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I. SUMMARY AND RECOMMENDATIONS 

A. Recommendations 

T h i s  Miss ion  recommends t h a t  A.I.D. approve t h e  foLLowing Loan 
to  f i n a n c e  t h e  P r i v a t e  S e c t o r  R e v i t a L i z a t i o n  P r o j e c t :  

o A I D  loan: $10,0001000 

Terms: Twenty y e a r  repayment p e r i o d  
i nc lud ing  t e n  y e a r s  g r a c e  on  
a m o r t i z a t i o n  w i t h  i n t e r e s t  of t w o  
p e r c e n t  du r ing  t h e  g r a c e  p e r i o d  and 
t h r e e  p e r c e n t  t h e r e a f t e r .  

o CBI T r u s t  Fund Loan: $ 5,000,000 

Terms: F i f t e e n  yea r  repayment 
p e r i o d  i nc lud ing  f i v e  y e a r s  g r a c e  
o n  a m o r t i z a t i o n  w i t h  f i v e  p e r c e n t  
i n t e r e s t  (Equ iva l en t  o f  $5,000,000 
i n  local cu r r ency  g e n e r a t i o n s  from 
ESF program) 

o COFISA s h a r e  c a p i t a l  i s sue :  

o P r o j e c t  To ta l :  
( i nc lud ing  ESF local cu r r ency  
g e n e r a t i o n s )  

o Disbursement per iod:  

B. Summary P r o j e c t  D e s c r i p t i o n  

Three y e a r s  

1. Borrower 

The borrower w i l l  be t h e  ~ o r p o r a c i 6 n  C o s t a r r i c e n s e  de 



Financiamiento I n d u s t r i a l ,  ~ n t e r n a c i o n a s /  (COFISA I n t e r n a c i o n a l )  
which is incorpora ted  i n  Panama and is a wholly-owned s u b s i d i a r y  of 
COFISA S. A. ,  a  p r i v a t e l y  he ld  f i n a n c e  company ( f  i n a n c i e r a )  
incorpora ted  i n  Costa Rica. Es tab l i shed  almost two decades ago wi th  an  
i n i t i a l  A.I .D.  l oan  of $5.0 m i l l i o n ,  t h e  COFISA o r g a n i z a t i o n  developed 
i n t o  t h e  c o u n t r y ' s  most important  financiers and has c o n t r i b u t e d  
heavi ly  t o  t h e  development of t h e  Costa Rican economy, p r i m a r i l y  t h e  
i n d u s t r i a l ,  c o n s t r u c t i o n ,  and a g r o i n d u s t r i a l  s e c t o r s .  This  was 
achieved through COFISA' s h ighly  s u c c e s s f u l  n e g o t i a t i o n  of l i n e s  of 
c r e d i t  wi th  over  seventy i n t e r n a t i o n a l  banking i n s t i t u t i o n s  i n  t h e  
United S t a t e s ,  Europe, and La t in  America. The va lue  of t h e  o r i g i n a l  
A.I.D. l oan  (and a  subsequent follow-up loan  of an  equa l  amount) was 
m u l t i p l i e d  over  25 times i n  terms of funds  l e n t  o u t  over  t h e  
f i n a n c i e r a ' s  19 year  l i f e s p a n .  COFISA has  c o n s i s t e n t l y  been a  major 
p r i v a t e  f inanc ing  a l t e r n a t i v e  f o r  Costa Rican bus iness  i n  a  f i n a n c i a l  
environment dominated by fou r  stated-owned banks. A s  of l a s t  
September, one o u t  of every t e n  co lones  i n  c r e d i t  ou ts tanding  t o  t h e  
c o u n t r y ' s  p r i v a t e  s e c t o r  had been l e n t  by COFISA. 

2. P r o j e c t  Summary 

Despi te  COFISA's impressive p a s t  record of c o n s t a n t l y  
p r o f i t a b l e  growth and s i g n i f i c a n t  c o n t r i b u t i o n  t o  Costa R i c a ' s  
development, r e c e n t  economic e v e n t s  and GOCR monetary and f o r e i g n  
exchange p o l i c i e s ,  desc r ibed  f u l l y  i n  t h i s  paper ,  have had a  
devas t a t ing  impact on t h e  company' s v i a b i l i t y .  However, t h e  
f i n a n c i e r a ' s  network of c r e d i t  r e l a t i o n s h i p s  wi th  v i r t u a l l y  a l l  s e c t o r s  
of t h e  l o c a l  economy con t inue  t o  make it a v i t a l l y  important component 
of t h e  n a t i o n ' s  f i n a n c i a l  community, and COFISA has  been t h e  Costa  
Rican p r i v a t e  s e c t o r ' s  most s u b s t a n t i a l  l i n k  with t h e  i n t e r n a t i o n a l  

I/ Legal  a n a l y s i s  conducted f o r  t h e  p r o j e c t  i n d i c a t e s  t h a t ,  i n  o rde r  
t o  p r o t e c t  t h e  p r o j e c t ' s  l oan  p o r t f o l i o  from t h e  l e g a l  r i s k s  which 
a r e  d i scussed  throughout t h e  paper ,  t h e  Borrower des igna t ion  should 
be t r a n s f e r r e d  a s  soon a s  p o s s i b l e  from COFISA I n t e r n a c i o n a l  t o  a  
COFISA s tockholder  owned holding company incorpora ted  i n  Panama 
which wholly-owns both COFISA S. A. and COFISA In t e rnac iona l .  

The es tab l i shment  of t h e  holding company w i l l  t a k e  s e v e r a l  weeks, 
s i n c e  t h e  necessary "stock swap" between COFISA S. A. and t h e  
holding company w i l l  r e q u i r e  a  g e n e r a l  s tockho lde r s  meeting. The 
d r a f t  a u t h o r i z a t i o n ,  t h e r e f o r e ,  s p e c i f i c a l l y  a l lows  f o r  t h e  
t r a n s f e r  of Borrower des igna t ion  t o  t h e  holding company a s  soon a s  
p r a c t i c a l .  

Fu r the r  d i s c u s s i o n  of t h e  holding company is provided i n  t h e  
I n s t i t u t i o n a l  Analysis  Sec t ion  of t h i s  Paper and i n  t h e  Legal 
Analys is  Annex. 



banking system. COFISA's importance t o  the  economy is a d d i t i o n a l l y  
ev iden t  i n  t h e  f a c t  t h a t  its deb to r s  employ thousands of Costa Ricans 
whose jobs a r e  s e r i o u s l y  threa tened  by t h e  c u r r e n t  c r i s i s .  

The Goal of  t h e  p r o j e c t  i s  t o  c o n t r i b u t e  t o  t h e  
rees tab l i shment  of dynamic growth of t h e  Costa Rican economy. The 
p r o j e c t ' s  t h r e e f o l d  purpose is t o  a s s i s t  with t h e  r e s o l u t i o n  of t h e  
c u r r e n t  product ive  p r i v a t e  s e c t o r  l i q u i d i t y  c r i s i s ,  t o  enhance t h i s  
s e c t o r ' s  c a p a c i t y  t o  e a r n  f o r e i g n  exchange, and t o  r e e s t a b l i s h  COFISA 
a s  a development-oriented f i n a n c i a l  i n s t i t u t i o n .  The p r o j e c t  is 
comprised of t h e  following components: 

a.  Dollar  C r e d i t  

A l l  r ecen t  Mission ana lyses  of t h e  Costa Rican 
economy have s t r e s s e d  t h e  continued e x i s t e n c e  of  a s eve re  l i q u i d i t y  
c r i s i s  and an  acu te  c r e d i t  shor tage ,  both of which have r e s u l t e d  from 
t h e  extremely poor economic c l i m a t e  which has a f f e c t e d  t h e  count ry  over  
t h e  p a s t  few years .  Previously r e a d i l y  a v a i l a b l e  l i n e s  of c r e d i t  from 
f o r e i g n  banks and overseas  s u p p l i e r s  and impor ters  a r e  drying up even 
f o r  Costa Rican e x p o r t e r s  of t r a d i t i o n a l  products  such a s  c o f f e e  and 
meat. The coun t ry ' s  i n t e r n a t i o n a l  c r e d i t  r a t i n g  has  dropped v i r t u a l l y  
t o  n i l .  I n  t h e  f a c e  of t h i s  phenomenon, a s u b s t a n t i a l  u n s a t i s f i e d  
demand f o r  d o l l a r  c r e d i t  e x i s t s ,  which has  been confirmed by a c r e d i t  
demand survey conducted by t h e  Mission i n  e a r l y  August, 1982 ( s e e  
Annex El. This c r e d i t  shor tage  is a c t i n g  a s  a damper on t h e  r e v i v a l  of 
t h e  coun t ry ' s  p r i v a t e  product ive  s e c t o r ,  and f u r t h e r  hampers expansion 
i n t o  n o n t r a d i t i o n a l  expor t ing  a c t i v i t i e s .  Without t h e  achievement of 
d rama t i ca l ly  improved expor t  product ion,  Costa Rica w i l l  not  be a b l e  t o  
r e e s t a b l i s h  and s u s t a i n  economic growth. 

Under t h i s  p r o j e c t ,  COFISA w i l l  sublend an  i n i t i a l  
sum of  $10 m i l l i o n  t o  producers  of  both n o n t r a d i t i o n a l  and t r a d i t i o n a l  
products .  Emphasis w i l l  be placed on a s  r ap id  and f l e x i b l e  a 
disbursement schedule a s  poss ib l e .  Accordingly, t he  Mission suppor t s  
COFISA's p l a n s  f o r  short-term lending a t  t h e  o u t s e t  of t h e  p r o j e c t .  I n  
response t o  P r o j e c t  o b j e c t i v e s  f o r  a r e o r i e n t a t i o n  of COFISA' s 
ope ra t ions  toward developmental lending,  however, t h e  p o r t i o n  of t h e  
p o r t f o l i o  d i r e c t e d  toward longer-term lending is expected t o  be 
increased  s u b s t a n t i a l l y  a f t e r  t h e  f i r s t  y e a r s  of p r o j e c t  opera t ion .  By 
t h e  end of year  th ree ,  it is  expected t h a t  a t  l e a s t  30% of COFISA's 
e n t i r e  subloan p o r t f o l i o  w i l l  c o n s i s t  of medium t o  long-term lendings  
from two t o  f i v e  year  terms, and o f f e r i n g  g race  p e r i o d s  of s i x  months 
o r  more. These longer-term lendinqs  a r e  expected t o  f u r t h e r  t h e  
developmental o b j e c t i v e s  of t h e  p r o j e c t .  Lending w i l l  be a t  commercial 
r a t e s ,  which a r e  p ro jec t ed  t o  average t h r e e  p o i n t s  above LIBOR. 

A major o b j e c t i v e  of COFISA's d o l l a r  lending p o r t f o l i o  is t h e  
r e c a p i t a l i z a t i o n  of t h e  financiers. COFISA's e q u i t y  base w i l l  be 



r ap id ly  r e b u i l t  t o  h e l p  t h e  company br ing  i ts d e b t  t o  e q u i t y  r a t i o  
w i th in  a reasonable 10:l l i m i t .  Whi$e r ek ind l ing  COFISA1s f i n a n c i a l  
h e a l t h  and improving i ts  balance shee t ,  t h i s  r e c a p i t a l i z a t i o n  w i l l  a l s o  
enable  COFISA t o  r e e s t a b l i s h  normal c r e d i t  r e l a t i o n s h i p s  wi th  i ts 
t r a d i t i o n a l  ove r seas  f i nance r s .  The development of a commercial 
lending p o r t f o l i o  which t h i s  imp l i e s  w i l l  h e lp  t o  a c c e l e r a t e  COFISA1s 
recovery even f u r t h e r ,  and s o  permi t  a s  r ap id  an  amor t i za t ion  a s  
p o s s i b l e  of t h e  f i n a n c i e r a l s  e x i s t i n g  indebtedness .  

b. Colon C r e d i t  

Many Costa Rican producers ,  inc luding  a number of 
COFISA1s c u r r e n t  c l i e n t s ,  d o  n o t  r e q u i r e  imported i n p u t s  and 
in t e rmed ia t e  goods, and s o  have no need f o r  d o l l a r  c r e d i t .  They 
nonethe less  a r e  equa l ly  a f f e c t e d  by t h e  ex t ens ive  c r e d i t  squeeze 
desc r ibed  e a r l i e r .  COFISA w i l l  make l o c a l  cur rency  c r e d i t ,  t h e  
equ iva l en t  of $5 m i l l i o n ,  a v a i l a b l e  t o  t h e s e  producers.  Preference  
w i l l  be g iven  t o  borrowers who provide  e s s e n t i a l  l o c a l  s e r v i c e s  and/or 
domest ica l ly  produced i n p u t s  f o r  expor t  producers ,  and t o  borrowers who 
manufacture o r  produce import s u b s t i t u t e s .  While COFISA w i l l  
u l t i m a t e l y  complete i ts r e o r i e n t a t i o n  from commercial t o  more 
developmental o p e r a t i o n s  and lending w i l l  become focussed on longer  
term, developmental p r o j e c t s ,  i n i t i a l  emphasis w i l l  l i k e l y  be on s h o r t  
term lending.  Var iab le  market i n t e r e s t  r a t e s  w i l l  be charged, 
a d j u s t a b l e  a s  necessary due t o  t h e  c u r r e n t l y  uns t ab le  f i n a n c i a l  
environment ( t h i s  is common p r a c t i c e  today i n  Costa  Rican banking) .  I t  
is expected t h a t  many i f  no t  most subloans w i l l  be made t o  e x i s t i n g  
COFISA customers,  whose cont inued v i a b i l i t y  depends very much on 
c u r r e n t  d e b t  rescheduling and cont inued acces s  t o  c r e d i t ,  which only  
COFISA w i l l  be a b l e  t o  f a c i l i t a t e .  

