1



the later period, the entire CFA Zone demonstrated relatively
less deterioration in these ratios than did Cameroon.

Bilateral credits were the only category of external debt to
expand in both absolute and relative terms. While the French
Government has been an important source of bilateral funding in
the past, it will be facing many competing demands for adjustment
assistance from other CFA countries. With the problems of
stagnation in European economies and the massive fiscal deficit
of the United States, significant growth of in bilateral credits
can not be anticipated. 1Indeed, with the closing of the US AID’s
mission in Cameroon, prospects for funds or debt relief from the
United States look bleak. Debt conversion -programs offer a
mechanism to provide incentives to investors “hat significantly
change their risk/benefits calculations.

The picture darkens even further when one considers the rate of
direct foreign investment and the accumulation of internal
arrears over this same period. Foreign investors generally are
keenly aware of the debt levels of Cameroon and their
implications as an indirect tax on new investors. These
investors compare these relative trends when making risk benefit
calculations to decide where to place their funds. Their
reluctance to invest in Cameroon is seen from the attached Table.

Similarly, tax receipts in Cameroon also declined significantly
from 1987 onwards and the internal debt situation of the
Government worsened. In 1988, the total stock of internal debt
was approximately 154 billion CFA or approximately four percent
of GDP at that time.’ Since 1988 this figure has grown to
approximately 1000 billion CFA or approximately one third of the
gross domestic product (GDP) for 1993.°

The inability to make timely payment of current obligations,
including salaries and raises for many civil servants, obviously
has a corrosive effect on the social fabric of the country and
investor confidence. From an accounting point of view, a net
reduction in debt represents savings. The Government of
Cameroon, to pay either internal or external debt, must generate
CFA or convince a creditor to accept payment in some other asset,
such as ownership in a state owned enterprise.

Clearly the large stock of internal and and external debt will
limit the government’s ability to finance specific new
investments. Therefore, it would seem urgent to undertake an
effort to restructure both internal and external indebtedness
whereby debt stocks are written down, maturities stretched out,
and interest costs reduced. Any possibilities of netting out

Government Finance Statistics Yearbook, International
Monetary Fund 1988.

} See African Markets, February, 1993.
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Cameroon's Debt Burden vs. CFA Zone Countries
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Cameroon's Debt Burden vs. Sub Saharan Africa
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Country Opportunity Series
Nigeria

DEVELOPMENT
COALITION [NCOC

Executive Summary. Nigeria became the first African country to estabiish a formal debt-equity
conversion program in February 1988. Although temporarily suspended in 1990, the program
was re-instituted in January 1991 and continues as a reliable and erficient alternative to
traditional currency exchange. Successful conversions are presently estimated to provide a 73%
financial gain over a foreign exchange transaction at the official rate within one month of debt
purchase.

Vital Statistics (as of 4/1/94 unless otherwise indicated)

Gain from Use of Debt Conversion over Direct Investment: 73 %
Debt Prices: Pro Notes: .35 Par Bonds: .49

Official Exchange Rate: N 21,7761 = USD 1.00

Discount Applied by Central Bank: 28.C0%

Conversion Minimum: No minimum for NGOs

Estimated Annuai [nflation Rate: 60%

Estimated Annual Currency Devaluation : 0% (official exchange rate)

Program Description. The Nigerian debt conversion program is well established and efficien.
As noted, most conversions from the time of debt purchase through disbursement of local
currency can be accomplished within one month. Prior {0 an initial debt purchase, the applicant
must request the approval of the Nigerian government to authorize the conversion of a global
amount of debt to benefit a specific project or program. Initial approval is generally given
within one month of the application’s submission. Tranche conversions may then be effected
up to the total amount of debt authorized.

Conversions by not-for-profit entities operating in Nigeria are officially preferred by the
Nigenian government and NGOs are encouraged to apply. [nitial application is made by letter
to the Central Bank of Nigeria (CBN) and must include : the idenuty of the applicant, copies of
the articles of incorporation or registration of the applicant organization, a description of the
applicant’s experience in debt conversions worldwide, a commitment by the applicant to adhere
to the Debt Conversion Program guidelines, a feasibility study on the project to be financed,
identification of recipient(s) of the conversion proceeds, identification of local agents and
representatives, organizational references, and detailesi handling instructions for conversion
proceeds.

After receiving approval from the CBN, the conversion applicant may pa-ticipate in monthly
debt conversion auctions at the CBN. The amount of naira on offer each month is determined
in accordance with macro-economic targets for the monetary system as a whole. Successful
bidders then submit debt to the CBN and receive local currency. Approximately one month is
required to complete this exchange.

The monthly auctions set the discount rate applicable to conversion of debt. Conversion
applicants submit bids in which they state how much of the face value principal of the debt they
are willing to forego. The highest discount bids offered by the conversion appiicants win because
they translate into the lowest repurchase price for the CBN. Successtu! bids are thus ranked in

An organizauon committed to making the internauonal debt cnisis work for development



decreasing order with the highest bid favored over the nexi highest until the total amount of locai
currency offered for auction 1s exhausted.

The final st=p of presentation and payment ciurs within fifteen business days of the auction
date. Naira procceds from conversions are credited to blocked. non-interest bearing accounts
maintained at the CBN as soon as the bank has confirmation of receipt ot the debt instruments.
After deducung a naira fee of 2.5% of the discounted value of the debt. the CBN will disburse
the conversion proceeds te the NGO’s dedicated commercial bank account. The NGO may then
use these naira funds to cover the local costs of its approved project or program.

The Nigerian debt conversion program is especially attractive in 1ts tlexibility. For instance,
those applicants not wishing to bid at auction may still convert funds on an ad hoc basis. The
discount applied :0 these ad hoc conversions 1s the weighted average of the successful bids of
the most recent auction. NGOs with debt conversion authorizalions may also corduct their
conversion 1n several tranche instaliments up to the total amount of debt authorized. In cacn
successive redemntion the NGO either submits a new auction bid or applies tor pernussion tor
an ad hoc conversion,

Risk Assessment. As in any debt conversion, the conversion applicant runs the risk of non-
performance by the CBN. To date we are not aware of any debt conversion transaction in which
the CBN has detaulted on its obligaton to pay naira in e¢xchange for debt instruments. The
conversio~ auction participant also runs the risk of not having its bid accepted. To alleviate this
risk “.e CBN provides information on the discounts offered by successtul and unsuccess:ul
bidders at previous auctions. Similarly, as with any local currency holder, the successtul NGO
bidder holding naira proceeds assumes the risk of hedging against inflauon and devaluation. The
CBN assists in this effort by allowing redemption in tranches and, wien requesied, by investing
local currency proceeds in interest bearing bonds or government securitics. These instiuments
arc currently cstimated to earn interest at between 20% and 25 % per anrium and therefore lessen
the adverse impact of inflation on debt convzrsion proceeds.

Return, The CBN currently applies a discount of 28.00% te the face value ot debt presented
tor conversion and Nigerian promissory notes arc presently selling in the sccondary market at
approximately 35% of facn value. An NGO can therefore purchasc face value debt of USD
285,714.29 for an investment of USD 100.000.00. Of this face valuc amount, USD 246,565.7!
represents actual loan principal outstanding and cligible for redemption. Conversion proceeas
will therefore equal 72.00% of USD 246,565.71 less the CBN fee of 2.5%. The net proceeds
of the conversion will therefore i « USD 173.089.13 or Naira 3.769.206.20. Based on an
investment of USD 100,000.00, this transaction therefore produces an etfective exchange raic
of 37.69 naira per dollar.

The Debt-for-Development Coalition, Inc. (DDC) s a not-for-protit organization that provides general intorinatonal
services regarding debt-for-development opportunities free of charge. The information contained heremn 15 ime-
seasitive and frr educational purposes only. All investment decisions should be made only after detaled consultation
with DDC or your 1avestment advisor or attorney. DDC will prowvide technicar assistance to NGOs in conducting
debt conversions for a fee. For additionat iaformation, contact:

The Debt-tor-Development Coalition. Inc.
2021 L.. Street, N.W., Suite 510
Washingtou, D.C. 20036
Phone (202)467-0881 FAX (202)467-4093 April 1, 1994
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Country Opportunity Series
The Philippines

Executive Summary. The Philippines initiated a debt conversion program in 1986 with the intent
of reducing debt and promoting equily investments in priority sectors of the economy. New
guidelines issued in December 1990 establish a category of "high social impact" projects which
includes most projects proposed by NGOs. Recent experience suggests that the successful
completion of a debt-for-development transaction in the Philippines will yield approximately 34 %
more local currency to fund project needs than a conventional foreign exchange transaction.

Vital S'tatistics. (as of 4/94, unless otherwise indicated.)

Gain From Use of Debt Conversion over Direct Investment: 34 %
Debt Prices: Bid: $66.50 Offer: $67.00

Exchange Rate: P27.50 = US$1.00

Central Bank Discount (for NGOs): 10.0755% (at 10/19/93 auction)
Inflation Rate: 8% p.a.

Central Bank Treasury Bill Rate: 14.75%

Annual Currency Devaluation: 10% (1993)

Program Description, In 1986, the Philippines commenced its debt-equity conversion program.
The government issued revised debt conversion guidelines +* December 1990, which changed
the incentives to investors in selected sectors of the economy. The 1990 guidelines establish a
separate conversion category and procedure for "high social impact” investments. While that
term is not explicitly defined, it has been interpreted to cover most debt-for-development
transactions.

Eligible debt includes most categories of public sector external debt. Both local and foreign
organizations are permitted to apply for debt conversions. Interested investors must suk.uif an
application in triplicate to the Debt Restructuring Department of the Central Bank. The debt
conversion applicat*on should include a full description of the development project to be funded
with the debt conversion proceeds, the benefits that the project will provide th> Philippines, a
description of the NGO and a budget detailing the types of project expenditures to be covered
with the conversion proceeds. The Central Bank may also require prior approval by the Board
of Investments and government agencies responsible for the sector in which the investment is
to take place.