3. Summary Findings 

The P r o j e c t  Committee has  reviewed t h e  p r o j e c t  f o r  i ts  
t e c h n i c a l ,  economic, f i n a n c i a l ,  p o l i c y  and i n s t i t u t i o n a l  soundness. 

W e  s t r o n g l y  be l i eve  t h i s  p r o j e c t  can  he lp  t o  so lve  some 
of t h e  seve re  c r e d i t  and l i q u i d i t y  d i f f i c u l t i e s  which a r e  having a 
profound negat ive  impact on t h e  Costa  Rican product ive  s e c t o r  and on 
e f f o r t s  made t o  e x t r i c a t e  it from t h e  c u r r e n t  economic crisis. The 
p r o j e c t  w i l l  p rovide  key suppor t  t o  Costa  R ica ' s  most important  p r i v a t e  
f i n a n c i a l  i n s t i t u t i o n  dur ing  a c r i s i s  which is not  of i ts  own making, 
bu t  which t e c h n i c a l  a n a l y s i s  demonstrates  can  be surmounted wi th  t h e  
proposed A.I .D.  a s s i s t a n c e .  COFISA has  been t h e  major p r i v a t e  
f inanc ing  a l t e r n a t i v e  i n  Costa  Rica f o r  t h e  l a s t  two decades i n  a 
banking environment dominated by t h e  State-owned banks. COFISA has 
e s t a b l i s h e d  f i n a n c i a l  o p e r a t i o n s  with v i r t u a l l y  every s e c t o r  of t h e  
Costa Rican economy, and i ts  broad and numerous c l i e n t e l e  employing 
thousand of workers is a c u t e l y  dependent on t h e  f i n a n c i e r a l s  su rv iva l .  



COFISA has  developed cor respondent  banking r e l a t i o n s h i p s  w i th  a n  
e x t e n s i v e  network of U.S. and European banks, making it an impor tan t  
l i n k  between t h e  Costa  Rican p r i v a t e  s e c t o r  and t h e  i n t e r n a t i o n a l  
f i n a n c i a l  market p lace .  

COFISA's p a s t  record of s u c c e s s  and sound management 
provides  one of t h e  major b a s i s  f o r  concluding t h a t  COFISA w i l l  be 
a b l e  t o  s u c c e s s f u l l y  c a r r y  o u t  t h i s  p r o j e c t  and meet i ts o b j e c t i v e s .  
P a r t i c u l a r l y  c l o s e  a t t e n t i o n  and s c r u t i n y  have been g i v e n  to  COFISA's 
f i n a n c i a l  v i a b i l i t y ,  and w e  conclude t h a t  t h e  p r o j e c t  w i l l  h e lp  t o  
gua ran t ee  COFISA's cont inued  e x i s t e n c e  and growth a s  a c r i t i c a l l y  
important  component o f ,  and c o n t r i b u t o r  to, Cos ta  R i c a ' s  economic 
development. While ou r  assumptions f o r  reaching t h i s  conc lus ion  a r e  
conse rva t ive  and have been sub jec t ed  t o  s t r i n g e n t  s e n s i t i v i t y  t e s t s ,  w e  
i n t end  t o  inc lude  covenants  i n  t h e  l o a n  agreement which w i l l  enable  u s  
t o  keep c l o s e  t r a c k  of t h e  development of  COFISA's performance under 
t h e  p r o j e c t .  

4. P r o j e c t  I s s u e s  

The i s s u e s  r a i s e d  i n  t h e  DAEC review c a b l e  (STATE 210742, 
da t ed  J u l y  29, 1982, inc luded  a s  Annex B,  E x h i b i t  2) have been t a k e n  
f u l l y  i n t o  c o n s i d e r a t i o n  and have been d e a l t  wi th  i n  t h e  body of  t h i s  
paper.  Provided below a r e  summary comments on  t h e s e  and o t h e r  
impor tan t  i s sues :  

a. Stockholder  P a r t i c i p a t i o n  

A s  a means of  complementing t h e  reschedul ing  of 
COFISA' s e x i s t i n g  d e b t ,  COFISA' s s h a r e h o l d e r s  w i l l  be r equ i r ed  t o  
approve a n  i n c r e a s e  i n  t h e  c o r p o r a t i o n ' s  au tho r i zed  sha re  c a p i t a l  t o  
t h e  d o l l a r  e q u i v a l e n t  of  an  a d d i t i o n a l  co lones  50 m i l l i o n  i n  s p e c i a l ,  
p r e f e r r e d  s t o c k ,  thereby  inc reas ing  t h e i r  t o t a l  stock i s s u e  l e v e l  t o  
t h e  approximate e q u i v a l e n t  o f  co lones  100 mi l l i on .  A c o n d i t i o n  
precedent  t o  f i r s t  disbursement  s h a l l  be t h e  adopt ion  of  such an  
au tho r i zed  sha re  c a p i t a l  i n c r e a s e  by COFISA' s owners. COFISA 
management a r e  c o n f i d e n t  o f  t h e i r  a b i l i t y  t o  p l a c e  t h e  f u l l  au tho r i zed  
increased  amount over  a t h r e e  y e a r  per iod .  The P r o j e c t  Loan 
Author iza t ion  w i l l  r e q u i r e  COFISA t o  covenant  t o  a c t i v e l y  promote t h e  
s a l e  and s u b s c r i p t i o n  of t h e s e  a d d i t i o n a l  s p e c i a l  s t a t u s  s h a r e s  which 
w i l l  both broaden COFISA ownership and demons t ra te  a commitment by 
p r e s e n t  sha reho lde r s  t o  a s s i s t  i n  t h e  r e v i t a l i z a t i o n  of  t h e i r  company. 
(Th i s  s h a r e  i n c r e a s e  f e a t u r e  r e p l a c e s  t h e  s t o c k  purchase p l a n  d i s cus sed  
i n  t h e  PID.) 

b. The S t r u c t u r e  of  COFISA' s Ownership, P a s t  and P re sen t  
B e n e f i t s  of  Ownership,and t h e  P ro j ec t ed  B e n e f i t s  o f  
Ownership a s  a R e s u l t  o f  t h e  P r o j e c t  

The o r g i n a l  A.I.D. l o a n  t o  COFISA, i n  1963, 
r e s t r i c t e d  t h e  payment o f  s tockholder  d iv idends  to  a maximum of  12% on  



p a i d - i n  c a p i t a l .  The agreement  a l s o  p r o h i b i t e d  t h e  ownersh ip  by any 
o n e  s t o c k h o l d e r  of  more t h a n  5% o f  a l l  s h a r e s .  The second A.I .D.  l o a n  
(1969) imposed t h e  same r e s t r i c t i o n s .  I n  1980, A.I.D. f o r m a l l y  
p e r m i t t e d  COFISA t o  i n c r e a s e  d i v i d e n d  payments t o  18%. Beginning i n  
September 1980, because  o f  COFISA's f i n a n c i a l  s i t u a t i o n ,  a l l  d i v i d e n d  
payments were c e a s e d .  

COFISA's c u r r e n t  i s s u e d  s h a r e s  to ta l  498,329 having 
a nominal  ( p a r )  v a l u e  of c o l o n e s  100 each.  Among t h e  f i n a n c i e r a ' s  
c u r r e n t  454 s t o c k h o l d e r s ,  no o n e  s t o c k h o l d e r  owns more t h a n  4.9% o f  a l l  
s h a r e s  i s s u e d .  ( A  d e t a i l e d  a n a l y s i s  o f  COFISA's ownersh ip  i s  i n c l u d e d  
as Annex C, E x h i b i t  2) 

Under t h i s  p r o j e c t ,  no d i v i d e n d s  w i l l  p a i d  o n  
c u r r e n t  (common) s h a r e s  u n t i l  a l l  r e s i d u a l  p r e p r o j e c t  d e b t  is 
c o m p l e t e l y  s a t i s f i e d  ( p r o j e c t e d  t o  o c c u r  i n  y e a r  s e v e n ) ,  a t  which p o i n t  
a d i v i d e n d  payment maximum of  18% o f  p a i d  i n  c a p i t a l  w i l l  b e  
p e r m i t t e d .  The a u t h o r i z e d  i n c r e a s e  i n  COFISA s h a r e s ,  which is r e q u i r e d  
a s  a c o n d i t i o n  o f  t h e  Project Loan Agreement, w i l l  r e s u l t  i n  t h e  
i s s u a n c e  and s u b s c r i p t i o n  o f  501,671 new p r e f e r r e d  s h a r e s .  These  new 
s h a r e s  w i l l  be  U.S. dol lar  denominated and w i l l  be  i s s u e d  by COFISA 
I n t e r n a c i o n a l .  The i n i t i a l  nominal  v a l u e  o f  each  newly i s s u e d  
p r e f e r r e d  s h a r e  w i l l  be de te rmined  by t h e  U.S. dollar e q u i v a l e n t  o f  
t h e  c u r r e n t  nominal  v a l u e  o f  a s h a r e  o f  COFISA common stock ( a t  t h e  
t i m e  o f  t h i s  w r i t i n g ,  c o l o n e s  100,  approx imate ly  $1.67).  T h i s  nominal  
v a l u e  w i l l  be  m a i n t a i n e d  u n t i l  a l l  r e s i d u a l  p r e p r o j e c t  d e b t  h a s  been 
amor t i zed .  Div idends  o n  t h e s e  p r e f e r r e d  s h a r e s  w i l l  be  p a i d  a t  t h e  
LIBOR rate f rom d a t e  o f  purchase .  A l l  p r e f e r r e d  stock w i l l  be  
c o n v e r t e d  to  common stock f o l l o w i n g  COFISA's f u l l  a m o r t i z a t i o n  o f  a l l  
r e s i d u a l  p r e p r o j e c t  d e b t .  

W i t h i n  s i x  months o f  t h e  s i g n i n g  o f  t h e  Loan 
Agreement, t h e  r e q u i r e d  e s t a b l i s h m e n t  o f  t h e  COFISA Panamanian based 
ho ld ing  company w i l l  be  completed.  A t  t h i s  p o i n t ,  a l l  s h a r e s  of  b o t h  
COFISA I n t e r n a c i o n a l  ( p r e f e r r e d  s h a r e s )  and COFISA S.A. (common s h a r e s )  
w i l l  be  "swapped" f o r  s h a r e s  i n  t h e  new h o l d i n g  company. The p r e f e r r e d  
s h a r e s  w i l l  be "swapped" a t  t h e i r  i n i t i a l  nominal  v a l u e ,  and e a c h  
common s h a r e  w i l l  be  "swapped" f o r  a s i n g l e  s h a r e  o f  t h e  h o l d i n g  
company (nominal  ( p a r )  v a l u e  t o  remain undetermined u n t i l  such  t i m e  as  
d i v i d e n d  payments a r e  a l l o w e d ) .  

Once a l l  of COFISA1s r e s i d u a l  p r e p r o j e c t  d e b t  h a s  
been a m o r t i z e d ,  t h e  nominal  v a l u e  o f  a l l  s h a r e s  ( i n c l u d i n g  t h e  
p r e f e r r e d  s h a r e s  which, a t  t h a t  p o i n t ,  w i l l  be c o n v e r t e d  t o  common 
s h a r e s )  w i l l  b e  de te rmined  by t h e  p o r t i o n  o f  accumulated COFISA e q u i t y  
which h a s  been d e s i g n a t e d  a s  s h a r e  c a p i t a l .  A s  a c o n d i t i o n  o f  t h e  Loan 
Agreement, A.I.D. a p p r o v a l  w i l l  be  r e q u i r e d  f o r  t h i s  d e s i g n a t i o n .  
C u r r e n t  p r o j e c t i o n s  (see F i n a n c i a l  A n a l y s i s )  estimate t h a t  COFISA1s 
e q u i t y ,  a t  t h a t  p o i n t ,  w i l l  have  t o t a l l e d  a p p r o x i m a t e l y  $6 m i l l i o n .  I t  



is a n t i c i p a t e d  t h a t  approximately $2 m i l l i o n  of t h i s  t o t a l  w i l l  be 
des igna ted  a s  sha re  c a p i t a l ,  r e s u l t i n g  i n  a nominal va lue  of two 
d o l l a r s  p e r  share.  