High social impact projects are considered on a case-by-case basis by the Monetary Board and
by the Treasury of the Philippines. After receiving the requisite approvals from the Monetary
Board and the Treasury, the NGO is permitted to complete the debt conversion. Under debt-for-
development conversions, NGOs receive a discount equal to ten cercentage points less than the
weighted average of accepted bids at the most recent auction held for conversions involving for-
profit investors. Therefore, NGOs do not participate in the auction system directly but are able
to receive a redemption rate ten percentage points more favorable than the weighted average of
the amounts paid to participants under the most recent auction. Conversion transactions must
be completed within 90 days {rom the date of approval. Conversion transactions may be
completed in tranches within the aforementioned 90 day period. Given the charactenstics of
Philippine debt and current market conditions, NGOs must have at least $181,875 available for
investment in a transaction to warrant pursuinig a conversion transaction in the Philippines.

An organizauon commutied to making the internauonal debt cnsis work for development



No taxes are applied to debt conversions. The Certral Bank permits up to $30 million face
value of eligible debt to be converted each year by NGOs for social projects. (The Monetary
Board has the authority to adjust this amount.) The maximum amount of debt that an NGO may
convert in a given year equals $3 million face value debt.

The Philippine Government places several restrictions on the use of debt conversion proceeds.
Funds may not be used to purchase exisung assets or shares of stock. land for speculative
purposes, portfolio investments, increases in working capital or nnancial restructuring or
repayment of peso debts. Purchased assets must be held for a minimum of two years. It is
important to note that conversion proceeds may be used to reimburse NGO. for eligible project
expenses incurred from the date of presenting the debt conversion application to the Central
Bank. - Should the conversion proceeds exceed the immediate cash need; of a project, the Central
Bank permits the NGO to invest the excess pesos in non-transferable peso denominated Central
Bank bonds with maturities corresponding to the anucipated schedule of project expenditures.
These Central bank bonds pay market rates of interest and are excmpt from taxation. Investcrs
are rcquired to submut reports and supporting documents regarding the use of conversion
proceeds to the . ::bt Restructuring Departraent. The Central Bank reserves tne right to inspect
the premises and i1cecords oi debt conversion beneficiaries.

Risk Assessment. “"he Philippine dabt conversion program is a wzll-defined and active program.
The government is interested in debt-for-development projects. The formal review and approval
process can be completed in approximately six weeks.

The program gives the NGO investor considerable flexibility as to the size and timing of debt
conversions, once approval has been obta .ed. Excess local currency proceeds may be invested
in Central Bank instruments that earn a real rate of interest. These two factors contribute to
protecting the value of <iebt conversion proceeds from inflation.

Return. Under current conditions, an interested NGO can purchase $100 of face value debt for
between $66.5 and $67.00. This debt can be converted into approximately $89.93 in local
currency (ten percentage points greater than the weighted average of successful bids at the last
auction) to fund a debt-for-development project. The conversion will therefore generate
approximately 34% more Philippine pesos to finance the project than a traditional foreign
exchange transaction.

The Debt-for-Developmeat Coalitioa, Lnc. (DDC) is a not-for-profit organization that provides general informational
services tegarding debt-for-dr:velopment opportunities free of charge. The wnformation contained herein is time-
sensitive and for educational purposes only. All investment decisions should be made only after detailed consultation
with DDC or your investme.it advisor or attorney. DDC will provide technical assistance to NGOs 1o conducting
debt conversions tor a fee. For additional information, coatact:

The Debt-for-Development Coalitioa, Inc.
2021 L. Street, N.W., Suite 510
Washington, D.C. 20036
Phone (202)467-0831 FAX (202)467-4093 April, 1994



Country Opportunity Series
Mexico

Executive Summary: Since 1986 Mexico has allowed NGOs to effect debt-for-development
transactions n a case-by-case basis. As the debt-for-development transactions (tfor NGOs) are
outside the formal, but now dormant, debt-equity conversion program, the applicable terms for
each transaction may vary, based on the particular circumstances. A significant amount of debt-
for-developm. ..t transactions have teen authorized by the Mexican government. Under current
market conditions, a debt-for-development swap yields a financial gain of 20% when unlizing
Discount Bonds and yields no gain when using Par Bonds.

Vital Statistics: (as of 4/94, unless otherwise indicated)

Gain From Use ot Debt Conversion over Direct Investment: 20%

Debt Offer Prices:

Discount Bonds: $0.83 of face value
Par Bonds: $0.695 of face value
Exchange Rate:
Official Free Market Peso Rate: 3.35 Pesns = UUS$1.00
Percent of Face Redeemed by Central Bank:
Discount Bonds: 100%
Par Bonds: 65%
Estimated Current [nflation Rate: 10%
Anticipated Annual Currency Devaluation: 5%

Program Description: Mexico initiated its debt conversion program in 1986, By 1987, about
$2.6 billion in external debt had been converted. Some Mexican officials stated that the prograin
was too inflationary and as a result, the program was suspended in 1987,

In March 1990, Mexico again invited debt conversion proposals and permitted an additional $3.5
billion in debt-equity conversions. The new program initiated in 1990 was auction-based, calling
for the sale of conversion rights by the Mexican government based on auction bids. The new
program also included measures to combat inflation. No formal debt-for-development program
was announced, however, a significant number of ad hoc transactions have been completed. The
Mexican government gives priority to projects that demonstrate social benefits in areas such as
health, education, sustainable development anc improvement of “Common welfare” in priority
regions. Mexico is also interested in promoting ecological and environmental projects through
its debt conversion program.

To date, most applications have been submitted by Mexican NGOs. U.S. NGOs seeking
conversions should consider establishing collaborative agreements with Mexican counterparts.
Applications for debt conversion must be submitted to the Ministry of Finance and Publiv Zredit.
The appli.a:ion should include: the amount ot debt to be converte« . identification and description
ot applicant and Mexican affiliations, wetailed description of proposed project, budget and
schedule of disbursements. To support the apphcation, an authorization must be received rom
the Mexican ministry having oversight of the sector within which the project 1s located. In
addition, tax exempt asociaciones civiles need to provide verification of tieir registration in
Mexico.

An organizauon commutted to making the internauonal debt cnsis work for development
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Since small denominations of cligivle Mexican debt do not exist, the mimmum transaction
amount is $250.000 face value of debt. Accordingly. appiicants with smaller amounts may wisi
to consider pooling their funds with other NGOs for a single transaction.

Once approval is obtained from the Ministry of Finance, the applicant enters into an agreement.
which commits the applicant 1o a specitic use and accounung for the conversion proceeds and
obliges the Ministry of Finance to provide the local currency. Under this agreement the external
debt is then exchanged at the official tree market exchange rate.  The appiticant receives
conversion proceeds cqual to 65% of face value for Par Bonds submuttee and 100)% ot Discount
Bonds. The difference n face value redeemed is gue to the 35% principal reduction already
incorporated in the Discount Bonds. Wihile New Morcy debt and other public sector debtis also
cligible for conversion, primanly Discount Bonds have been utilized. New Money and other
pubiic sector debt are expected to be redeemed at close to 65% of face.  Under the auction
system guidelines for for-profit investors, debt conversions are subject to taxation ot cither 30%
of the capital gain realized from the transaction or 20% on the transaction amount. NGOs are
exempt from taxation on debt-for-development transactions and do not participdte in the debt
conversion auction syvstem.

The not-for-profit applicant will recerve the locai currency proceeds i the torm ot a peso
deposit to an account at the Mexican Treasury, in exchange tor canceliation of the external debt.
To ensure that the pesos are spent tor the authorized purposes, the Munistry of Finance requircs
that the NGO submit receipts and a detail of expenses thal are to be covered by the debt
conversion proceeds. To protect against devaluation, the principal amount is mdexed to the US
dollar/peso exchange rate. In addition, the account bears interest at a rate of LIBOR plus
13/16%. Alternauvely, NGOs may maintain the pesos 1n a trust account at a commiercial bank.

Peso-denominatee and US dollar indexed bank deposits are presently earning ~cal rates of

interest.

Risk Assessmient: The debt conversion process 1s relatively simple but s conducted on an ad
hoc basis. The amount of debt eligible for debt-tfor-development transactions has not been
established by the Mexican government. As debt-for-development swaps are outside the tormal
auction program, NGOs have some tlexibility negotiating the terms of the transaction, depending
on local support and commitment. NGOs should be careful to design the transaction to nnimize
the impact on the transaction of inflation and possible devaluation ot the peso.

Return: Under current market conditions, an NGO can purchase $100 of Discount bonds tor
approximatcly $83.00 and receive $102 in Mexican pesos from the Mexican governament, thus
senerating a gan of approximately 20% over a traditional foreign exchange transaction.

The Debt-for-Development Coalition (DDC) 1s a not-tor-protit orgamization that provides general intormational
services regarding debt-tor-development opportumities tree of charge. DDC will provide te hnical assistance to
NGOs in conducting debt conversions tor a tee.  For additionat information, contact:

The Debt-tor-Development Coulition, Inc.
2021 L. Street, N.W., Suite 510
Washington, D.C. 20036
Phone (202)467-0881 FAX (202)467-4093 Apni 1994
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Country Opportunity Series
Tanzania

Executive Summary. In response to demand from the commercial and non-profit sectors,
Tanzania issued formal guidelines covering debt conversions for export, tourism and social
projects in December of 1990. Debt for development conversions fall under the latter category
and are officially encouraged by the government. Specifically, the Bank of Tanzania waives
the normal application fee for debt for development conversions and pays a premium in local
currency for conversions for charitable purposes. Conversions in all three sectors have been
conducted since the inception of the program, some of them providing 190% more shilling
proceeds than could have been gained from a normal currency exchange.