I n  o rde r  t o  a s s e s s  t h e  p a s t ,  p r e s e n t  and p r o j e c t e d  
worth of  t h e  investment of t h e  average c u r r e n t  COFISA shareholder ,  t h e  
Mission has  made t h e  fol lowing observa t ions :  

o The average COFISA shareholder  owns approximately 
1000 shares .  

o I f  t h e  shareholder  purchased t h e  s h a r e s  i n  1972, t h e  
o r i g i n a l  investment a t  t h e  co lones  6.65: $1 r a t e  of  
exchange t o t a l l e d  approximately $15,000. 

o Between 1972 and 1974, t h e  shareholder  could  have 
rece ived  a maximum annual  d iv idend payment of $1,800. 

o I n  1974, t h e  co lon  was o f f i c i a l l y  devalued t o  
co lones  8.54:$1. Between 1974 and 1980, t h e r e f o r e ,  
t h e  shareholder  could have received a maximum annual  
d iv idend payment of $1,405. 

o I n  1980, t h e  shareholder  could  have rece ived  a 
maximum div idend payment of $2,700. 

o Beginning wi th  COFISA's f i n a n c i a l  crisis,  t h e  worth 
of t h e  s h a r e h o l d e r ' s  s tock  dropped t o  n i l ;  no 
d iv idends ,  o f  course ,  have been pa id  i n  1981 o r  1982. 

o Between 1982 and 1989, t h e  shareholder  w i l l  r e c e i v e  
no dividends.  

o I n  1990 t h e  nominal va lue  of t h e  1000 s h a r e s  is 
p ro j ec t ed  t o  be $2,000. 

o Dividend payments a r e  excepted t o  be made i n  1990. 
While t h e  Loan Agreement w i l l  pe rmi t  a maximum 
payment of 18%, cash  f low p r o j e c t i o n s  e s t i m a t e  t h a t  
d iv idends  w i l l  be pa id  a t  12%. The 1990 d iv idend 
payment rece ived  by t h e  average shareholder  w i l l ,  
t h e r e f o r e ,  t o t a l  $240.00. 

o Assuming a f u l l  18% div idend payment i n  1994, t h e  
shareholder  w i l l  then  r ece ive  a payment of $360.00. 

o During t h e  f i r s t  e i g h t  y e a r s  of p r o j e c t  ope ra t ion ,  
t h e  book va lue  of  t h e  1000 s h a r e s  w i l l  be growing; 
such t h a t  by 1990, t hey  w i l l  be "worth" 



approx imate ly  $6,000 o r  approx imate ly  40% of  t h e i r  
o r i g i n a l  p u r c h a s e  p r i c e .  

The f o l l o w i n g  o b s e r v a t i o n s  a t t e m p t  t o  p r o j e c t  f u t u r e  
v a l u e s  o f  t h e  newly i s s u e d  p r e f e r r e d  COFISA s tock :  

o Assuming a n  a v e r a g e  p u r c h a s e  o f  1000 s h a r e s ,  t h e  
i n i t i a l  inves tment  w i l l  t o t a l  approx imate ly  
$1,760.00. 

o A f t e r  t h e  f i r s t  y e a r  o f  p r o j e c t  o p e r a t i o n ,  t h e  
i n v e s t o r  w i l l  r e c e i v e  a d i v i d e n d  payment o f  $246.00. 

o By t h e  e i g h t  y e a r ,  when t h e  s h a r e s  are c o n v e r t e d  t o  
common s t a t u s ,  t h e  i n v e s t o r  w i l l  have r e c e i v e d  a n  
accumulated d i v i d e n d  payment t o t a l  o f  $1,581.00. 

o I n  1990, a t  t h e  p o i n t  o f  t h e i r  c o n v e r s i o n  t o  common 
s t o c k ,  t h e  1000 s h a r e s  w i l l  have a nominal v a l u e  o f  
$2,000 and a book v a l u e  of $6,000, or approx imate ly  
340% o f  t h e i r  o r i g i n a l  p u r c h a s e  p r i c e .  

c. R e s t r i c t i o n s  on  " I n s i d e r "  Lending 

While COFISA's e x i s t i n g  p o l i c i e s  and p r a c t i c e s  are 
i n  f u l l  compliance w i t h  C o s t a  Rican  laws govern ing  f i n a n c i e r a s ,  t h e  
Loan Agreement f o r  t h i s  p r o j e c t  w i l l  f u r t h e r  govern  t h e  e l i g i b i l i t y  o f  
" i n s i d e r s "  as subborrowers  o f  A I D  p rov ided  funds .  The Loan Agreement 
w i l l ,  t h e r e f o r e ,  c o n t a i n  t h e  fo l lowing :  

"Except as A I D  may o t h e r w i s e  a g r e e  i n  w r i t i n g ,  t h e  
Borrower s h a l l  not:  . . . m a k e  s u b l o a n s  t o  
b u s i n e s s e s  or o t h e r  a c t i v i t i e s  i n  which any o f f i c e r  
or employee (or h i s / h e r  immediate f a m i l y )  o f  t h e  
Borrower h a s  c o n t r o l l i n g  or b e n e f i c i a l  f i n a n c i a l  
i n t e r e s t " .  

d .  Lega l  I s s u e s  

The Miss ion  c o n t r a c t e d  t h e  s e r v i c e s  o f  a C o s t a  Rican  
law f i r m  t o  a n a l y z e  t h e  many and v a r i e d  l e g a l  q u e s t i o n s  which c u r r e n t l y  
a f f e c t  COFISA, and which have clear i m p l i c a t i o n s  f o r  p r o j e c t  
f e a s i b i l i t y  and d e s i g n .  The s u b s t a n c e  of t h e  l e g a l  o p i n i o n s  is 
d i s c u s s e d  i n  t h e  I n s t i t u t i o n a l  A n a l y s i s  S e c t i o n  o f  t h i s  paper ,  and 
t h e i r  r e p o r t s  are a t t a c h e d  as Annex D. 

Regarding t h e  q u e s t i o n  o f  t h e  l e g a l  s t a t u s  of COFISA 
I n t e r n a c i o n a l ,  s e v e r a l  recommendations f o r  s p e c i f i c  a c t i o n s  were made 
which w i l l  c o n s t i t u t e  c o n d i t i o n s  p r e c e d e n t  t o  d i s b u r s e m e n t ' o f  d o l l a r  
funds .  These i n c l u d e :  



o The development of  a p l a n  and s chedu l e ,  a c c e p t a b l e  
t o  t h e  Miss ion,  f o r  t h e  e s t a b l i s h m e n t  o f  a 
Panamanian ho ld ing  company which, a s  d e s c r i b e d  i n  
t h e  l o a n  agreement,  w i l l  e v e n t u a l l y  assume t h e  
s t a t u s  and o b l i g a t i o n s  a s  Borrower under t h e  P r o j e c t ;  

o opening and s t a f f i n g  an  independent  o f f i c e  i n  Panama 
which w i l l  s e r v e  as a p r o j e c t  sub lend ing  base  f o r  
COFISA I n t e r n a c i o n a l  u n t i l  s uch  t i m e  a s  t h e  
d e s i g n a t i o n  of Borrower is t r a n s f e r r e d  t o  t h e  
ho ld ing  company; 

o having a l l  f u t u r e  p l a c e  o f  payment c l a u s e s  s t i p u l a t e  
COFISA I n t e r n a c i o n a l ' s  Panama o f f i c e ;  

o s ecu r ing  a Panamanian financiers l i c e n s e r  and 

o ma in t a in ing  a l l  o f  COFISA I n t e r n a c i o n a l '  s accoun t i ng  
books and r e c o r d s  and making a l l  p e r t i n e n t  e n t r i e s  
t h e r e t o ,  i n  Panama. 

Q u e s t i o n s  concern ing  t h e  e f f e c t s  o f  c u r r e n t  Cos t a  
Rican exchange r a t e  p o l i c i e s  o n  t h e  a b i l i t y  of  Cos ta  Rican borrowers  to  
remit dollars t o  COFISA I n t e r n a c i o n a l  are deal t  w i th  i n  t h i s  p a p e r ' s  
D e t a i l e d  P r o j e c t  D e s c r i p t i o n ,  and f u l l y  d i s c u s s e d  i n  Annex D. Recent 
developments  a s s o c i a t e d  w i t h  t h e  adven t  of t h e  amendment of  t h e  C e n t r a l  
Bank law p rov ide  a p p a r e n t l y  adequa te ,  a l t hough  n o t  thoroughly  t e s t e d ,  
a s s u r a n c e s  t o  dollar borrowers  and l e n d e r s  t h a t  t h e y  may o p e r a t e  f r e e l y  
and w i t h  f u l l  con f idence  t h a t  t h e i r  r i g h t  t o  access t o  f o r e i g n  exchange 
is l e g a l l y  guaran teed  and suppor ted  by adequa t e  mechanisms. T h i s  i n  
t u r n  should  remove e a r l i e r  d i s i n c e n t i v e s  t o  d o l l a r  borrowing which 
would have made t h e  proposed COFISA d o l l a r  l end ing  program d i f f i c u l t  t o  
implement. 

e. C r e d i t  P o l i c i e s  and Lending C r i t e r i a  

The Miss ion  a c c e p t s  t h e  need t o  avo id  heavy USAID 
p a r t i c i p a t i o n  i n  sub loan  app rova l s  and w i l l ,  t h e r e f o r e ,  s p e c i f y  l o a n  
s i z e  maximums (see S e c t i o n  V, F . ) .  None the less ,  we b e l i e v e  t h e  Miss ion 
should  have t h e  f l e x i b i l i t y  t o  approve on  a n  e x c e p t i o n a l  b a s i s  p r o j e c t s  
which exceed t h e  a b s o l u t e  maximums e s t a b l i s h e d  i n s o f a r  a s  t h e s e  remain 
compat ib le  w i th  p r o j e c t  o b j e c t i v e s .  A s  d e s c r i b e d  i n  t h e  p a p e r ' s  
i n s t i t u t i o n a l  a n a l y s i s  s e c t i o n ,  COFISA's o r g a n i z a t i o n a l  s t r u c t u r e  and 
c r e d i t  app rova l  methods w i l l  be  modif ied t o  e n s u r e  t h a t  strict 
f e a s i b i l i t y  c r i t e r i a  s h a l l  be a p p l i e d  t o  a l l  proposed s u b p r o j e c t s .  

A s  demons t ra ted  i n  t h e  p r o j e c t ' s  F i n a n c i a l  Ana ly s i s ,  
local cu r r ency  l end ing  w i l l  enhance COFISA's v i a b i l i t y .  A s  COFISA 
a m o r t i z e s  i ts  e x i s t i n g  d e b t  i n  accordance  w i th  t h e  r e s chedu l i ng  



agreement nego t i a t ed  wi th  its c r e d i t o r  banks, it w i l l  con t inue  t o  
r e a l i z e  s u b s t a n t i a l  f o r e i g n  exchange losses; t h e s e  l o s s e s ,  w i l l  r e s u l t  
from COFISA d e b t o r s  paying t h e i r  d o l l a r  o b l i g a t i o n s  to  COFISA i n  
co lones  c a l c u l a t e d  a t  t h e  g r o s s l y  overvalued o f f i c i a l  exchange r a t e  of  
co lones  20:$1:00, whi le  COFISA w i l l  have t o  pay its c r e d i t o r s  i n  
d o l l a r s  which it can  on ly  a c q u i r e  a t  t h e  r e a l ,  free-market r a t e  ( a s  of 
t h i s  w r i t i n g ,  t h e  f r e e  r a t e  is hovering s l i g h t l y  below t h e  60:l mark) . 
The d e c a p i t a l i z a t i o n  which t h i s  imp l i e s  w i l l  be o f f s e t  by ea rn ings  on  
t h e  AID-supported co lon  p o r t f o l i o .  The f  i n a n c i e r a ' s  n e t  
r e c a p i t a l i z a t i o n  dur ing  t h e  p r o j e c t ' s  f i r s t  seven y e a r s  w i l l  t h u s  
r e s u l t  on ly  from t h e  d o l l a r  p o r t f o l i o ' s  e a rn ings ,  bu t  t h e  co lon  
p o r t f o l i o ' s  importance w i l l  be s u b s t a n t i a l  and v i t a l  t o  borrowers who 
a r e  unable  o r  unwi l l ing  to  incu r  d o l l a r  deb t .  I n  accordance wi th  
p r o j e c t i o n s  made by t h e  ROCAP Regional  Economic Advisor,  i n t e r e s t  r a t e s  
charged w i l l  over  t i m e  a ch i eve  p o s i t i v e  va lues ,  ranging from 5% by t h e  
end of 1983 t o  8% t h e r e a f t e r .  These co lon  lending  r a t e s  w i l l  be 
v a r i a b l e  and au toma t i ca l l y  a d j u s t a b l e  semiannual ly ,  a s  is common 
p r a c t i c e  i n  Costa  R i c a ' s  c u r r e n t l y  v o l a t i l e  f i n a n c i a l  environment. 