Vital Statistics. (as of 3/22/93, unless otherwise indicated)

Gain From Use of Debt Conversion over Direct Investment: 150% - 200%
Debt Prices: $0.30-0.35
Exchange Rates: Official: Tsh. 346.84 = $1.00
Parallel: 450.00 = $1.00
Conversion Rate: 1010.00 = $1.00
Central Bank Discount: 5 - 15% of face value of debt,
Annual Inflation Rate: @25%
Annual Currency Devaluation: @30%

Program Criteria. All legitimate holders of eligible debt, whether Tanzanian, foreign, individual
or corporate may apply for a debt conversion to the Governor of the Bank of Tanzania.
Conversion proposals are considered at the beginning of each quarter by an interagency Debt
Conversion Committee (DCC). Approvals in principal within one month of application are not
unusual. The guidelines recognize three eligible categories of transaction and specify three
eligible "sectors” of activity to be supported by the proceeds. Permitted categories of
transactions include: (1) Debt for Equity, (2) Debt for Cash and (3) Debt for Nature. Eligible
sectors of activity include various commercial industries and, more generally, charitable and
non-profit activities. Debt for development conversions qualify for approvai under the guidelines
as debt for cash transactions conducted to support charitable, non-profit activities.

Three categories of debt are eligible for conversion: (1) commercial bank debt or private trade
arrears/suppliers’ credits, (2) remittances of surplus funds of airlines, approved dividends and
expatriate remittances, and (3) governmental external debt obligations. The first category is the
type of debt which is most often converted. It consists of obligations that were originally
denominated in hard currency and the equivalent amount of Tanzanian shillings were lodged with
the Central Bank on the due date but never paid in hard currency to the obligor.

Program Procedure. Initial application is made by letter and must include : the identity of the
applicant, the amount the applicant proposes to convert, a commitment by the applicant to adhere
to the debt conversion guidelines, proof that the project to benefit from the conversion is
sanctioned by the government of Tanzania, a feasibility study of the project to be assisted with
the conversion proceeds, a project budget, identification of recipient(s) of the conversion
proceeds, and the identification of local agents and representatives. The Bank of Tanzania will
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generally nouly the applicant of the Committee's decision within 6 weeks from date of
appiication.

The sccond phase of the conversion transaction involves the sourcing, verification, purchase and
exchange of the debt to be converted. This phase takes approximately four months to complete.
Of thesc four steps, verification of the debt (i.e., that it is owed by the government and
outstanding) 1s the most time consuming, taking between one and three months. To receive
approval, the appiicant must prove that Tanzanian shiilings were lodged at the Central Bank
upon matur:ity of the notes to be exchanged. This is often difficult to do as the records of the
Central Bank and the National Bank of Commerce (the usual guarantor of trade transactions)

regarding these payments are often incompicte.

Risk Assessment. There is no legal or fiscal liability involved in applying for government
authorization for a debt conversion in Tanzania and minimal risk in actually proceeding with a
redemption. In fact, there is no nisk at all untl the point at which the applicant purchases the
Tanzanian debt instruments.  After purchasing the debt, as with any contract, there is
pertormance nisk. This risk is minimized, however, by the fact that purchase and exchange take
place sumuitaneously. A greater risk lies in not being able to spend the iocal currency proceeds
quickly enough to avoid the effects of inflation. To alleviate this risk, the government ailows
redemptions to take piace in tranches using the rate prevailing on the date of exchange.

Return, The above procedure is only justified by the large return it provides for relatively little
risk. Generaily, Tanzanian trade debt, after bankers’ fees 1s presently seiling for $0.32 10 $0.35
per dollar. Debt for development transactions in Tanzania converting $200,000.00 or less of
debt have beer accorded discounts of approximately $0.05 per dollar. Above $200.000.00 the
discount 1s 10%. Consequently, if an NGO can purchase $100.00 of face value debt for $35.00
and is able to convert it at the 5 % discount, 1t will have a gain of $60.00 in shilling proceeds
(disbursed at the official rate). The NGO therefore receives a benefit of 170% more siullings
than if it converted dollars into shillings at the official shilling-dollar exchange rate and slightly
more than 100% if dollars were converted into shillings at the parallel rate. As noted, the
exchange rate applied is the Bank of Tanzania's official rate «n the date of contirmation of the
debt. The shilling proceeds are released in tranches to the applicant’s designated debt conversion
account with a Tanzanian commercial bank.

The Debt-tor-Development Coalition, Inc. (DDC) is a not-for-profit orgamization that provides general informational
services regarding uubt-for-development opportunities free of charge. The information contained herein 15 time-
sensitive and for educational purposes only. All investment decisions should be made only after detailed consuitation
with DDC or vour investment advisor or attomey. DDC wiil provide technical assistance to NGOs 1n conducting
debt conversions for a fee. For additional information, contact:

The Debt-tor-Development Coalition, Inc.
2021 L. Street, N.W., Suite 510
Washington, D.C. 20036
Phone (202)467-0881 FAX (202)467-4093 March 22, 1953
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Executive Summary. The Republic of South Africa ("RSA") has an established debt conversion
program jointly administered by the Reserve Bank of South Africa ("RBSA") and the South
African Public Investment Commission ("PIC"). The debt conversion system was created in
1985 when political pressures forced RSA to forbid the externalization of all payments to foreign
commercial creditors. Conversions under this program currently provide an approximate gain
of 15% over a traditional foreign exchange transaction at the commercial rand exchange rate and
can be completed within two months from the date of application to the RBSA.

The RSA government negotiated the rescheduling of this debt in "interim arrangements" that also
provide for the cancellation of debt through conversion into equity or loans to subsidiaries.
Under these regulations, a debtor that is unable to pay a creditor because of the imposed
moratorium may pay the foreign currency owed on the debt into accounts maintained by the PIC.
Once these payments are made, the PIC becomes obligated on the loan and the debtor is
discharged.

The conversion program in RSA is primarily designed to encourage foreign commercial
investment but is also available for organizations implementing development projects. Under
these regulations, a development organization may take on the role of a creditor by purchasing
debt at a discount. [t may then "loan" its local affiliate the hard currency deposited against the
original lcan with the PIC. This process is characterized by the RBSA as a "substitution of
debtors.” The NGO "creditor" then writes-off the "loan" thus established.

Vital Statistics. (as of 1/12/94, unless otherwise indicated)

Gain from Use of Debt Conversion over Direct Investment at Commercial Rand Exchange Rate: 15%
Debt Prices: $0.87
Exchange Rates: Commercial Rand R3.40 = $1.00
Financial Rand R4.29 = $1.00
Annuai Inflation Rate: 15%
Annual Currency Devaluation: 15%

Program Description. The RSA debt conversion program is well established and highly
efficient. As noted, most conversions from the time of application thrcugh dishursement of local
currency can be accomplished within two months. Application for debt conversion authorization
must first be made to the RBSA. Approval is generally given within one month of the
application’s submission. The approval is generally valid for six months from the date of
issuance and debt may be converted in tranches.

Application for debt conversion must include: copies of the articles of incorporation or
registration of the applicant and beneficiary organizations, a description of the project to be
financed, identification of recipient(s) of the conversion proceeds, detailed payment instructions
for conversion proceeds and a line-item rand budget for the project financed.

An organizaton committed to making the tnternauonal debt cnsis work for development



After receiving the approval of the RBSA, the applicant takes assignment of the debt and pays
the seller the purchase price of approximately 87% of the face value amount. The PIC then
transters the full face value hard currency amount on deposit against the loan to the beneficiary's
bank. The transferred currency is then immediately converted into rand at the commercial rand
rate as a loan from the offshore parent or affiliatc organization. As noted, the loan thus
established is never repaid.

Risk Assessment. Merely applying for debt conversion authorization does not entail legal or
financiai risk for a not-for-profit organization and there is only minimal risk in actually
procceding with a redemption. Legal and financial risk arise only at the point at which the
applicant purchases the RSA debt instruments. Upon purchasing the debt, as with any contract,
there is performance risk. This risk is minimized, however, by the fact that purchase and
exchange usually take place within the same wecek.

Financial Rand v. Debt Conversion. RSA has a two-tier system of exchange rates designed to
encourage foreign investment.  Under this system for-profit and not-for-protit companies
investing in cquity 1o finance fixed capital assets such as buildings can receive special approval
from the RBSA to convert their runds at the "financial rand” rate. This svstem s attractive to
mvestors because the tinancial rand exchange rate is usuaily at a significant discount from the
commercial rand rate.  To avoid intlation the RBSA wiil not authorize the use of the financial
rand for use as working capital. Whether or not a debt conversion makes sense for a
development organization therefore depends on the nature of its project, whether it qualifies for
financial rand, and whether the financial rand discount exceeds the gain afforded by debt
conversion.

In the context of debt-for-development transactions, it is difficult to predict which projects will
qualify for rinancial rand. However, central banks will usually look on salaries for local
development workers, office expenses and expenses for travel and transport as “working
capital.” Costs for building materials and construction lahor on the other hand are more often
than not viewed as capital investment for fixed assets. Therefore, if its project involves
construction of any kind, it may be advisable that the NGO concerned first apply to the RBSA
first for approval to convert its construction related funds at the financial rand rate.

Gain. RSA debt can be purchased at approximately 87% of its face value. Consequently, for
an nvestment of $100,000.00 an NGO wiil receive $114,942.53 of face value debt. Upon
authorization from the RBSA, the PIC will then disburse the full face value in hard currency to
the NGO's local bank. The local bank will then covert the funds at the commercial rand rate.
At the present commercial rand rate of R3.40 per dollar, the proceeds from the debt conversion
described above would amount to R390,804.60. By contrast, converting $100,000 at the
commercial rand rate in a traditional foreign exchange transaction, the NGO would receive
R340,000.00. Debt conversion in RSA therefore provides a gain of 15% (R50,804.60 in the
transaction just described) over a traditional foreign exchange transactics.