The Mission has  proposed t h e  fo l lowing  mechanism f o r  
t r a n s f e r r i n g  t h e  $5.0 m i l l i o n  l o c a l  cur rency  l o a n  t o  COFISA: A S p e c i a l  
T r u s t  Fund (STF), overseen by a  Board of T r u s t e e s  comprised of one 
r e p r e s e n t a t i v e  each from t h e  BCCR, t h e  Union d e  Camaras, t h e  Chamber of 
Expor te rs ,  and BANEX (nonvot ing) ,  w i l l  be c r ea t ed .  A l l  co lon  proceeds  
from t h e  s a l e  of  t h e  $5.0 m i l l i o n  ESF monies w i l l  be depos i t ed  i n t o  a n  
STF bank account ,  which w i l l  be e s t a b l i s h e d  wi th  and managed by BANEX. 
COFISA w i l l  draw down its $5.0 m i l l i o n  co lon  e q u i v a l e n t  l o a n  from t h e  
STF. COFISA w i l l  make d e b t  s e r v i c e  payments and p r i n c i p a l  repayments 
t o  t h e  Fund. The STF's Board of  D i r e c t o r s  w i l l  propose s p e c i f i c  end 
uses  of  t h e  Fund, c o n s i s t e n t  wi th  t h e  o b j e c t i v e s  of  expor t  and 
investment development. These u se s  w i l l  be formal ly  documented and 
submit ted to  USAID f o r  p r i o r  approval .  

f .  Do l l a r  C r e d i t  Demand 

The Mission conducted a  survey of  d o l l a r  c r e d i t  
demand i n  t h e  p r e p a r a t i o n  of  t h i s  p r o j e c t  paper i n  an e f f o r t  t o  gauge 
t h e  e f f e c t  of r ecen t  developments i n  t h e  f o r e i g n  exchange c o n t r o l  
regime on t h e  a c c e s s  of  Costa  Rican bus ines se s  t o  d o l l a r s ,  and t h u s  
t h e i r  w i l l i n g n e s s  t o  seek c r e d i t  denominated i n  U.S. currency.  The 
r e s u l t s  of  t h e  survey i n d i c a t e  a  s u b s t a n t i a l  demand f o r  d o l l a r  c r e d i t ,  
and a  markedly changed p e r c e p t i o n  on  t h e  p a r t  of  p o t e n t i a l  borrowers of  
t h e i r  l i k e l y  f u t u r e  a c c e s s  t o  f o r e i g n  cur rency .  A s  long a s  d o l l a r  
l i a b i l i t i e s  a r e  r e g i s t e r e d  wi th  t h e  BCCR, borrowers w i l l  have 
e s t a b l i s h e d  t h e  l e g a l  r i g h t  t o  a c c e s s  to  f o r e i g n  cur rency  a t  t h e  
i n t e rbank  exchange r a t e ;  t h i s  t h u s  e l i m i n a t e s  t h e  onerous exchange r a t e  
d i f f e r e n t i a l  burden which d o l l a r  borrowers had been forced  to  bear i n  
t h e  pas t .  Among t h e  34 f i r m s  surveyed i n  e a r l y  August 75% (26) , s t a t e d  
a  w i l l i n g n e s s  and d e s i r e  t o  assume d o l l a r  l i a b i l i t i e s .  A l l  t o l d ,  



s l i g h t l y  more than  $14 m i l l i o n  of demand was expressed,  roughly equa l ly  
d iv ided  between s h o r t  and long term requirements.  Th i s  demand is 
c u r r e n t ,  and s e v e r a l  of  t h e  f i r m s  interviewed expressed t h e i r  p l a n s  t o  
immediately c o n t a c t  COFISA concerning c r e d i t  a p p l i c a t i o n s ,  d e s p i t e  t h e  
f a c t  t h a t  t h e  funds  would not  even under t h e  most o p t i m i s t i c  of 
s c e n a r i o s  be a v a i l a b l e  f o r  s e v e r a l  months. 

This  p a p e r ' s  F i n a n c i a l  Analysis  s e c t i o n  d e s c r i b e s  
t h e  j u s t i f i c a t i o n  f o r ,  and mechanisms of t h e  Risk Minimization Fund. 
I n  summary, t h e  Fund provides  t h e  b e s t  p o s s i b l e  assurance  of repayments 
of t h e  A.I.D. l oan  i n  absence of a  government guarantee .  The Fund's 
balance w i l l  be h ighes t  a t  t h e  time of h ighes t  r i s k  t o  t h e  A.I.D. 
loan. The resources  despos i t ed  i n  the  Fund w i l l  be inves ted  i n  t h e  
Panamanian based L a t i n  American Export Bank (BLADEX) earning i n t e r e s t  
a t  LIBOR + 1/2%1 thereby providing t h e  Fund wi th  a  secu re  base and 
enhancing t h e  p o t e n t i a l  f o r  f u r t h e r  BLADEX investment i n  Costa Rica. 
Once the  Fund's balance equa l s  t h e  outs tanding  balance of t h e  A.I.D. 
loan  (p ro jec t ed  t o  occur  i n  year  1 2 ) ,  any excess  monies w i l l  be 
rechanneled i n t o  COFISA's loan  p o r t f o l i o  t o  permi t  cont inued longer  
term lending.  Th i s  w i l l  occur  p r e c i s e l y  a t  t h e  t ime when amor t iza t ion  
p res su res  might negat ive ly  a f f e c t  COFISA's continued expansion of i t s  
development p o r t f o l i o .  

h. F inanc ia l  Analysis  

The p r o j e c t ' s  F i n a n c i a l  Analysis  has been modified 
to :  (i) r e f l e c t  a  u n i f i c a t i o n  of t h e  A.1.D.-financed and e x i s t i n g  
p o r t f o l i o s  once a  10:l deb t  t o  e q u i t y  r a t i o  is reached, and (ii) 
inc lude  a  v a r i e t y  of s e n s i t i v i t y  tests employing d i f f e r e n t  assumptions 
regarding disbursement r a t e ,  i n t e r e s t  r a t e ,  and e x i s t i n g  p o r t f o l i o  
recovery. Based on t h e  above, a l t e r n a t i v e  p r o j e c t i o n s  of t h e  n e t  
r e c a p i t a l i z a t i o n  of COFISA have been made. Even under t h e  most 
conserva t ive ,  worst c a s e  assumptions ( a l l  of which have been throughly 
v e t t e d  with t h e  Miss ion ' s  Costa Rican l e g a l  counsel ,  COFISA management, 
t h e  ROCAP Regional Economic Advisor, and t h e  l o c a l  Peat ,  Marwick, 
Mi tche l l  & Co. r e p r e s e n t a t i v e ) ,  our a n a l y s i s  shows t h a t  t h e  p r o j e c t  
w i l l  permi t  COFISA t o  achieve  p o s i t i v e  cash  f lows i n  a l l  y e a r s  f o r  both 
t h e  d o l l a r  and l o c a l  cur rency  p o r t f o l i o s ,  and t o  success fu l ly  amor t ize  
a l l  e x i s t i n g  and A.1.D.-related debt .  COFISA w i l l  achieve a  10:l deb t  
t o  e q u i t y  r a t i o  by year  5 under a l l  assumptions. A l l  s e n s i t i v i t y  t e s t  
assumptions a r e  d iscussed  i n  the  F inanc ia l  Analysis  s e c t i o n  of t h i s  
paper,  and throughly explained i n  Annex F. 

i. A.I.D. Loan I n t e r e s t  Rate 

COFISA is not  a  v i a b l e  f i n a n c i a l  i n s t i t u t i o n  under 
c u r r e n t  circumstances,  t h e  combined r e s u l t  of a  poor economic climate 



and, more impor tan t ly ,  extremely p r e j u d i c i a l  f o r e i g n  exchange c o n t r o l  
p o l i c y  dec i s ions .  Th i s  p r o j e c t  provides  t h e  b a s i s  f o r  a  f u l l  and 
complete recovery of what has  been Costa R i c a ' s  most important  p r i v a t e  
f i n a n c i a l  i n s t i t u t i o n .  Th i s  is only  p o s s i b l e  wi th  A . I . D . ' s  
concess iona l  lending terms,  however; an  a n a l y s i s  of t h e  p r o j e c t ' s  
v i a b i l i t y  assuming commercial borrowing r a t e s  (LIBOR) from t h e  o u t s e t  
shows l o s s e s  beginning i n  t h e  f i r s t  yea r  which, over  t h e  20 year  ca sh  
flow p r o j e c t i o n  pe r iod ,  would r e s u l t  i n  an  accumulated negat ive  f low of 
$4.3 mi l l i on .  C lea r ly ,  COFISA's p o s i t i o n  would only be worsened under 
such a  s cena r io ,  and t h e  f i n a n c i e r a  is no t  s u b j e c t  t o  commercial c r e d i t  
a t  t h i s  t i m e .  A.I.D. i s  thus  demonstrably a  l ende r  of l a s t  r e s o r t  
under p r e s e n t  c ircumstances,  and t h e  proposed loan  cannot  be viewed a s  
impeding c a p i t a l  market formation o r  d i s t o r t i n g  f i n a n c i a l  resource  
a l l o c a t i o n .  I n  t h e  absence of t h e  p r o j e c t ,  COFISA w i l l  most c e r t a i n l y  
c o l l a p s e ,  and many of i ts  c l i e n t s  wi th  it. This  is not  due t o  a  l a c k  
of f i n a n c i a l  v i a b i l i t y  on t h e  p a r t  of COFISA o r  its c l i e n t s ,  bu t  r a t h e r  
t o  t h e  e f f e c t  of nega t ive  f a c t o r s  beyond COFISA's c o n t r o l  which t h i s  
p r o j e c t  w i l l  he lp  t o  overcome. The p r o j e c t  r e s u l t s  i n  s u b s t a n t i a l  
c a p i t a l  formation f o r  COFISA, both through t h e  c a p i t a l i z a t i o n  of t h e  
f i n a n c i e r a  through r e t a ined  ea rn ings  on t h e  A.I.D. d o l l a r  and co lon  
p o r t f o l i o s ,  and t h e  requi red  increas ing  of t h e  company' s s h a r e  
c a p i t a l .  By year  f i v e ,  COFISA w i l l  have a t t a i n e d  a  l e s s  than  10:l deb t  
t o  e q u i t y  r a t i o  and s o  w i l l  hopefu l ly  be a b l e  t o  normalize i ts  c r e d i t  
r e l a t i o n s h i p s  with t h e  more than  seventy  i n t e r n a t i o n a l  banks wi th  which 
it has  done bus iness  i n  t h e  pas t .  The proposed A.I.D. l oan  h e l p  t o  
keep t h e s e  channels  open a s  t h e  way is smoothed f o r  a  complete 
repayment of COFISA's e x i s t i n g  indebtedness  t o  t h e s e  i n s t i t u t i o n s .  
Without t h e  loan,  and a t  t h e  proposed concess iona l  terms, COFISA w i l l  
no t  be a b l e  t o  meet t h e s e  c u r r e n t  o b l i g a t i o n s  and t h e  door w i l l  be 
slammed s h u t  on any f u t u r e  f o r  t h e  f i n a n c i e r a .  

j .  Development Lending C r i t e r i a  

COFISA sublending is expected t o  be l a r g e l y  
short-term dur ing  t h e  f i r s t  year  of t h e  p r o j e c t .  While s u b s t a n t i a l  
demand has been demonstrated f o r  both long and short-term c r e d i t ,  
COFISA's i n i t i a l  p r i o r i t i e s  w i l l  inc lude  t h e  recovery of its e x i s t i n g  
p o r t f o l i o ,  r ap id  employment of A I D  f inanc ing  toward subloan p o r t f o l i o  
development and COFISA r e c a p i t a l i z a t i o n ,  and prompt response t o  t h e  
most immediate p r i v a t e  s e c t o r  l i q u i d i t y  problems. Short-term lending 
w i l l  be g e n e r a l l y  most u s e f u l  f o r  address ing  each of t h e s e  p r i o r i t i e s .  
COFISA' s c u r r e n t  management o r i e n t a t i o n  and s t a f f  s t r u c t u r e  a l s o  lend 
themselves t o  a  short-term dominant i n i t i a l  p o r t f o l i o .  