The Debt-for-Development Coalition, Inc. 15 a not-for-profit corporation. All investment decisions should be made
only after detailed consultation with DDC, your investment advisor or attormey. DDC will provide technical
assistance to NGOs in conducting debt conversions for a fee. For additional information, contact:

The Debt-for-Development Coalition, Inc.
2021 L. Street, N.W., Suite 510
Washington, D.C. 20036
Phone (202)467-0881 FAX (202)467-4093 January 12, 1994
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Country Opportunity Series
Uruguay

Executive Summary, In February 1991, the Uruguayan government announced new debt
conversion regulations permitting debt-for-development conversion .ransactions to be effected
to fund non profit development projects in Uruguay. Development organizations interested in
executing debt conversions in Uruguay can anticipate receiving approximately 32% more local
currency than can obtained by a traditional foreign exchange transaction.

Vital Statistics. (as of 3/93, unless otherwise indicated.)

Gain From Use of Debt Conversion over Direct Investment: approximately 32 %
Debt Prices: (Fired Rate Note)  Bid: $0.75
Offer:  $0.70

Free Market Exchange Rate: 3,605 pesos = US$!1.00
Central Bank Discount: variable: currently 1%.
Estimated Annual Inflation Rate: 70%
Estimated Annual Currency Devaluation: 35%
Terms of Bonds Issued by Central Bank:

Currency Denomination: US Dollar

Interest Rate: 5.875% (LIBOR plus 1.75%)

Tenor: Matching project requirements with interest and principal paid semi-annually.

Program Description. Uruguay issued the guidelines for its debt conversion program in late
February [991 in an effort to stimulate increased activity in Uruguay by development
organizations. Uruguay's debt conversion program permits only development projects to be
funded through it and does not permit debt-equity conversions.

Eligible debt is limited to the $977 million in foreign bank debt included in the January 31, 1991
debt rescheduling agreements. Three types of debt instruments are available for purchase in the
secondary market: debt conversion notes, new money notes and fixed rate notes. All three of
these types of debt are eligible for conversion, however, fixed rate notes provide the NGO with
the largest gain under a debt conversion.

[nterested NGOs may apply to the Central Bank for permission to convert eligible debt at any
time. To qualify, projects must be in the areas of environmental protection, education, research,
health, culture or "any other work of important social content”. NGO's presenting debt
conversion applicaticas to the Central Bank must pay the Central Bank a processing fee of
US$1,500 if the amsount of debt to be converted is less than or equal to US$1,000,000 and
US33.000 for applications greater than US$1,000,000. Subject to Central Bank approval, this
fee may be paid from the debt conversion proceeds on the debt conversion date.

Debt conversion proposals submitted to the Central Bank of Uruguay should specify, among
other details, the type and amount of external debt to be converted. a description of the project
to be financed through the debt conversion, the benefits which the development project provides
Uruguay and a detail of the expenditures that will be covered with the debt conversion proceeds.
The review of debt conversion proposals is conducted on a case by case basis by both the
Central Bank and the Planning and Budget Office. The NGO will be advised within 30 days
from the date of submitting its application whether its proposal is authorized and the NGO will

An organization committed to making the intzmauonal debt cnsis work for development



be required to provide the Central Bank with the details of the debt to be converted within 30
days from the date of such authorization. The Central Bank then has 15 days within which it
must contirm or deny the eligibility of the proposed debt. Assuming that the proposed debt is
deemed eligible ror conversion, the NGO and the Central Bank are required to execute all
conversion transaction documentation within the foliowing 00 days.

On the conversion date the eligible debt is exchangea for Uruguay Treasury bonds denominated
in U.S. dollars with an aggregate value equal te the face value of eligibic debt tendered less the
discount appiied by the Central Bank. Currently the Central Bank discount is approximately 1%
for the conversion ot Fixed Rate Notes. The Treasury bonds issued in favor ot the NGO will
be retained by the Central Bank and will pay interest and principal in semi-annual installments.
The Treasury bond matunities will coincide as closely as possible with the cash flow
requirements of tae NGO's project.

Risk Assessment, Althougn only a limited amount of debt has been converted under Uruguay's
debt conversion program. the program is aitractive decause of the significant financial benetit
which 1t provides. The application process is efficient and the transaction structure does not
entaii the NGO mcurning unacceptable risks.  As the Treasury bonds are dollar denominated the
NGO investor s protected against the relauvely high rate of devaluation of the Uruguayan peso.

Return. The debt conversion program offers prospective investors a significant benetit over a
conventional foreign cxchange transaction. For approximately $75, an NGO can purchase $100
in face value of external debt. Once the cenversion is complete, the investor will be given U.S.
dollar denominated bonds with a race value of approximately $99, representing a financial gain
of approximately 327%.

The Debt-tor-Development Coalition, Inc. (DDC) 1s a not-tor-protit organization that provides general informational
services regarding debt-for-development opportunities free of charge. The information contamed herein is time-
sensitive and for educational purposes only. All investment decisions should be made oniv after detailed consultation
with DDC or your investment advisor or attorney. DDC will provide technical assistance to NGOs in conducting
debt conversions for a fee. For additional information, contact:

The Debt-for-Development Coalition, Inc.
2021 L. Street, N.W., Suite 510
Washington, D.C. 20036
Phone (202)467-0881 FAX (202)467-4093 March 1993
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GUIDELINES ON DEBT CONVERSION PROGRAMME FOR NIGERIA

1.1. Introduction

The Federal Republic of Nigeria has established a Debt Conversion Pro-
gramme (DCP) and set up a Debt Conversion Committee (DCC) to implement

the Programme

1.2 Objectives of the Debt Conversion Programme

1.2.1

1.2.2
1.2.3
1.2.4

1.2.5

1.2.6

- To reduce Nigeria's sxternal debt position by reducing the stock
.. of outstanding foreign currency denominated debt in order to

alleviate the debt service burden.

To improve economic environment attractive to foreign investors.

To serve as an additional incentive for the repatriation of flight
capital.

To stimulate employment generating investments in industries
with significant dependence on local inputs.

To encourage the creation aind development of export - oriented
industries thereby diversifying the export base of the Nigerian
economy.

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:

1.3.1

1.3.2

1.3.3

1.3.4
1.3.5

The Governor of the Central Bank

of Nigeria —  Chairman & Secretariat
Hon. Minister of Finance and

Economic Development — Member

Secretary to the Federal

Military Government ~  Member

Hon. Minister of Industries -  Member

The Attomey General and '

Minister of Justice ~ Member 4



1.4.0 Hon. Minister of “wate for
Manuing & Budd, o1, Office of
the President Member

1.4 Functions of Cie Debt Conversion Committce (DCC)

The primary functions of the Pely Convemsion Committce (DCC) include
the following:

1.4.1 To design and implement an efficient Debi Conversion Pro-
gramme (DCP) in Nigeria;

1.4.2 To cstablish clcar and concise dpproval crilcria and proccduses;

143 To review aad approve apphicalions and transactions within
reasonably specificd time;

144 To continually monitor and review the progress of the Pro-

gramime and the investinent projects approved under it.
1.5  DCP Guiddlines

In what follows, guiddines covering rules and regulations, application,
conversion and moniluniug-pfoccdutu for a Nigcrian DCP are prescented. The
sutilclines may he revicwed and amended from time tu time by the Debt Con-
veesion Conmnittce (DCC) without alfecting thc status of previously compleled
transaclions,

2. RULES AND REGULATIONS
-1 Lligible Foreign Debt (s)

Debt that will Le eligible for conversion shall Le CBN dollar deavminated
Promissory Noles issucd under the CBN Circular of 18Uy Apri, 1984, Promi-
ssury Notes te:tured Ly the Federa$ Ministry of Finance and Economic Develop-
wmeat, any restructuied debit under the Restructuring and Relinancing Agrcements
having a muturity of over one year and the Nigerian Investmeni Donds. The
decision to make any ether class of .debt eligible shall cest mth the Debt Con-
version Cuminitice and will he tahen in the light of devdopments under the
ney,

te

2.2 Higible Transaction Catcgories
In the application of the naira procceds from debt conversion, oaly four
Calcgurics of applications would be entertained by the Committee. These arc:
2.2.1 Convessio.. 1o cash for the Purposc of making a gift/grant 1o

Nigeran non-profil snaking centitics such as cducational institu-

lions, charitable organisations, rescarch centres and rdigious
bodics,

2.2.2 Couvession for acquisition of naira denominated debt instru-
meals isucd by the Central Bank of Nigera such as the najra
noles, dcvdupﬁwnl stocks and other local deli instruments
dusigned specially for the Programme,

2.23 Cunvesrsion for acquisilion, expansiun or recapitalisation of cx-
1sliag projccts and/or companics in Nigera and fur financing investments in pa-
valised culerpriscs. Expansion of exisling cnterpriscs can be in form of acquisi-
tion of non-voling sharcs, additional cquitics and irrcdecemable but convertiblc
debenturcs/loan sty:ks with a floaling intcrest rale tied to the rediscount rate.

224 Convesion for invesiment in completely new projects.

2.2.5 Shares, debenturesfloan slocks and other debt instruments acyu-
ired with redemption procecds should be put in the custody of a depository hank
nauncd by redemptor. Such sharca/dcbt instruments could be traded and the tradedl
and the proceeds from such sales, if gt rc-invested, should 2lso be kept by the
same deporitory hauk for a minimum peniod of 10 years Lot subjeet to the renut.
tance resteiction clause of Scction 2.4 (iv). The depusitory bank shall give the DCCC
an undertaking 1o hold the instrwments/proceeds of sales (if any) i the Line wih
the relevant Sections of the Guiddines.

2,20 lulerest, income, profits/dividends ansing thercof from  such
instruments should e paid into an wlerest carning account for b redemptor
for a period of 5 years. In this regard, thic redemptor will be required lo cxceule

dividends/profits mandate in respect of such sharcs in favour of his depository
bank. '

23 Priority within Eligible Transaction Calcgorics

Within the cligible transactions statcd in 2.2 above, the [ol]owing cconomic
activitics will be given priorily in the following order:

3



2.3.1 Iwvestment in - production processcs bascd on at lcast 70 per cent

local raw materials, especially in the development of agriculture and
agro-allicd industrics, production fos cxport and production of raw
matcrials and other requirements of lucal industrics,

23.2 luvestinent with high employment content.