By t h e  t h i r d  year  of t h e  P r o j e c t ,  however, COFISA 
w i l l  have converted a t  l e a s t  t h i r t y  pe rcen t  of its p o r t f o l i o  t o  
"developmental" lending. Such lending w i l l  t end  t o  be medium t o  
long-term and w i l l  o f t e n  inc lude  s i g n i f i c a n t  p e r i o d s  of grace.  COFISA 
w i l l  be obl iged  t o  r e g u l a r l y  ( a t  p o i n t s  of eva lua t ion  o r  more o f t e n  i f  



necessary)  demonstrate  t o  t h e  Mission its p r o g r e s s  toward p o r t f o l i o  
conversion.  General  c r i t e r i a  f o r  "developmental" sublending w i l l  make 
e l i g i b l e  f o r  f i nanc ing  such a c t i v i t i e s  as :  

o non- t r ad i t i ona l  p roduct ion ;  

o product ion  f o r  n o n t r a d i t i o n a l  markets ;  

o domest ic  raw m a t e r i a l  p roduct ion ;  

o new, s i g n i f i c a n t l y  l a b o r  i n t e n s i v e  e n t e r p r i s e s ;  

o high domest ic  va lue  added product ion ;  

o e n t e r p r i s e s  which a r e  c r i t i c a l  to  t h e  r e s t o r a t i o n  
and/or maintenance of t h e  count ry  ' s p roduc t ive  
c a p a c i t y ;  and, 

o r e a c t i v a t i o n o f  e x i s t i n g  i d l e p r o d u c t i v e c a p a c i t y .  

The p r o j e c t  Desc r ip t i on  S e c t i o n  p rov ides  a d d i t i o n a l  
d e t a i l  on  t h i s  i s sue .  

The growth of COFISA1s l o a n  p o r t f o l i o  and 
i n t e r n a t i o n a l  f i nanc ing  network du r ing  t h e  p a s t  t w o  decades  has  been 
p a r a l l e l e d  by i n t e r n a l  growth of t h e  o rgan iza t ion .  COFISA1s undisputed 
e f f i c i e n c y  a s  t h e  major Costa  Rican p r i v a t e  l e n d e r  has  developed on a  
b a s i s  of  e f f i c i e n c y  of p o l i c y  s t r u c t u r e ,  management systems and s t a f f  . 
Now, wi thout  compromising i ts e f f i c i e n c y  of o p e r a t i o n ,  t h e  p r o j e c t  
p roposes  t o  employ COFISA1s i n f r a s t r u c t u r e ,  e x p e r t i s e  and r e p u t a t i o n  a s  
a  s u c c e s s f u l l y  compe t i t i ve  i n s t i t u t i o n ,  i n  a n  ambi t ious  program of 
p r i v a t e  p roduc t ive  sector r ecupe ra t i on  and development. The 
"developmental" r e o r i e n t a t i o n  requi red  by t h e  p r o  j e c t  , however, w i l l  
o b l i g e  COFISA t o  modify its p o l i c i e s  and systems f o r  c r e d i t  management, 
i nc lud ing  c r e d i t  a n a l y s i s  and s t a n d a r d s  and procedures  f o r  l o a n  
approval .  "Developmental" sublending w i l l  r e q u i r e  t h a t ,  i n  a d d i t i o n  t o  
cons ide r ing  t h e  adequacy of l o a n  a p p l i c a n t  c o l l a t e r a l ,  COFISA s t a f f  
s e e k  o u t  and a s s i s t  wi th  t h e  development of  p r o j e c t s  which a r e  
compat ib le  w i th  t h e  p r o j e c t '  s developmental  c r i t e r i a .  Th i s  
r e o r i e n t a t i o n  w i l l  a l s o  r e q u i r e  t h a t  COFISA implement a n  ambi t ious  
s t a f f  development program. The I n s t i t u t i o n a l  Analys i s  S e c t i o n  of t h i s  
Paper p rov ides  d e t a i l s  of  t h e  gu idance  t o  COFISA on  t h i s  mat te r .  A s  a  
Condi t ion  Precedent  t o  i n i t i a l  disbursement  under t h e  P r o j e c t ,  COFISA 
w i l l  submit,  f o r  Mission approva l ,  a  p l a n  and schedule  f o r  s t a f f  
development. I t  is a n t i c i p a t e d  t h a t  t h e  costs of s t a f f  development and 
management systems improvement w i l l  be assumed a s  costs of  P r o j e c t  
management. General and Adminis t ra t ive  expense al lowances have been 
p r o j e c t e d  accord ingly  i n  t h e  pro forma c a s h  f lows  included i n  t h e  
F i n a n c i a l  Plan and Analysis.  



k. AID'S S e n i o r  C r e d i t o r  P o s i t i o n  

Fol lowing t h e  mid-June DAEC review o f  t h e  PID, and 
a n  in -dep th  a n a l y s i s  o f  t h e  l e g a l i t i e s  o f  t h e  proposed A I D  Loan and t h e  
r e l a t i o n s h i p  t h a t  s h o u l d  e x i s t  between A I D  and COFISA's o t h e r  
c r e d i t o r s ,  it was concluded t h a t  A I D  shou ld  be g r a n t e d  a s e n i o r  
p o s i t i o n  over  t h e  o t h e r  c r e d i t o r s  t o  t h e  e x t e n t  o f  t h e  $10 m i l l i o n  l o a n  
p l u s  i n t e r e s t .  By mid-July, t h e  s e n i o r  c r e d i t o r  p o s i t i o n  was f i r m l y  
e s t a b l i s h e d  a s  a p r e r e q u i s i t e  t o  a n  AID/COFISA Loan Agreement. T h i s  
i s s u e ,  t h e r e f o r e ,  was i n t r o d u c e d  a s  an  a d d i t i o n a l  f a c t o r  i n  t h e  
c o n s i d e r a t i o n  o f  t h e  t e r m s  o f  t h e  e x t e n s i o n  agreement.  A t  t h e  t i m e  o f  
f i n a l  p r e p a r a t i o n  o f  t h i s  P r o j e c t  Paper ,  t h e  A I D  s e n i o r  c r e d i t o r  i s s u e  
i s  unreso lved .  
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I I. BACKGROUND 

A. Macro-Economic Context 

I n  its p a s t  t w o  CDSS submissions (N 1983 and FY 1984) , and more 
r ecen t ly  i n  t h e  Program Ass is tance  and Approval Document prepared f o r  t h i s  
y e a r ' s  $20.0 m i l l i o n  ESF l o a n  to Costa  Rica, USAID/Costa Rica has amply 
documented t h e  o r i g i n s  and evo lu t ion  of t h e  coun t ry ' s  c u r r e n t  economic 
c r i s i s .  These documents d e s c r i b e  i n  d e t a i l  t h e  long term, s t r u c t u r a l  
n a t u r e  of Costa  R i c a ' s  economic problems, which have r e s u l t e d  from p a s t  
i n d u s t r i a l i z a t i o n  p o l i c i e s  which promoted import s u b s t i t u t i o n  t o  t h e  
de t r imen t  of t h e  expansion of  n o n t r a d i t i o n a l  e x p o r t s ,  a  l a r g e  and, up 
u n t i l  r e c e n t l y ,  r a p i d l y  expanding p u b l i c  s e c t o r ,  a  f i s c a l  d e f i c i t  which is 
c u r r e n t l y  running a t  an annual  r a t e  of about 12% of GDP, and a  l a r g e  ($4 
b i l l i o n )  f o r e i g n  debt .  With an abrupt  s h i f t  i n  t h e  terms of t r a d e  i n  
1977, t h e  c o u n t r y ' s  economy en te red  i n t o  a  downward s p i r a l  which has  y e t  
to bottom out .  Unemployment s tood a t  9.5% a t  t h e  end of March and could 
e a s i l y  reach 14% by y e a r ' s  end. I n  1981, t h e  r e a l  GDP dec l ined  by 3.6%, 
t h e  second s t r a i g h t  year  of  dec l ine .  I n f l a t i o n  shows no s i g n  of aba t ing  
and is c u r r e n t l y  running a t  a lmost  100% pe r  annum. The Costa  Rican co lon  
has  cont inued t o  l o s e  va lue  with r e spec t  t o  t h e  d o l l a r ,  dropping from an  
open market r a t e  of 38 co lones  t o  t h e  d o l l a r  a t  y e a r ' s  end to  around 59 
today (mid-August 1982) ; t h e  co lon  has  l o s t  more than  85% of its December, 
1980 va lue ,  when t h e , c u r r e n c y  was f i r s t  f l o a t e d .  N o  s e c t o r  of t h e  Costa  
Rican economy o r  popula t ion  has  been untouched by t h e s e  events .  

The deepening economic c r i s i s  has  s e v e r e l y  exacerbated t h e  
problems faced  by t h e  p r i v a t e  s e c t o r .  The number of unemployed rose  by 
37% from March 1981 t o  March 1982. S ince  November of 1981, t h e  number of  
employed persons  dropped by 36,000, o r  4% of  t h e  t o t a l  workforce. C r e d i t  
has  become extremely s c a r c e  and f o r e i g n  exchange expensive a t  a  time when 
both a r e  c r i t i c a l l y  needed t o  r e v i t a l i z e  t h e  economy; conf idence  i n  what 
t h e  f u t u r e  holds  has  waned very cons iderably  a s  p r i v a t e  s e c t o r  acces s  t o  
t h e s e  t w o  c r u c i a l  i n p u t s  has  a l l  bu t  been c u t  o f f .  

During 1980 and 1981, over  60% of a l l  new domest ic  c r e d i t  was 
d e s t i n e d  f o r  t h e  p u b l i c  sector. C r e d i t  ou ts tanding  to  t h e  p r i v a t e  s e c t o r  
dropped by some 21% i n  r e a l  terms dur ing  1981 i n  comparison wi th  1980. 
During t h e  f i r s t  s i x  months of 1981, manufacturing indus t ry  rece ived  on ly  
one-third of t h e  r e a l  flow of new c r e d i t  t h a t  had been made a v a i l a b l e  
dur ing  t h e  same pe r iod  i n  1978. I n  mid-1981, t h e  l e v e l  of c r e d i t  
ou t s t and ing  to t h i s  s e c t o r  was 40% lower, i n  r e a l  terms, than  i n  mid-June, 
1977. High del inquency r a t e s  f o r  ou t s t and ing  bank loans  a l s o  have 
con t r ibu ted  t o  s u b s t a n t i a l  i l l i q u i d i t y  i n  t h e  banking system, and c r e d i t  
r e s t r a i n t  i n  t h e  f a c e  of IMF-stipulated s t a b i l i z a t i o n  requirements  f u r t h e r  
added t o  t h e  t i g h t n e s s  of new lending.  Thus t h e  p r i v a t e  sector has  been 
forced  t o  bear  a  d i s p r o p o r t i o n a t e  sha re  of t h e  monetary be l t - t i gh ten ing  
burden a t  a  t i m e  when new c r e d i t  is most c r i t i c a l l y  needed t o  r ek ind le  
economic a c t i v i t y .  



The deva lua t ion  has  had s e r i o u s  consequences f o r  many Costa  Rican 
producers .  The import- intensive s t r u c t u r e  of  Costa  Rican i n d u s t r y  has  
meant t h a t  t h e  costs of imported raw m a t e r i a l s  which a r e  c r u c i a l  t o  keep 
i n d u s t r i a l  p roduct ion  moving, t r i p l e d  and even quadrupled i n  a  pe r iod  of 
less than  a  year .  Word of t h e  c o u n t r y ' s  economic woes has  caused 
p rev ious ly  a v a i l a b l e  e x t e r n a l  s u p p l i e r s '  c r e d i t  sou rces  to  d r y  up. 
Manufacturers ,  a s  a  r e s u l t  have had to  r e s o r t  t o  t h e i r  own r e sou rces  (when 
they  have been a b l e  to) i n  o rde r  to  f inance  t h e i r  i nc reas ing  working 
c a p i t a l  c o s t s .  Because many, i f  no t  most, Costa  Rican f i r m s  holding 
f o r e i g n  deb t  a r e  seeking t o  r e n e g o t i a t e  payment s chedu le s  wi th  t h e i r  
c r e d i t o r s ,  t h e r e  is l i t t l e  hope f o r  increased  inf lows  of p r i v a t e  c a p i t a l  
i n  t h e  near  term t o  make up f o r  t h e  sho r t age  of domest ic  c r e d i t .  The 
c u r r e n t  amount of p r i v a t e  sector d e b t  he ld  by f o r e i g n  c r e d i t o r s  is 
e s t ima ted  between $900 m i l l i o n  and $1.5 b i l l i o n .  