2.3.3 Iuvestmeni for extracting, cxploiting and commercialisation of
Nigeria®s misicral, forestry, and other nataral resources.

234 Investment thai will scek to impruve or usc cxisting invenlions
and giszgveres in Nigeria relaling to ncw machinery, new products
or ncw processes or with technology component appropriate or adap-
tive to the Nigerian situation.

2.4 Minimum Size of Transaction

In order to minimise sdministrative work, discourage frivolour applications
and [acilitate the supervision ., or surveillance over the projects in which the
naira procceds of < -bt conversion arc invested in 2.2.2,2.2.3 and 2.2.4 above, lhe
minimum amount Jf debt to be congdered under the Scheme shall be $0.25
million (one quartcr of a million United States dollars) in the first instance and
$25,000 (twenty-five thousand US dollars) in subscquent redemptions, In the
casc of conversion to cash for the purposc of making a gift/grant under 2.2.1
there shall be no minimum limitation.

2.5  Eligible Pariicipants

All legitimat: huiders or assignecs of designated debli(s) including Nigeniara
and foreign nationals whether corporale bodies or individuals, resident or nion-
tesident | shiall be eligible 1o participale in the delit conversion programme provi-
ded that the forcign exchange required for the purchase of promissory notes and/
o1 other forcign debt instrument's from an oniginal or a previcus holder originated
from abroad and not from forcign =xchange purchased from 1FEM or in other
way from Nigen. The catemprse(s i cdemption proceeds is
(are)registered as Nigerian enterprisc(s) under cxisling company laws at {he lime
of transaction. .

e ———

financed

2.6 Volume Control °

26.1  Thc debt conversion programme shall be consistent with the fiscal, mone-
tary and othcr policics of the Federal Military Government by cnsuring that the
amount, timiug and applicalion of the procceds of converted debt arc in accor-

dancc with national priorities, especially the policies on inflation and accderation
of industrial and agricultural dcvelopment

26.2  To keep DCP within the framework of SAP,a volume control shall be app-
lied in the form of annual and monthly ceilings. Such ceilings shall be Kept under
constant review in line with monctary, credit and other macro-cconomic objec-
lives and development. Any convemion shortfall in one month may, at the dis-

cretion of the DCC be carried over and added to the following month's speci-
fied Limit. :

2.7 Protection of Foreign Investment

Any approved investment made from the procecds of conversion under the
Nigerian DCP ehall be recognised as investment made in forcign currency like
any other and accordingly will benefit from approved status, for the purposc of
such matters as tax trcatment and repatriation of dividends and capilal subject
to the remivtance restriction clause in *ungnph 2.8 below.

2.0 Remittance Restrictions

In order to ensure that the rejief Le.ng sought through DCP is not frus-
irsted and in order that the excrcise doer. not result in giving preferential terms
ol repayment to an investing redemptor over other creditors coutrzry to the terms
and conditions of exisling debt rescheduling srrangements, the following limita-

tions shali be placed on remittances of redemption proceeds and incomecs arising
thereof:

(i) laterest, income, profita/dividends, patent licence fees and other
invisibles connccted with approved projects under the DCP shall not
be repatriated for a minimum penod of five (5) ycars from the date
of rcleasc of redemplion proceeds for sctual investment.

(i)) Interest and capital repalfiation by the original holders in respect
of restructurcd payable dept converted into naira nules with maturnty
of cightcen inonths shall not take place beforc the cnd of Dec.,1991



(iii) Any capital procecis aiising from subscquent disposal of the inveat-
meat made under the programnme cannot be scpatniated for a mini-
‘mum of ten (10} years after effective investment of the procecds.

(iv) Repatsiation of capital including off-shure cost after 10 ycars shall
not exceed 20 per cent per annum.

2.9 Transaction Commission

A transaction commission payablc in US dollars and cquivalent to 2.5
per cent of the discounted valuc of thie debl 1o be convericd shall be payable to
the Central Bank of Nigeria (CBN) by the redemplor. The US dollar commission
shall be payablc to CBN Account with the Morgan Guaranty Trust Company of
New York or any forcign bank as may from time to lime be designated by the

CBN. lowever, commission on transactions for cash gfta/grants may be payable
in Naira/US dollar.

2.10 Financing of Off—sliorc Costs of Projects

The naira proceeds of Nigeria’s DCP shall be applicable only to the local
coet of the project in which the investment is made. All off—shore costs of the
DCP projects shall be provided by the redenptor. The ability to provide the
off—gh~cc cost shall be a coadition precedenl Lo any debt equily convenion.

Such additional forcign capilal investment shall Le accorded ali the privileges of
forcign investment in Nigeria under cxisting laws.

2.11 Taxaticz of Profil and Dividend

Taxation of profit and dividend ansing [rum approved DCP projects shall
be in accordancc with the cxisting tax laws ... Migeria at the lime such profits
and dividends arc declared.

3. APPLICATION PROCEDURE

3.1.1 Prospective participants whether Curporate or nen - corporalc, nalional
or forcign must obtain the piior consent or approvalin principle of the Debt Con.
version Committee in order to qualify for participation.

3.1.2 All sich applications shall'be made to the Chairman of the Debt Con-
version Commitlce at the Commitlee’s Secrctariat located at the Central Bank of
Nigeria, Tinubu Square, P. M. B. 12194, Lagos.

6

d.1.3 The Scerctariat shall acknswledge in writing ur by altested cable to the
applicant or his agent(s), the receipt of completed application within three (3)
working days of the date of reccipl of the application,

.14 Application for approval in principle will be processed un case by casc

and on first come first served basis,
LR

3.1.5 The Committce will meet as oficn as necessary toreview and approve
applicationa
J.1.6 The approval or rejection of an application shall be communicated to the

applicant and/ or his agenl(s).

3.1.7 The Committee shall not be under any obligation to giIve reasons or Justi-

ficativns fur spproval or rejection of any application and its decision shall be linal.

3.8 Incomplete or defective application(s) will Le retumed for modilication,
the applicant or lus ageni(s) will be required to subinit additional information.

3.2 Required Infonnation

The application to the Debt Conversion Committee shall contain the fullo-
wing information:
(i) Detailed idenlity of applicant and where applicable, detailed identity
ol agent(s) in Nigena.
(i) Infurmation peslaining Lo applicant’s business should include:
— nature and type of cumcnt Lusiness aclivily and particulars
ulincorporation.
~ capital and volume of opcralions
—  business conducted in or with Nigeria
—  other iuvcﬁlmcnl/upcraLiuu.s/aclivil.ica in Nigeria; nature and
voluiie of bugness intended 1o be conducted in Nigeria with
jrroceeds of proposed ce aversion.
(i) P'revivus expericnce, if any, in debt conversion with particulars of
volume and nature of business donc with proflc of actual investment
performance in other Dq'l’ countrica (if any). llolders of debt restructured
under agrcements entered into with comncrcial banks and other financial
institutions necd not proilidc information on this.
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(iv) Beneficiary or recipicnt of conversion proceeds and whether it is an
existing organisation or s new company to be specifically organised for
debt-equity conversion programme.
(v) In the case of foreign persons or entitics, particulars of agent(s) or
representative(s) in Nigeria. Copies of mandate/sgrcement between the
applicant and the agent(s) whether & person or body corporate, certificd
by & court declaration or 2 notary public. Agreement must contain delails
of sgents, including detailed instructions for handling and delivery of
conversion proceeds.
(vi) Applications should be supported by relevant documents such as
Certificates of Incorporation/Registration of the- applicant if it is a cor-
porate body, Certificate of Incorporation/Registration, Memorsndum
and Articles of Association of the beneficiary company, Feasibility Reports,
Financia! Statements, and otizer related documents. Copies of these docu.
ments should be duly certified.
(vil) Any other verifiable information or references which could facilitate
decision making on the application.
(vili) Undertaking of acceptance of an adherence to the guicelines con-
tained therein.

33  Interview

Should the need arise, the applicant and/or his agent(s) shall be invited
for inlerview on the terms and conditidns of conversion.

4. CONVERSION PROCEDURE
4.1  Auction

The method of debt conversion ehall be by auction. On very rare occasions
however, the DCC can, at its discretion,spprove an application for conversion on
its own merit and at a price determihed by the weighted average of discounts
offered by muccessful bidders at the most recent zuetion.

4.2 Hligible Bidders

4.21  All applicants who have received approval in principle or their agents are
cligible to participate in auction(s) to bid for the amount offered by the Debt

Conversion Committee. The auction(s) shall be condueted ax ol as decmel
necessary by the DCC. However, if an applicant fails to put in his hid after two
auetions after receiving approval in principle, the approval will he deemed to have
lapsed. An applicant who has received an approval in principle i< not obliged a0
submit bid to convert the whole amount in a singlc auction.

4.2.2 A prospective redemplor who has received an approval in principle andl
wishes to participate in any of the auction(s) should have acquired/ulentifisd
the promissory note(s) debt instrument(s) to be redecmed prioe to the date
of the auction(s).

4.3 Bid Schedule

Bid forms will be provided by the DEC Sceretariat at the CBN, Tinubu
Square, Lagos. The redemptor or his agent(s) shall submit only one bid for cach
spplication at an avction. Nid will be'reeeived up till 11.00 2.m. and the auction
will tzke place sl 12 noon an the day designated by the DCC. The auctinn date,
amount to be offered for redemption, and relevant conditions will be snnounced
ten banking days befdre the date of the award. Bid process will be handled hy
the DCC Seeretariat.

4.4 Bidding

4.4.1  Bids will be deliverd to the DCC Secretariat at the CBN and such bids
will specify the discount offered as percentage of the face value of the debt
to be redeemed, value of Jdebt to bie converted by the prospective redemptor
and the psrticulars of the promissory notes/delt instruments 1o be redecimeil.
4.4.2 The NDCC Secretariat reserves the right to reject any irregulzr hid while
failure to supply the particulars of the premissory notes/debi instrinnent(s)
will fead to instant disqualification at the auction.

4.5 Award

4.5.1  Dids will be ranked in decreasing order of discounts offercdl. The risht 1o
redeem will be awarded by discount rank until the amount uffered for redemp.
tion is exhausted. If two or more bids offer the same discount and the Lalance
of the amouni offered for conversion is insufficient to cover hoth, that halance
will be distributed pro rata among the two or more bids in respect of offers at the
same price. Award will be made to 2 successful hidder at his hid price (discount).

9
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4.5.2 ° The DCC wnay sct » rescrve price abuve which no deal can be clfccted.

4.5.3  Redewploms or their agents will be informed of bid award by telephone
or telex within 2 working days of the closc of the auciion.

4.6 Exchinge Rate

The applicable cxchange rate shall be the clfective IFEM rate at the time
of the auction and this shall be applicd to the successful redemptor’s bid pricc in
the calculition of the naira procccds,

4.7 Priyment of Transaction Conunlssion

¥ithin 10 Lanking days of datc of notification, the conversion commis-
sion Juc from successful biddess must be paid to the US Dollas Account of the
CBN with the Morgan Guaranty Trus Company of New York or any foreign
bank as may from time to lime be designated by the CBN.

4.6 Canccllation of Redeemed Dcbt Instrumeni(s)
$

After the auction, the DCC «will advisc Chasc Manhattan Bank, N. A. or
he Accountant-General of the Federation, at (he Fedenal Ministry of Finance
and Economic Developnicnt to cancel the deby instrumcnts of successful bidders
and surrender them to the DCC. Where the amount of debt to be converted is
less than the face value of the deblinstrument(s) subinitted for cancclation, the
concerned agent shall issuc a fresh debit instrument in the amount of the unre-
deemied balance to the redemiptor.

4.9  Dclivery of Deby Instrument for Cancellation

The redemptor(s) or agent(s) holding promissocy noles, issued under the
CBN Circular of 181h Apnl, 1984, will ddliver them to Chase Manhattan,N. A,
N. Y. for cancellation. Those holding 'romissory Notes issucd by the Federal
Ministry of Finance and Economic Devdopment shall deliver them (o the Acco-
untant General of the Federation at the Federal Ministry of Finance and Econo-
mic Dvelopnicn:, Lapus, If a redemplor fails to deliver the debt instrument(s)

within fiftcen working days of the anction in wlhich his bid is succesalul, he shall
-

not parlicipalc in subscquent auctions without the approval of the Debt Con-

10

version Committice. Such redemplor shall thercfore write to convince the Debt
Cenvession Committce why he could not take up the award.

4.10 Provision of Redemption Proceeds

Upon the confirmation of reccipt of debt instrument(s) by the appropriatc
agent to the DCC, the CBN will provide the naira procceds direclly to a2 designa-
ted blocked account at the CBN. The redemptor or his agent and the beneficiary
will be promptly informed.

4.11 Blocked Account and Rdus; of Funds

Naira procceds of converted promissory note(s)/dcbt instrument(s) will be
kepl in a blocked account at the CBN and relcased in tranches on application
to the bencficiery's bank account according Lo the cash nceds of the approved
projcci(s) as approved by the DCC. However, naira proceeds of conversion to
cash for gift to trusts and foundations may beinvested in long-dated govemment
debl instruments,

4.12 ILssuc of Shares, Debenture, Loan Stock and other
Certificatc(s) to the Redemptor

The Registrar of the company in which the redemption procecds is inves-
ted shall on reccipt of the first tranche of the naira procceds of conversion,
issuc sharc/deb!t certificate to the redemptor in accordance with the pricc placed
or the company's securitics by the Sccuritics and Exchange Comnmission of
Nigeria. Such share/dclt instrument certificate(s) should pass through the Delt
Coavension Commiltce Sccrctariat to the dcpository bank of the redemptor.

S. APPROVED STATUS

S.1  Pumsuant lo the provision of Sub-section 14(2) of the (S)FEM Decree,
the Central Bank of Nigeria shall issue a Certificatc of Capital Importation in the
uaidl way, and upon which the Industrial Development Coordinating Com-
mittee will in turn issuc Approved Status Certificate.,

11
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5.2 In a smilar manner, scparate certificatc of _apital importation ghall be
issued for additiona! importation of foreign exchange cither in cash or in
the form of machinery and equipment, etc which constitutes the ofF-shore cost
of approved debt conversion project.

6. MONITORING

6.1  Designated Beneliciary’s Bank

The blocked conversion proceeds hzld at the CGY shall be released to the

designated benefiriary s bank in amounts approved hy the DCC from time 1o time.

The beneficiary's hank shall oper only bne special account for cvery beneficiary
into which funds released from the hlocked sccount shall be credited for the
prosecution of the approved project(s). The beneficiary’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.

6.2 Access to Foreign Exchange

A" such designated debt conversion accolint shall have no access to IFEM without
the prior authorisation of the DCC. The Enterprise/company in which redemption
proceeds have heen invested should lodge information ahout all their import snd
other foreign exchange transactions with the DCC.

6.3 Periodic Report by DCC

The Debt Conversion Committee shall submit to the Federal Government
t.oalthly, and quarterdy reports highlighting the operations of the scheme and
the operational problems encountered with reccommendations for improvement
in efficiency and effectiveness of the t‘rogrammc. Periodic review and report
shall be made on the projects financed with the proceeds of debt conversion.

6.4 Companies or organisations in which redemption procerds have heen
invested shall submit annual report and audited accounts on their operations

to the DCC. In addition, such compa.iies or organisations may be required to
render certain reports or returns to the DCC Secretariat as may be required.
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6.5 Non-Compliance

6.5.1  Tranaactions in violatinn of the Guidelines stated herein or conditions
set by the Debt Conversion Crunmittee or against the laws of the country will
be deemed null and void and will be suhject to the penalties provided under
the foreign investment laws of Nigeria and !l rrlcvant laws. Similarly, any diver-
sion of naira proceeds or conversion into an unauthorised project may lead to
immediate suspension of further relcases,

6.5.2 Transaction not executed in accordance with the approval shall be null
and void for the purpose of r~patriation either of profit/dividend or capital.

6.6 Amendment to the Guidc ines

The Debt Conversion Committee_may set and modily execution pro-
cedures for controlling and suprrvising operations pursuant to the Debt Conver-
sion Programme in sccordance with the priorities of the Programme.

CENTRAL BANK OF NIGERIA
TINUBU SQU*RE
LAGOS.

28/4/89
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NIGERIAN DEBT CONVERSION PROGRAMME
Address of Appliant

—— e e e r———

- S————— e —— — s o S &

To:

The Chairman of DCC,
D.C.C. Secretaniat,
Central Bank of Nigeria,
Tinubu Square,

Lagos.
APPLICATION FOR APPROVAL: IN-PRINCIPLE-FOR- THE -
CONVERSION OF PROMISSORY NOTE(S)/DEBT INSTRUMENT(S)

1. Personal Dara of Applicant :

(D Namew e
(%) Postal Address ————
(%) TelephoneNumber_ . _

(o) Telex Number
(v) Telefax Number.

2, Type of Debt Instrument to be converted :

3. Particulars of Instrument(s).— e

4 Amount of cooversion sought : US $ —_—

§. Applicant’s Business in Nigeria (if any) :

(l) Name

(1) Address(not Post Office Box) — e e
(1) Telephone number— . __ —

(tv) Telex number o e e oo i e e

(v) Telefax number—

(t1) Nature of Business

W



6. Applicant’s Busioess outside Nigeriz :

() Name -

() Address... . ___

(ar) Tclcp.l;xénc Number

(ro) Telex Number

(v) Telefax Number.

(o) Nature of Business.

(vis) Capital ar.d Volume of Operations : .

(viy) Business conducted in or with Nigeria :

(x3) Other Investment/Activites in Nigenia

7. (@) Cash Gift—Suate :
() Amount : US$ _

() Name and Address of Beneficiary :

(151) Relationship of the Applicant to the Beneficiary :

(b) Investment in Equity of an Existing Nigerian Company—State :

(r) Name and Address : e

(r) Nature and type of Business activities ¢ oo oo




e :

(¢) Investment in Completely New Project—>State :

() Nature and Projected volume of Business intended to be conducted :

(%) Off-Shore cost and source of Financing :

(7?) Proposed apital structure :

(fc) Previous experience in the proposed venture :

8. Previous experience gif any), in debt conversion with particulars of volume and

Nature of Business done with profile of actual Investment performance in other
DCP Countries (if any) :

9. In case of Foreign persons or entities—Name(s) and particulars of Agent(s) or
Representative(s) in Nigeria whether a person or body corporate :

(Attach certified true copies of Mandate[Agreement beteween the applicant and
the Agent(s) or Representatioe(s).) ?E

10. Any other verifiabls information including sourcing of raw materials : .

I/We hereby declare that I/We undertake to accept and adhere tothe Guidelines
on Debt Conversion Programme in Nigeria.

Date :

Signature :

¢

N.B. All documentary evidence in support of this application

must be certified
by a Court declaration or a Notary public.