Over t h e  p a s t  yea r ,  t h e  Mission has  commissioned a  number of 
s t u d i e s  which, i n  one form o r  another ,  have shed some l i g h t  on t h e  c r e d i t  
demand ques t ion .  A l l  a g r e e  t h a t  t h e r e  e x i s t s  a  very s u b s t a n t i a l  
u n s a t i s f i e d  demand f o r  c r e d i t ,  a l though t h e  composi t ion of t h i s  demand 
appa ren t ly  is changing ( f o r  example t h e  r e l a t i v e  demand f o r  d o l l a r  c r e d i t  
ha s  dropped i n  t h e  f a c e  of  t h e  e f f e c t i v e l y  nega t ive  i n t e r e s t  r a t e s  f o r  
co lon  c r e d i t  c u r r e n t l y  a v a i l a b l e  i n  Costa  Rica) and e s t i m a t e s  of its 
magnitude vary. The consensus is t h a t  t h e  n a t i o n a l  banking sys tem's  1982 
c r e d i t  program does no t  adequate ly  r e f l e c t  t h e  combined e f f e c t  of l a s t  
y e a r ' s  100% p l u s  i n f l a t i o n  and t h e  l a r g e  d e v a l u a t i o n  of  t h e  l o c a l  
cur rency ,  and a s  such w i l l  be g r o s s l y  inadequate  t o  meet e f f e c t i v e  
demand. Cos ta  Rican bus ines s  a s s o c i a t i o n s  a r e  unanimous i n  t h e i r  c l a ims  
of an urgent  need f o r  massive i n j e c t i o n s  of  c r e d i t  i n t o  t h e  p roduc t ive  
s ec to r .  C r e d i t  demand requirements  a r e  d i s cus sed  a t  l e n g t h  i n  S e c t i o n  I11 
of  t h i s  paper ,  and t h e  complete c r e d i t  demand r e p o r t  is a t t a c h e d  a s  Annex 
E. 

The adverse  f a c t o r s  desc r ibed  above have d e a l t  s e r i o u s  blows t o  
Costa Rica '  s p r i v a t e  sector. The c r i t i c a l l y  needed s t r u c t u r a l  
t r ans fo rma t ion  (descr ibed  i n  t h e  Miss ion ' s  l a s t  two CDSS submissions) from 
a h igh ly  p r o t e c t e d  import subs t i tu t ion-based  economy t o  one geared t o  
e x t r a r e g i o n a l  expor t  expansion cannot  begin to t a k e  p l a c e  wi thout  adequate  
c r e d i t  f lows t o  t h e  p r i v a t e  sector. These cannot  be r e a l i z e d  c u r r e n t l y  
wi th  i n t e r n a l  c r e d i t  c r e a t i o n  due t o  t h e  need t o  l i m i t  o v e r a l l  i n t e r n a l  
c r e d i t  expansion, and t h e  p u b l i c  s e c t o r  ' s own f inanc ing  requirements.  
S i g n i f i c a n t  e x t e r n a l  p r i v a t e  c a p i t a l  i n f lows  a r e  extremely u n l i k e l y  i n  t h e  
f a c e  of  t h e  c u r r e n t  a t t empt s  t o  r e n e g o t i a t e  e x t e r n a l  d e b t  by both t h e  
p u b l i c  and p r i v a t e  s e c t o r s ,  f o r e i g n  exchange i l l i q u i d i t y ,  and g e n e r a l  
unce r t a in ty .  Th i s  l e a v e s  open a s  t h e  on ly  v i a b l e  near-term a l t e r n a t i v e  
f inanc ing  which may be provided by b i l a t e r a l  and m u l t i l a t e r a l  development 
a s s i s t a n c e  o rgan iza t ions .  



B. COFISAts P a s t  

A t  t h e  t i m e  o f  COFISAts ( ~ o r p o r a c i 6 n  C o s t a r r i c e n s e  de 
Financ iamien to  I n d u s t r i a l  S. A.) founding,  t h e  banking system, which was 
n a t i o n a l i z e d  i n  1948, had proved unab le  t o  meet t h e  credit needs  of t h e  
p r i v a t e  sector. P u b l i c  bank response  to  i n d u s t r i a l  credit a p p l i c a t i o n s  
was slow and g e n e r a l l y  p l aced  more emphasis o n  t h e  adequacy of  collateral 
t han  on in-depth p r o j e c t  eva lua t i on .  P o l i t i c a l  p r e s s u r e s ,  it was f e l t ,  
also in f l uenced  credit  d e c i s i o n s .  A p r i v a t e  i n d u s t r i a l  development 
c o r p o r a t i o n  such as COFISA, it was concluded,  was necessa ry .  

I n  December 1963, A.I.D. made a l o a n  to  a group of  Costa Rican 
e n t r e p r e n e u r s  f o r  t h e  c r e a t i o n  o f  COFISA, a p r i v a t e  development f i n a n c e  
company. The A. I .D.  loan ,  COFISA' s c a p i t a l  and i n t e r n a t i o n a l  commercial 
bank l end ing  ( n o t  f o rma l ly  co f inanced )  suppo r t ed  t h e  development and 
o p e r a t i o n  o f  a c r e d i t  program t o  h e l p  meet t h e  c a p i t a l  r equ i rements  o f  t h e  
p r i v a t e  i n d u s t r i a l  sector. 

The l o a n  was f o r  $5.0 m i l l i o n  a t  2 p e r c e n t  i n t e r e s t  f o r  20 y e a r s  
w i t h  a 5 y e a r  g r a c e  p e r i o d .  A s  a c o n d i t i o n  p r eceden t  t o  i n i t i a l  
d i sbursement  under t h e  A. I .D .  Loan, COFISA was o b l i g e d  to  s e c u r e  
committments o f  a n  a d d i t i o n a l  $1.0 m i l l i o n  to  be p a i d  i n  as c a p i t a l  d u r i n g  
t h e  a n t i c i p a t e d  th ree-year  A.I.D. l o a n  d i sbursement  pe r i od .  

By 1968, a f t e r  over  f i v e  y e a r s  o f  o p e r a t i o n ,  an  A.I.D. m i s s ion  
e v a l u a t i o n  of  t h e  COFISA p r o j e c t  showed p o s i t i v e  r e s u l t s :  

"By March 31, 1968, COFISA had made 449 l o a n s  f o r  a to ta l  o f  
$11.2 m i l l i o n ;  55 of  t h e  l o a n s  f o r  $2.6 m i l l i o n  were made t o  cove r  new 
f i x e d  inves tment  i n  new i n d u s t r i a l  e s t a b l i s h m e n t s ,  and 61 o p e r a t i o n s  f o r  
$1.7 m i l l i o n  to  p r o v i d e  working c a p i t a l  t o  new i n d u s t r i e s .  A t o t a l  of  132  
l o a n s  f o r  $2.8 m i l l i o n  f i nanced  f i x e d  inves tment  i n  expanding f i r m s  and 
201 o p e r a t i o n s  f o r  $4.1 m i l l i o n  working c a p i t a l  i n  expanding f i rms" .  

I n  a d d i t i o n  t o  r e a l i z i n g  its credit program o b j e c t i v e s ,  t h e  
p r o j e c t  had c l e a r l y  accomplished its p r i n c i p a l  purpose--the e s t a b l i s h m e n t  
o f  COFISA as a v i a b l e  i n s t i t u t i o n .  

I n  May 1969, A.I .D.  s i gned  a second l o a n  agreement w i t h  COFISA. 
The second p r o j e c t  r e s u l t e d  from n e a r l y  t h r e e  y e a r s  o f  n e g o t i a t i o n s  which 
began i n  e a r l y  1966 when t h e  f i r s t  l o a n  was abou t  t o  become f u l l y  
committed to  sub-pro jec t s .  The purpose  of  t h e  second p r o j e c t  was more 
s p e c i f i c  t han ,  and a t  least a s  amb i t i ous  as, t h e  f i r s t :  

"To p rov ide  f i n a n c i n g  f o r  economic d i v e r s i f i c a t i o n .  To e s t a b l i s h  
a n  e f f e c t i v e  l e n d e r  for a g r i c u l t u r a l  development i n  compe t i t i on  w i t h  t h e  
n a t i o n a l i z e d  commercial banks. To i n s u r e  t h e  con t i nued  expans ion  of  t h e  
s u c c e s s f u l  p r i v a t e  development bank. To i n c r e a s e  suppo r t  f o r  t h e  CACM by 
a s s i s t i n g  i n d u s t r i e s  dependent  on t h e  CACM market. To h e l p  f i n a n c e  r a p i d  



economic growth whi le  Costa Rica is t ak ing  needed f i s c a l  and monetary 
measures. To he lp  develop a domest ic  c a p i t a l  market and encourage t h e  
investment of Costa Rican c a p i t a l  a t  homen. The A.1.D.-financed p o r t f o l i o  
grew r a p i d l y  dur ing  t h e  e a r l y  s t a g e s  of  t h e  p r o j e c t .  More impor tan t ly ,  
however, COFISA began a campaign of seek ing  and secu r ing  commercial 
f inanc ing  from numerous sources .  I n  1969, COFISA's o b l i g a t i o n s  t o  
commercial f i n a n c i e r s  t o t a l e d  approximately $873,000. By 1973, t h a t  
amount t o t a l e d  approximately $8.4 mi l l i on .  Commercial f i nanc ing  t h e n  
increased  t o  over  $23.3 m i l l i o n  i n  1976, nea r ly  $46.5 m i l l i o n  i n  1978, and 
over  $69.7 m i l l i o n  by 1980. 

Cons i s t en t  with t h e  t r a n s i t i o n  t o  commercial f i nanc ing  was 
COFISA's change from long-term t o  short- term sublending.  The COFISA 
short- term p o r t f o l i o  a s  a percentage  of t h e  e n t i r e  COFISA sublending 
p o r t f o l i o  increased  from 21% i n  1968 to  over  57% i n  1980. While s t i l l  
involved i n  long-term lending ,  COFISA had, by 1980, e f f e c t i v e l y  become a 
commercial (or r e t a i l )  f i n a n c i a l  i n s t i t u t i o n .  

I n  1975, COFISA e s t a b l i s h e d  an  o f f s h o r e  f i n a n c i a l  arm i n  
Panama a s  a r e s u l t  of t h e  perce ived  need f o r  an e x t e r n a l  e n t i t y  which 
could  c a p t u r e  f o r e i g n  cu r r ency  d e p o s i t s  l o c a l l y ,  and r e i n v e s t  them i n  
product ive  economic a c t i v i t i e s  i n  Costa  Rica,  r a t h e r  than  being remi t ted  
ove r seas  or t o  i n t e r n a t i o n a l  banks. T h i s  e n t i t y ,  COFISA I n t e r n a t i o n a l  
S.A., was founded wi th  t h e  p r i o r  approva l  of A.I .D.  and r e g i s t e r e d  a s  a 
f o r e i g n  f i n a n c i a l  i n s t i t u t i o n  with t h e  Costa  Rican C e n t r a l  Bank. COFISA 
I n t e r n a t i o n a l  has  provided f i nanc ing  f o r  a l a r g e  number of a g r i c u l t u r a l  
and i n d u s t r i a l  p r o j e c t s ,  and c u r r e n t l y  has  an  ou t s t and ing  p o r t f o l i o  of  
some $26.3 m i l l i o n  spread over  approximately 500 loans .  

C. COFISA's Cur ren t  S t a t u s  

1. Evolu t ion  of  COFISA's F i n a n c i a l  C r i s i s  

From 1975 t o  1980 COFISA cont inued  its cour se  of growth a s  a 
major Costa  Rican f i n a n c i a l  i n s t i t u t i o n .  During t h e  pe r iod ,  t h e  
financiers made almost  1500 new loans  f o r  a va lue  of co lones  835.5 m i l l i o n  
(or almost  $100 m i l l i o n )  i nc reas ing  by 138 p e r c e n t  t h e  amount of c r e d i t  it 
had channeled i n t o  t h e  Costa  Rican economy dur ing  i ts f i r s t  e l even  y e a r s  
of  opera t ion .  The c o r p o r a t i o n ' s  c a p i t a l  ( t o t a l  shockholders '  e q u i t y )  more 
than  doubled dur ing  t h e  pe r iod  (from colones  34 m i l l i o n  t o  more than  
co lones  86 m i l l i o n )  and i t s  n e t  ope ra t i ng  p r o f i t  i n  1980 was co lones  15.4 
m i l l i o n  compared t o  1975's  co lones  5.2 mi l l i on .  COFISA added t h i r t y  new 
ove r seas  banks and o t h e r  f i n a n c i a l  i n s t i t u t i o n s  t o  its cor respondent  bank 
network dur ing  t h e  pe r iod ,  a lmost  doubl ing t h e  number i n  f i v e  years .  I n  
October,  1978 USAID/Costa Rica brought i n  a team of c o n s u l t a n t s  from AID/W 
to  review COFISA's f i n a n c i a l  s i t u a t i o n  and t o  sugges t  f u t u r e  a c t i o n  which 
would con t inue  t o  sa feguard  t h e  A I D  l oan  wi thout  hampering COFISA's 
o r d e r l y  growth. The team found COFISA t o  be i n  good f i n a n c i a l  shape and, 
based on what they  c h a r a c t e r i z e d  a s  t h e  c o r p o r a t i o n ' s  "good management, 



cont inued  growth, and c o n s i s t e n t  p r o f i t a b i l i t y "  recommended t h a t  A I D  a l l ow  
COFISA's deb t  t o  e q u i t y  r a t i o  t o  r i s e  to  t e n  t o  one (10:l) , and e v e n t u a l l y  
c o n s i d e r  a  twelve t o  one (12:l) r a t i o .  The l a t t e r  sugges t ion  was 
p red i ca t ed  on  cont inued  close monitor ing of  COFISA's b a s i c  f i n a n c i a l  
r a t i o s  and performance by USAID/Costa Rica.  I n  s h o r t ,  COFISA was 
determined t o  be a  hea l thy  financiers. 