Al
AN .
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+ BAILLEURS DE FONDS ¢ +
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¢ [-DETTE EXTERIEURE ¢ 3,804,708 ! 191,197 ! 3,995,902 ¢
[} 1) 1]
*A_ MULTILATERAUX ¢ 757,430 ! 92,389 ' 849,819 ¢
+ L )
¢+ BDEAC t .78 122 L )
L] 1] [}
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' ' ]
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4 3
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* * 4
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' '
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* ) t
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t +
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* +
#FRANCE t 70,632 ! 0! 70,8632 ¢
* 4
+ALLEMAGNE ¢ 12,397 ! 0! 12,597 ¢
* #
v BELBIAUE ¢ 7,100 ! 0! 7,100 ¢
' U
+ SUISSE + 14,618 ! 0! 14,418 ¢
t * '
+ DANEMARK ' L 0! 13 ¢
* '
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* ¢
¢ U,5A t 1.920 ! 0 1,920 ¢
* *
¢ E-AUTRES CATEGPRIESH 101,194 ! 0! 101,198 ¢
4 +
# DETTE HOSPITALIERE + .73 ! 3734 ¢
* *
+ DETTE POSTALE : 97,450 ! 0! 97,450 ¢
.s.--xt-.--l-:x!x-.s--z:-;--i---.-SSIIBIIIIIIIIIIIII:!Eﬂ!llllllllllll.
*TOT.DETTE EXTERIEURE+ 3.804.705 ! 191,197 ! 3.995.502 ¢

.I'IIIISBBESBIEIIISIIHlll:BBS:ELIllllllll::lllllllll:l!BBIIIIIIIIIIII.
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t ¥ OPRINC ! INT ! TOTAL ¢ PRINC ' INT ' TOTAL ¢ PRINC ' INT ' TOTAL
'
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ANNEX E
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DEFINITIONS SUR DIFFERENTES CATEGORIES DE LA DETTE INTERIEURE

Dette lite a 1| ’'Investissement : Dette contractée par l’Etat
aupres des organismeSinstitutionnels relais (Caisse Nationale de
Frévoyance GSociale, organismes d’assurances, Caisse d’Epargne
Fostale, etc.). Cette catégorie de dette a donné lieu & la
signature de conventions de préts entre ces organismes et ! ‘Etat.
Il s’agit donc d’une dette conventionnelle.

Dette Commerciale ETF : Dette :ssue des arriéréc asccumulés par
1 "Etat dans le cadre des marcheés de fournitures et des
prestations de services conclus avec ies sociéteés du sec-eur du
Batiment et Travaux Fublics.

Dette fournmisseurs : dette due par 1 ‘Etat aux fournisseurs et
prestataires de services.

Dette consolidée BEAC : Dette reprise par l’Etat dans le cadre
des credits de campagne <‘inancés par cette 1nstitution et
accordés auwx socilétés du secteur agricole.

Dette bancaire : Dette reprise par 1 'Etat dans le cadre de la
restructuration du systéme bancaire.

Tirages spéciaux BEAC : Avances statutaires accordées par la BEAC
au: Etats membres (Article 19 R).

Bons d‘Equipement GSNI : Obligations émises par la 5NI et

soucrites par des sociétés. Dette raprise par 1 'Etat.
Gel de salaires : Dette due par 1’Etat au titre des avancements

et autres avantages non suivis d’effets financiers.
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ANNEX G
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External or
Internal Creditor :
of the Government of /

Cameroon

$1 mm
Loan
Assignment

M

$ 300,000 Payment
in dollars at closing

$1 mm

/ Government of \
\:ameroon '_
S+ Assignment

Loan

$ 900,000 Payment in
kind or release of debt

.

Local Company |
Private or Public |

\

Na

$ 600,000 Payment
in CFA over one vear,

! $ 1 mm
: Loan
Assignment

NGO




External or

~ $900.000

Government of \ $1mm
Cameroon ) Loan
Assignment

Local Public

Internal Creditor Company |
of the Government of ) —
Cammeroon g/

= $ 800,000 $

Loan

Assignment

$ 300,000 Payment ( )
in dollars at closing Local Private |
$ 1 mm Company
Loan E $ 600,000 A | )
Assignment 4\_// S

$ 1 mm

Loan
Assianment




\.\.\\

Creditor
External/
Internai

R

$600,000 Payment
at closing

Government
of

Cameroco
$1,000,000 e,

Reimbursement
Or Waiver

A $1,600,000
In Duties

33
=

$2 mm
Loan
Assignment

$2 mm Loan Assignment/

Shipment of

Equipment

Foreign
Supplier 4

Cancellation and Commitment
to Expand Project in
% Proportion to Discount
of $400,000
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LEGISLATION

Janvler - Février - Mars 91

LIB ZRTE D'ASSOCIATION

LCIN®90/053 DU 19 DECEMBRE 1990

TITRE |
DISPOSITION GENERALES

Anlicle preiiler ;

1 - La libe.1J d'assoclation proclamée par le pré-
anibule dae la cui.stitution est régie par les dispousitiong
de 1a présente loi.

2 - Elle est ia facult¢ de créder une association, d'y

= adhérer ou da ne pas y adhérar.

3 - Elle est raconnue A toule personne pliysique
ou morale sur i'v.isemble du larritolre national.

Ant. 2 L'azs sciation esl la convention pat l1quells
des personnes ineltent en commun leurs cunnais-
sances ou leuis aclivitds dans un bui autre tjue de
paitager des béndlices.

A1, 3 Tout membre d'une association peut s'en
retirer a tout nicment aprés palement des colisations
échues da l'annds en cours.

Art. 4 Les i ssociations fonddes sur une cause ou
en vue d'un okjul contraire 4 !a Constitution, aux lolg st
aux bonnes moeurs, ainsi que celles qul auraient pour
but de porter atleinte notamment 2 la sdcurild, A l'intd-
grilé territoriale, u l'unitd hativnale, a Fintégralion natio-
nale et 1a lorma 1épublicaine da I'Etat son! nulies et de
nul effet,

Art. 5 (1) Les assoclations obdissent a deux
rdyimas ;

- Le régimu de la déclaration

- La réginws de F'autorisation. '

(2) Reldvuni du régime de l'autorisation, les asso-
cidliors élranger :s el les assoclations, religleusus.

(3) Toutes ies autres formes d'associations sonl
souinises au 1¢yime de la déclaration. Toutulois, les
réyimes prévus { I'alinéa 1er ci-dessus ne s‘appliquent
Pas aux associaiions de tait d'intdrét éconcrnique ou
socio-cullurel.

(4) Las paitis politiquas ot les syndicdls sonl
régis par les lexlus padticuliers.

TITRE N
DU REGIME UES ASSOCIATIONS DECLANEES

CHAPITRE |
DE LA CREATION

Art. 6 Sou. réserve des cas de nullitd prévus A
Fanlicle 4 cl-dus.us, les associalions se creent librg-
ment. Toulelois, slles n'acquidrent de person:ulité juri-
diyue que si ches ont fail l'objel d'une dé.laration
accompagnée dJ i deux exemplairas de leurs staluls.

Ant 7 (1) La déclaration prévue a farlicly préce-
dent est faite p.ir les fondateurs de I'association & la
pidfecture du u: partement oy celia-ci a son siuge. Un
receplssd leur st délivrd dés que le dossiei « st com-

plei sl 'association n'est pas lrappée de nuliitd.

(2) La déclaration indigue le tiire, I'objst, lo slage
de l'association ainsi que les rnoms, | rofessions el
domicilas de ceux qui, & un litre quelcoriqua, sont char-
gés de son administration ou de 8a direclion.
Toute modification ou changemant dans ces éM.nents
doit élre porié dans les deux mois 4 Ia connaissance
du préfet.

(3) Le silence du préfet gardé pendant deux mols
aprés le dépdl du dossler da déclaration vaut accopla-
tion et cmpone acuisition de la parsonnalité furidiqua.

Art. 8 Toule personne a le drolt da prendre
connaissance sur place, A la prélectlure, des déclara-
lions at staluts ainsi que des changements Intervenus
dans ladministration d'une assoclation. Eile peut s'en
falre délivrer, & ees Irals, coples el extraits.

"CHAPITRE Ii
DU FONCTIONNEMENT

At 9 Les assoclatlons s'administrent iibrement
dans le respecl de leurs slatuls et dg la lagislation en
vigueur.

An. 10

(1) Toule association déclarée dans les condi-
licns prévues par la présente lol peut librement :

- aster an justice ; : A

+ gérer el disposer des sommaes proveniud des
cotisations ; o

- acquér!: a litre ondreux et poscéder :

a) le local destind & son administration Ji aux
réunions de ses imembres ; i

b) Les immieubles nécessaires A Faccon plisse-
ment du but qu'elly poursuil. : .

(2} Les valeurs mobilidres de toute association
doivent éire placées en tilres nominatifs ‘

Art 11[Homus 188 assoclalions reconnues Juliid¥

rpubliquei~aucune assoclation déclarde.ne peut rece!

~volr ni subventiors des 'personnes publiques, ni dsng”
58! lags des persciines privées i :

CHAPITRE I
DE LA DISSOLUTION

Art 12 Les assoclallons peuvent 8lre dissot:tes :

- par ia voluild de leurs membres conlorm Yyment
aux staluls ;

- par décision judiclaire A la ditigence du minista-
re Public ou 4 lu requéte de tout inléressé en cas de
nullité prévue a 'article 4 ci-dessus. Le jJugemant
ordonnant |a fennelure des locaux evou l'interdiction
de toute réunion des membres de I'association est
exécutoire nonobstant foute voie de recours

Art 13 (1) -4 ministre chargd de I'Administration

W
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territoniaie peut, sur proposilion molivée du prefet, sus-
pendre par arrété, pour un délai maximum de trois (3
mois. l'activité, de loute association pour troubles 3
I'ordre public.

(2) Le minisire chargé de I'Admirustration territo-
riale peut également, par arrélé, disscudre toute asso-
ciation yul s'écarte de son oblet el dont les aclivités
porient g.avement alteinte a l'ordre pullic et a 1a sécu-
ritd de I'Etat. -

(3) 1ar dérogation A l'arlicle 12 de Fordonnance
ne 72/6 cu 26 aout 1972 fixant I'organisation de la

Cour suptéme, les actes prdavus aux allnéas 1 et 2 ci- -

dessus sunl susceptibles el recours, sur simple requé-
ta, devant le président de la juridiclion administrative.