COFISA was n o t ,  however, immune t o  e v e n t s  and p r e s s u r e s  i n  
t h e  wider Costa  Rican economy, and a s  m a t t e r s  t o o k  a  sha rp  t u r n  f o r  t h e  
worse i n  1980, COFISA's f o r t u n e s  began t o  change. I n  mid-1981, a  
USAID/Costa Rica a n a l y s i s  of COFISA' s performance showed an  alarming 
i n c r e a s e  i n  t h e  f  i n a n c i e r a '  s borrower de l inquency  and d e f a u l t ;  new lending  
a c t i v i t y  had dropped markedly, and was l i m i t e d  a lmos t  e x c l u s i v e l y  t o  s h o r t  
term uses.  C l e a r l y ,  COFISA's borrowers were f e e l i n g  t h e  p inch  a f f e c t i n g  
t h e  economy, and t h e  Mission,  i n  c o n s u l t a t i o n  w i th  COFISA, concluded t h a t  
a  formal  in-depth a n a l y s i s  of  t h e  f i n a n c i a l  h e a l t h  of  OFISA should  be 
undertaken a t  t h e  end of  t h e  c o r p o r a t i o n ' s  f i n a n c i a l  y e a r  i n  October,  1981. 

I n  J u l y  1981, t h e  Cos ta  Rican Supreme Court  rendered t w o  
d e c i s i o n s  regard ing  t h e  d e v a l u a t i o n  of  t h e  coun t ry '  s cur rency  . The Court  
f i r s t  dec ided  t h a t  t h e  Execut ive branch o f  government had a c t e d  
u n c o n s t i t u t i o n a l l y  wi th  i ts  December, 1980 d e c i s i o n  t o  a l l ow  t h e  co lon  to  
f l o a t  and t h a t  t h e  o f f i c i a l  r a t e  of  exchange was co lones  8.60:$1. A 
second c o u r t  r u l i n g  concluded t h a t  o b l i g a t i o n s  i n c u r r e d  w i t h i n  Cos ta  Rica,  
denominated i n  f o r e i g n  cu r r ency ,  cou ld  be repayed i n  co lones  a t  t h e  
o f f i c i a l  r a t e  of exchange. The t w o  d e c i s i o n s  d e a l t  a  d e v a s t a t i n g  blow t o  
COFISA's domest ic  l o a n  p o r t f o l i o .  From t h a t  p o i n t  on, COFISA (Costa  R i c a )  
d e b t o r s  had t h e  l e g a l  r i g h t  t o  s e r v i c e  t h e i r  dol lar-denominated d e b t ,  o r  
indeed pay it o f f  comple te ly ,  i n  co lones  valued a t  t h e  g r o s s l y  overvalued 
o f f i c i a l  co lon /do l l a r  exchange r a t e  (many CQFISA borrowers  had i n  f a c t  
been a t tempt ing  t o  d o  t h i s  p r i o r  t o  t h e  Court  r u l i n g ,  p u t t i n g  COFISA i n  
t h e  anomalous s i t u a t i o n  of  r e fus ing  l o a n  payments, which c o n t r i b u t e d  to  
markedly i nc reased  p o r t f o l i o  de l inquency) .  The r u l i n g  r e s u l t e d  i n  a  
v e r i t a b l e  mad dash  by COFISA c l i e n t s  t o  pay o f f  t h e i r  d e b t s ,  so t h a t  i n  
J u l y ,  over  $5.2 m i l l i o n  of  ou t s t and ing  l o a n s  were p a i d  o f f  a t  t h e  o f f i c i a l  
exchange r a t e  of  8.60:$1, caus ing  exchange losses of an  e s t ima ted  c o l o n e s  
85 m i l l i o n  ( cons ide r ing  t h e  e x i s t i n g  f r e e  exchange r a t e  of approximately 
co lones  25 to  t h e  d o l l a r ) .  Th i s  loss w a s  e q u a l  to  almost  twice t h e  
c o r p o r a t i o n ' s  common s t o c k  value.  I n  accep t ing  t h e s e  payments a t  t h e  
o f f i c i a l  exchange r a t e ,  COFISA a c t e d  on t h e  recommendation of t h e i r  l e g a l  
counse l  which reasoned t h a t  it was more a d v i s a b l e  t o  secu re  t h e  co lon  c a s h  
i n  ques t i on ,  and so a l l e v i a t e  t h e  financiers's l i q u i d i t y  c r i s i s ,  t h a n  t o  
c o n t e s t  t h e  payments and t i e  t h e  money up i n  l eng thy  c o u r t  p roceedings  
(which might l a s t  as long a s  a  y e a r ) .  The immediate impression 
none the l e s s  was t h a t  OFISA was on  t h e  verge  of bankruptcy and f i n a n c i a l  
c o l l a p s e ,  wi th  d i r e  r epe rcus s ions  f o r  its c r e d i t o r s ,  its c l i e n t s  and t h e i r  
employees, and, indeed,  f o r  t h e  Cos ta  Rican economy a s  a  whole. 

An a d d i t i o n a l  f a c t o r  compl ica t ing  COFISA's f i n a n c i a l  
s i t u a t i o n  h a s  involved t h e  p r o c e s s  by which impor t e r s  were provided a c c e s s  



to  t h e  f o r e i g n  c u r r e n c y  which t h e y  r e q u i r e d  t o  p u r c h a s e  imported i n p u t s  
f o r  p r o d u c t i o n  and t o  s a t i s f y  o t h e r  f o r e i g n  o b l i g a t i o n s .  Beginning d u r i n g  
t h e  l a s t  q u a r t e r  o f  1980, t h e  Cos ta  Rican b a l a n c e  o f  payments cr is is  l e f t  
t h e  C e n t r a l  Bank w i t h  i n s u f f i c i e n t  d o l l a r s  t o  meet t h e  needs  o f  t h e s e  
b u s i n e s s e s .  While c o n t i n u i n g  t o  r e q u i r e  t h a t  d o l l a r  e a r n i n g s  be 
l i q u i d a t e d  a t  t h e  o f f i c i a l  r a t e  o f  exchange o f  8.60 c o l o n e s  to  t h e  d o l l a r ,  
t h e  C e n t r a l  Bank i s s u e d  p r o m i s e s  t o  pay d o l l a r s  when t h e y  became 
a v a i l a b l e .  A s  t h e  d o l l a r  s h o r t a g e  worsened, t h e  accumula t ion  o f  t h e s e  
p romises  to  pay c r e a t e d  a  growing back log ,  known l o c a l l y  a s  " l a  p r e s a " .  
Beginning i n  December 1980, t h e  v a l u e  o f  t h e  c o l o n  was f o r c e d  to-float, a t  
which p o i n t  it began a  c o u r s e  o f  r a p i d  d e v a l u a t i o n .  Unable t o  l i q u i d a t e  
" l a  - p r e s a " ,  t h e  C e n t r a l  Bank o f f e r e d  most b u s i n e s s e s ,  which had 
" r e g i s t e r e d n  t h e i r  d o l l a r  o b l i g a t i o n s  a t  t h e  o f f i c i a l  exchange r a t e ,  a  
v a r i e t y  o f  a l t e r n a t i v e s  f o r  repayment. Most p o p u l a r  among t h e  
a l t e r n a t i v e s  were d o l l a r  denominated c e r t i f i c a t e s  o f  d e p o s i t .  These  
c e r t i f i c a t e s  were schedu led  t o  mature  i n  t h r e e  y e a r s  and would e a r n  
semiannua l ly  p a i d  i n t e r e s t  a t  LIBOR. By Oc tober  of  1981, it become c l e a r  
t h a t  t h e  C e n t r a l  Bank would n o t  be  a b l e  t o  meet its i n t e r e s t  payment 
o b l i g a t i o n s  to  c e r t i f i c a t e  h o l d e r s .  F i n a l  d i s p o s i t i o n  o f  t h e  s t a t u s  o f  
c e r t i f i c a t e s  c o n t i n u e s  u n c e r t a i n ;  t h e y  w i l l  p r o b a b l y  be  r e s c h e d u l e d  
t o g e t h e r  w i t h  o f  Cos ta  Rica's e n t i r e  p u b l i c  e x t e r n a l  d e b t .  

I n  September o f  1981, COFISA was i n v o l v e d  i n  a l e g a l  d e b a t e  
w i t h  t h e  C e n t r a l  Bank r e g a r d i n g  a  COFISA c l a i m  t o  $8.4 m i l l i o n  i n  
C e r t i f i c a t e s  o f  Depos i t .  These  f r o z e n  COFISA assets r e p r e s e n t e d  a major  
f a c t o r  i n  t h e  f  i n a n c i e r a '  s f i n a n c i a l  problem&/. 

2. Chronology o f  P ro tec t ive /Remedia l  A c t i o n s  

I n  a move to  p r o t e c t  i t s e l f  from t h e  consequences  o f  t h e  
J u l y  1981  Supreme Cour t  d e v a l u a t i o n  d e c i s i o n ,  COFISA t o o k  two c o u r s e s  o f  
act ion: 

(1) Its managers " p r e p a i d n  i n  l a t e  J u l y  COFISA's 
o u t s t a n d i n g  d e b t  to  A I D  f o r  b o t h  l o a n s  010 and 019 by means o f  d e p o s i t i n g  
t h e  c o l o n  e q u i v a l e n t  ( a t  t h e  o v e r v a l u e d  o f f i c i a l  exchange rate) o f  t h e  
l o a n s '  b a l a n c e s  to  t h e  AID/GOCR Two-Step Fund. While USAID/Costa Rica a t  
t h e  time r e s e r v e d  judgement as  t o  t h e  l e g a l i t y  and v a l i d i t y  o f  t h i s  
a c t i o n ,  t h e  measure h a s  s u b s e q u e n t l y  been a c c e p t e d  as  l e g a l  and p r o p e r ,  
and t h e  GOCR h a s  acknowledged t h e  r e s p o n s i b i l i t y  t o  r e p a y  t o  A I D  t h e  
o u t s t a n d i n g  b a l a n c e s  o n  t h e  two l o a n s ,  

1/ By March 1982, t h e  C e n t r a l  Bank had honored COFISA's claim. I s s u a n c e  - 
of  t h e  $8.4 m i l l i o n  i n  c e r t i f i c a t e s  was promised p r o v i d e d  t h a t  
COFISA's c r e d i t o r s  would a c c e p t  t h e  c e r t i f i c a t e s  a t  f a c e  v a l u e  i n  
payment a g a i n s t  t h e  COFISA d e b t ,  T h i s  c o n d i t i o n  h a s  s u b s e q u e n t l y  been 
m e t ,  as  d i s c u s s e d  la ter  i n  t h i s  s e c t i o n  o f  t h e  paper .  



(2)  COFISA f i l e d  a complaint  of  u n c o n s t i t u t i o n a l i t y  a g a i n s t  
t h e  s e c t i o n  o f  t h e  Currency A c t  which allowed f o r  f o r e i g n  cu r r ency  
denominated d e b t  to  be p a i d  i n  colones.  It based its c a s e  on  numerous 
arguments, inc lud ing  t h a t  such an  allowance v i o l a t e s  t h e  laws of p u b l i c  
orderL1. 

By September, 1981, COFISA's c a s h  f low problems had become 
so s e r i o u s  t h a t  it was no longer  a b l e  t o  s e r v i c e  its more t han  $60 m i l l i o n  
i n  deb t s .  To avoid t h e  l e g a l  consequences which would r e s u l t  from f a i l u r e  
t o  honor o b l i g a t i o n s  t o  domest ic  d o l l a r  t i m e  deposi tor&/,  COFISA 
exhausted i ts l a s t  c a s h  r e s e r v e s  t o  c a n c e l  t h e s e  o b l i g a t i o n s .  N o  new 
d e p o s i t s  were accepted  and no new l o a n s  made. Unable to  make even t h e  
s l i g h t e s t  payments t o  i ts remaining c r e d i t o r s ,  COFISA i n i t i a t e d  a p roces s  
of  n e g o t i a t i o n  with t h e  more t h a n  f i f t y  f o r e i g n  banks t o  whom it remained 
indebted.  The banks appointed,  from t h e i r  ranks,  a l i a i s o n  committee to  
r ep re sen t  t h e i r  i n t e r e s t s  and wi th  which COFISA could  nego t i a t e .  Af t e r  
s e v e r a l  meet ings,  it was decided t h a t  a l l  of t h e  c r e d i t o r  banks would 
a g r e e  to a temporary moratorium on  COFISA deb t  c o l l e c t i o n ,  and t h a t  
e f f o r t s  would immediately be i n i t i a t e d  t o  i d e n t i f y  t h e  most expedien t  
means of r e so lv ing  t h e  s i t u a t i o n .  