Ce recours doil intervenir dans un délal de dix
(10) jours & compter de Id dale de nolilication a per-
sonne ou 4 domicile.

Le président statue par ordonnance dans un délai
de dix (10) Jours.

(4) l'axercice des voies de recours n'a pas d'effet

suspensif © °

Art 14 La dissolulion d'una associaticn ne fait
pas obstacle aux poursuiles judiciaires qun peuvent
dveniueltement &lre engagées contie les respon-
sables de cette association.

“ TITRE Il
DU REGIME DES ASSOCIATIONS AU TORISEES

CHAPITRE IV
UES ASSOCIATIOMS ETRANGERES

Art 15 Sont répuléds assocla'ions étrangéres,
quelle que soil la forme sous laqueile ils peuvent se
présenler, les groupements possédaril les caractéris-
fiques d'unc association, qui ont leur sidye 2 I'étranger
ou qui,’ayant léur siege au Cameroun, sont dirigés en
1ait par des étrangers ou dont plus de la moilié des
membres sont des étrangers.

Art 16 (1) Les ascociations étrangéres ne peu-
vent exercer gucune activité sur le terntoire sans auto-
risation préatable du ministre chargé de
Administration territoriale aprés avis conlorme du
ministre chargé des Relatlons Extérieures.

{2) La demande d'autorisation d'excrcer qui esl
introduite au ministére chargé des Relalions exté-
rieures par les fondateurs ou les mand.lalres d'une
assoclation élrangére doll spécitler les aclivilés A
mener, les i ux d'implantation auy Camerotn, les nomns,
prolession et domicite de ceux qui, 4 un litre quel-
conque, sont chargés de la direction de ces activilés

~ 13) Les assoctations étrangéres ne [-euvent avor
des établisseinents au Cameroun qu'en verlu dune aulo-
Asation distincte pour chacun de ces établissernents,

La-decinande d'autorisation pour 1oul nouvel é1a-
blissement est adressée au minisire des Relations
axtérieuras (ul, aprés avis, le transmet auy ministre
chargé de I'Administration territoriale.

Art 17 (1) L'autorisalion peut &ire acco.dée A litre
lemporaire ou soumise a un renouvellemert périodique.

{2) Clle peut Alre suborgonnéde i cenamnas cotditions

(3) Elle peut étre retirée a tout moment

(4) Les associations elrangéres auxquelles | auto
risation est refusée ou retuée dowvent cesser imimadia
tement leurs actlvités et procéder A la liquidation di
leurs biens dans le délal de trois (3) mois 4 compte
de la dale de nolilication de !a décision

(5) En aucun cas. le retrail d'une aulorisalion ne
peut donner lieu 8 dommages-intéréls.

Art 18 1.es préfels peuvent, A toul moment invi
ter les dirigeants de lout groupement ou de toul éta.
blissement fonctionnant dans leur départerment A four-
nir par écnt, dans le délai de quinze jours, lous rensei-
gnements de nature A déterminer le sidge auqunl ils
se rattachent, leur objel, ta nationalité de teurs
membres, de leurs adminisirateurs ou de leurs diri-
geants eflectifs.

Art 19 Les assnciations élrangéres, quelle que
soil |1a forme sous laquelle elies se préserntent, qui ne
demanden! pas |'autorisallon dans les conditions
fixées ci dessus, sont nulles de plein droit.

Art 20 (1) Sont punis d'un emprisennement de
quinze jours a six mois et dune amende de 100 000 a
1 000 000 de [ ou de fune de ces deux peines sriile-
ment ceux qul, a un tlitre quelconque, assument ou
continuent d'assumer 'administration d'.ssocialions
étrangéres ou d'établissements fonctior.nant sans
autorisation

{2) Sont punis d'un emprisonnement dJe dix jours
3 trois mois et d'une ammende de 50 000 & 500 000 F
ou de Fune de ces deux peines seulemenl les aulres
personnes yui participent au fonctionnement de ces
associalions ou de leurs établissements

{3) Les peines de I'alinda 2 ci-dessus sont apphi-
cables aux dirigeants, administrateurs et paiticipanis 3
I'activilé d'associations oy d'établissements qui fonc:
tionnent sans obsearver les conditions Imnosées par
arrété d'aulurisation au-dela de la durée fixée par ce
dernier. e e e = e

FArf 21 Les-assoclations élrangézes";aed@'ﬁﬁm
wnnues Jduliitd publique™r

CHAPITRE V
DES ASSOCIATIONS NELIGIEUSES

Art 22 Cst considérée comme association reli-
gieuse : ‘

- Tout groupement de personnes physiques cu
morales aya:d pour vocation de rendra hutnmage A
une divinité ;

-Tou! greupement de personnes vivant en com.
munauté coriormément a une doctrine religiruse

Art 23 Tonle assoclation religieuse doit élie autornsén,
It en est de m.ne de tout élablissement congréganiste

At 24 1 autorisation d'une association refigiettse
ou d'un établiscement congréganiste est pronencée par
décret du président de la République, aprés avis motiveé
du ministre chargé de I'Adminisiration territonriale.

Art 25 (1) Les associalions religieuses ne peu.
vent recevoil da subventions publiques ou de dons ot
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leys mmobilicrs

(2) Toutclers, elles peuvent recevoir les dons et
luys unmobilicts ndcessaires A Yexercice (e lours
deliviles

Art 26 Los associations religieuses tivnnent un
eldl de leurs recelles el dépenses et dressent chaque
annee, le cormpie fimancier de Fannée ecoulow el I'élat
dmventaire de leurs biens meubles el immeubles.

Art 27 | es responsables des assoctations reli-
gieuses sont lenus de présenter sur réquisiion du

muusire chaigé de I'Administration territondle ou de .

sun délégué, les comples el élals vises a Farhcle pre-
cedent amnsy que les listes compleétles de leurs
membres dirigeanis.

ATt 28 -

(1) Sont vuils’lous actes de donation entre vils ou
leslamentaires, & Wire onéreux ou gratuil, accoimplis
suil directement. solt par personne inlerposce ou par
foute vote indirecte ayant pour objet de perimietire aux
dssocialions r:ligieuses légalement ou illégatement
londees de se soustraire aux obligations de l'aricle 27
Cl dessus.

(2) Celte nuliné sera constatée soit 4 la diligence
du munistére public sur dénonciation du inirstre char-
ge de IAdmitustralion territoriale ou de son uéléqué,
svil & la requéle de toul intéressd.

Art. 29 Sont punis des peines prévues aux
aiticles 314 ¢1 129 du Code pénal les representants
Ou wirecteurs d'une association religieuse ui ont tail
dus fausses communicalions ou relusé d'oulempérer
aux réquisilions du ministro chargé de I'Admiustration
feintonale ou de son déldgué dans I8 cadre «lus dispo-
sihons de Fanicl2 27 ci-dessus.

Art. 30 loule association religieuse peut élre
suspendue par arrétd du minisire chargé de
YAdannisiration ternitonale pour troubles a Vordre
pubhc. Celts su.pension obéil aux dispositions de I'ar-
ticle 13 ci-dessus.

Ant. 31 Tuute assoclation religieuse dun.wnt aulo-
fisee dont l'objet inial est par la suile .peut ctre dis-
soute aprés pieavis de deux mais reste sans cllel par
ducret du présidenl de I republque.

NTRE IV
DISI’OSITIONS DIVERSES ET
TIRANSITOIRES FINALES

Art. 32 (1) :]'_qu'(e?ﬁ?.éclalqu.do_nl~lq-:qmlribuu6'r‘1

Fettective esl determinante‘dans laréalisalion das
sobjeclifs prlorlialres'_q_g;gouvqr,nemenl peut, sur
- demande, élre reconnue d'ulililé publique par décrel
- du président ds Ia république, aprés avis motivé du
!ministre chargé de I'Administration territoriale’>

(2) Elle peut dans ces conditions

- accomplir lous les acles de la vie civile non
iterdits par ses staluls, sans pouvoirs posséder ou
acquenr d'aulres immeubles que ceux nécessaires au
but quelle poutsul ;T

- recevorr des dons et legs de loute nalure sous
réserve de 'autorisation du minislre chargé da
I'Administration territoriale pour les dons et legs immo-
biliers ;

- recevoir des subventions de f'Etat el des collac-
tivités décentralisées ; dans ce cas, I'Elat doil s'assu-
rer de la bonne ulilisation de ces subventions,

Ant. 33

(1) Sont puins d'une amande de 100 0GO A 1 000
000 de F, d'un emprisonnement de trols mols A un an,
ou de l'une de ces deux peines seulement, les fonda-
leurs ou administrateurs de I'association qul serait
maintenue ou reconslituée illdgalement aprés juge-
men! ou décision de disfolution.

(2) Lorsque 1a décision de dissolution a 814 motl-
vée par des manileslatlons armées, une alleinle A la
surelé intérieure ou extérieure de I'Elat, le maximum
des peines prévucs a l'alinéa précédent est doubld

(3) Sont punies des mdmas peines, les par-
sonnes qui onl favonsd la rdunion des membres da
I'associalion dissoute en leur conservant l'usage d'un
local dont elles Uisposent.

Ant. 34 Les associalions qui justilient de Ia pos-
session d'actes do déclaration, de reconnaissance ou
d'autonsation delivrés conformément A la ldyislation
en vigueur lors de la publication de la prdsente loi
sont tenues d'en laire 1a preuve dans le déiai du douze
mois par la production d'une cople au ministre thargé
de I'Administratic i lerritoriale. .

Ant. 35La lui n° 67/LF/19 du 12 juin sur le iberté
d'association est abrogee et remplacée par les dispo-
siions de la prev.nle loi.

An. 36 La jrésente loi sera enregistrée, publide
‘selon a procedure d'urgence, puis Insérée au Joumal
officiel en lrangus el en Anglais.
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