Given t h e  importance of  COFISA a s  a major f i n a n c i a l  
i n s t i t u t i o n ,  and t h e  importance of COFISA1s borrowers to  t h e  c o u n t r y ' s  
economy, t h e  Mission dec ided  i n  September 1981, to  under take  an  in-depth 
s tudy  to de te rmine  what measures might be p ruden t ly  t aken  by A I D  t o  a s s i s t  
wi th  t h e  r e s o l u t i o n  of COFISA's problems. Arthur  D. L i t t l e  Inc.  (ADL) was 
con t r ac t ed  to  conduct a n  a n a l y s i s  of COFISA and i ts l o a n  p o r t f o l i o s .  The 
s p e c i f i c  o b j e c t i v e s  of t h e  a n a l y s i s  were ( a )  to  de te rmine  t h e  p o t e n t i a l  
f o r  s u r v i v a l  among COFISA1s borrowers,  (b)  to  provide  COFISA wi th  
in format ion  regarding t h e  r e c o v e r a b i l i t y  of i ts p o r t f o l i o  wi th  which it 
could  n e g o t i a t e  wi th  its c r e d i t o r s  toward a p o s s i b l e  reschedul ing of  i ts 
o b l i g a t i o n s ,  and (c) t o  sugges t  means by which A I D  could  a s s i s t  COFISA and 
its borrowers t o  a t t a i n  and main ta in  long-term v i a b i l i t y .  ( A  complete  
r e p o r t  on t h e  s tudy  and i ts r e s u l t s  was included a s  a PID annex and is 

On August 26, 1982, t h e  Supreme Court  ru l ed  unfavorably on  COFISA's 
complaint ,  r ea f f i rming  t h a t  its domest ic  p o r t f o l i o  subborrowers cou ld  
pay t h e i r  d e b t s  t o .  COFISA i n  co lones  a t  t h e  o f f i c i a l  r a t e  of  
exchange. While a t  t h e  time of t h e  f i n a n c i a l  a n a l y s i s  f o r  t h e  
p r e p a r a t i o n  of t h i s  p r o j e c t  t h i s  r u l i n g  had not  y e t  been made, a l l  
p r o j e c t i o n s  were made based on t h e  assumption t h a t  COFISA would lose 
its case .  

2/ Actua l ly ,  h o l d e r s  of  "investment c e r t i f  i c a t e s H .  Costa  Rican law does  - 
not  pe rmi t  p r i v a t e  banks o r  f i n a n c i e r a s  t o  t a k e  e i t h e r  s i g h t  o r  t i m e  
"deposi ts" .  



available in Mission and LAC/DR files) . The results of the ADL study 
produced a basis upon which several remedial initiatives have been 
undertaken: 

o Based on analysis of the condition of COFISA borrowers and 
the use of a computer model, ADL was able to assist COFISA 
to project possible cash inflow assumptions several years 
into the future. These projections provided COFISA with 
information with which it could propose alternatives for the 
rescheduling of its debt to its creditors. 

o ADL provided COFISA with several observations and 
recommendations regarding organizational and procedural 
requirements which COFISA would have to meet to be able to 
successfully reestablish a long-term development lending 
program. 

o As a basis for specific recommendations to AID for the 
provision of further assistance to COFISA, ADL offered the 
following summary conclusion: 

"COFISA can overcome its present difficulties if certain 
variables are resolved in its favor. These variables 
include the satisfactory renegotiation with its creditor 
banks, the amount of and use to which dollar certificates 
(la presa) can be put, and the ruling of the Supreme Court 
orcosta Rica regarding the le a1 exchange rate applicable 9 on COFISA Costa Rica contracts. "-1 

o Several specific recommendations were made as a result of 
the ADL study regarding a "new USAID loan to COFISA". The 
recommendations included suggested positions on key issues; 
limitations and restrictions which should be placed on the 
use of new funds; and institutional, procedural and 
managerial considerations. 

(Many of the ADL recommendations have been incorporated into 
the design of this project. The ADL computer model has also been used 
extensively in preparing the portfolio recovery and COFISA 
recapitalization projections included in this paper's Financial Analysis.) 

As described later in this section, COFISA has successfully negotiated 
the receipt of $8.4 million in certificates from the Central Bank. 

On August 26, 1981, the Supreme Court ruled against COFISA on this 
matter. However, the financial analysis assumed a decision 
unfavorable to COFISA and port folio recovery was projected accordingly. 



On March 2, 1982, COFISA m e t  i n  Panama wi th  t h e  l i a i s o n  
committee and, using t h e  r e s u l t s  of  t h e  ADL s tudy ,  p r e sen t ed  a  
"Prospec t ive  Flow of Funds" ( inc luded  a s  a  PID annex and a v a i l a b l e  i n  
Mission and LAC/DR f i l e s )  upon which a  reschedul ing  of COFISAts d e b t  could  
be based. While no s p e c i f i c  conc lus ion  was reached i n  Panama, a  follow-up 
meeting was he ld  i n  M i a m i  on  A p r i l  29, 1982 a t  which t h e  e n t i r e  group of  
c r e d i t o r  banks p re sen t ed  COFISA wi th  a  proposed "ex tens ion  agreement" 
which had t h e  fol lowing s a l i e n t  c h a r a c t e r i s t i c s :  

o  COFISA would be g iven  a  one y e a r  pe r iod  dur ing  which no 
i n t e r e s t  o r  p r i n c i p a l  payments would be requi red .  

o During t h e  one yea r  pe r iod ,  COFISA would c l o s e l y  examine its 
subloan  p o r t f o l i o ,  reschedul ing  subloan  repayments where 
a p p r o p r i a t e  and e x e r c i z i n g  gua ran t ee s  where necessary.  

o A t  an  a p p r o p r i a t e  p o i n t  dur ing  t h e  one y e a r  ex t ens ion ,  
COFISA would provide  its c r e d i t o r s  wi th  t h e  c a s h  f low 
r e s u l t s  of i ts  p o r t f o l i o  reschedul ing  a s  t h e  b a s i s  upon 
which a  s p e c i f i c  reschedul ing  of COFISAts o b l i g a t i o n s  would 
be made. 

o A s  a  c o n d i t i o n  of t h e  ex t ens ion ,  COFISA would p rov ide  i ts  
c r e d i t o r s  w i th  l i e n s  on a l l  COFISA a s s e t s  and immediately 
t u r n  over  t o  t h e  banks a l l  of i ts  l i q u i d  d o l l a r  a s s e t s .  
Included among t h e s e  a s s e t s  would be t h e  $8.4 m i l l i o n  i n  
C e r t i f i c a t e s  of "La Presa" which COFISA would r ece ive  from 
t h e  C e n t r a l  Bank, and any a d d i t i o n a l  c e r t i f i c a t e s  which 
COFISA could  purchase  with i ts l o c a l  cur rency  income. The 
banks would i n  t u r n ,  a ccep t  t h e  c e r t i f i c a t e s  a t  f a c e  va lue  
i n  c a n c e l l a t i o n  of p r inc ipad / .  

o During t h e  one yea r  ex t ens ion  pe r iod ,  COFISA would a l s o  
forward t o  its c r e d i t o r s  a l l  d o l l a r  c a s h  which it r e c e i v e s  
i n  exces s  of  i t s  normal ope ra t i ng  expenses.  

Both A I D  ( i n  o r d e r  t o  cons ide r  a  new l o a n  to  COFISA) and 
COFISA requi red  more a s su rance  from t h e  banks t h a t  a  reschedul ing  would 
indeed occur ,  t h u s  enchancing t h e  p r o b a b i l i t y  of longer  term COFISA 
v i a b i l i t y ,  a  p r econd i t i on  t o  a  new A I D  loan.  The terms of  t h e  nego t i a t ed  
ex t ens ion  agreement were t h u s  made t o  i nc lude  a  " f a l l back"  reschedul ing  
which, should COFISA and t h e  banks be unable  t o  ag ree  t o  a  f u l l  

T h i s  r e p r e s e n t s  a  major breakthrough because it a l lows  COFISA t o  use  
t h e  c e r t i f i c a t e s  a s  a  means of reschedul ing  its subborrower debts .  
T h i s  w i l l  a l l ow  COFISA t o  maximize p o t e n t i a l  f o r  subloan p o r t f o l i o  
recovery by pass ing  t h e  b e n e f i t s  of t r a d i n g  t h e  c e r t i f i c a t e s  a t  par 
along t o  i ts subborrowers. 



rescheduling dur ing  t h e  one year  ex tens ion ,  would au tomat ica l ly  e n t e r  i n t o  
force .  (The terms of t h e  " fa l lback"  rescheduling a r e  based on  cash  
inf lows es t imated  from t h e  Arthur D. L i t t l e  a n a l y s i s  of p o t e n t i a l  f o r  
c u r r e n t  subloan p o r t f o l i o  recovery - t h e  b e s t  information a v a i l a b l e  a t  t h e  
time. More recent  e s t i m a t e s  of p o r t f o l i o  recovery upon which t h e  a c t u a l  
a n t i c i p a t e d  rescheduling is  expected t o  be based, a r e  more o p t i m i s t i c  than  
t h e  o r i g i n a l  es t imates . )  

I n  a n t i c i p a t i o n  of a  s a t i s f a c t o r y  rescheduling wi th  its 
c r e d i t o r s ,  COFISA f i n a l i z e d  nego t i a t i ons  wi th  t h e  Cen t r a l  Bank f o r  r e c e i p t  
of t h e  $8.4 m i l l i o n  i n  c e r t i f i c a t e s  and is purchasing (wi th  its co lon  
income) a s  many a d d i t i o n a l  c e r t i f i c a t e s  a s  p o s s i b l e  because t h e s e  d o l l a r  
c e r t i f i c a t e s  a r e  c u r r e n t l y  heavi ly  discounted.  A s  of J u l y  31, nea r ly  $9 
m i l l i o n  i n  a d d i t i o n a l  c e r t i f i c a t e s  had been purchased. 

By t h e  end of J u l y  1981, Q3FISA and t h e  S tee r ing  committee 
reached a  reement regarding a l l  of t h e  terms of t h e  ex tens ion  
agreemend?. Following t h e  mid-June DAU: review of t h e  PID, however, 
and an  in-depth  a n a l y s i s  of t h e  l e g a l i t i e s  of t h e  proposed A I D  Loan and 
t h e  r e l a t i o n s h i p  t h a t  should e x i s t  between A I D  and COFISA's o t h e r  
c r e d i t o r s ,  it was concluded t h a t  A I D  should be granted  a  s en io r  p o s i t i o n  
over t h e  o t h e r  c r e d i t o r s  t o  t h e  e x t e n t  of t h e  $10 m i l l i o n  loan  p l u s  
i n t e r e s t .  By mid-July, t h e  s e n i o r  c r e d i t o r  p o s i t i o n  was f i rmly  
e s t a b l i s h e d  a s  a  p r e r e q u i s i t e  t o  an  AID/COFISA Loan Agreement. Th i s  
i s s u e ,  t h e r e f o r e ,  was introduced a s  an  a d d i t i o n a l  f a c t o r  i n  t h e  
cons ide ra t ion  of t h e  terms of t h e  ex tens ion  agreement. A t  t h e  t ime of 
f i n a l  p repa ra t ion  of t h i s  P r o j e c t  Paper, t h e  A I D  s e n i o r  c r e d i t o r  i s s u e  is 
unresolved. P r o j e c t  des ign  and documentation e f f o r t s  have cont inued on 
t h e  assumption t h a t  s a t i s f a c t o r y  r e s o l u t i o n  w i l l  be achieved through 
f u r t h e r  AID/W n e g o t i a t i o n s  with t h e  S tee r ing  Committee. 

D. The Re la t ionsh ip  of t h e  P r o j e c t  t o  Costa R ica ' s  S t r a t e g i e s  
f o r  Economic S t a b i l i z a t i o n ,  and t o  t h e  CDSS and CBI 
Implementat ion  Plan 

1. The Role o f  t h e  P r i v a t e  Sec to r  i n  Re la t ion  
t o  GOCR and Mission S t r a t e g i e s  

Lack of fo re ign  exchange l e d  t o  a  reduct ion  i n  imports  i n  
1981 of approximately 29% ( i n  r e a l  t e rms) .  The reduct ion  was not confined 
t o  non-essent ial  imports.  P r a c t i c a l l y  a l l  imports  were s i g n i f i c a n t l y  
reduced, inc luding  c a p i t a l  goods, c o n s t r u c t i o n  m a t e r i a l s ,  raw m a t e r i a l s  
and in te rmedia te  goods. For t h i s  and o t h e r  reasons,  t h e  coun t ry ' s  r e a l  

The e n t i r e  t e x t  of t h e  terms of agreement a r e  included i n  Annex I, 
Exh ib i t  3. 



GDP f o r  1981 showed a 3.6% d e c l i n e ,  and the  d e c l i n e  i n  1982 w i l l  be even 
higher.  

C lea r ly ,  s i g n i f i c a n t  economic recovery depends on t h e  
coun t ry ' s  a b i l i t y  t o  e a r n  more f o r e i g n  exchange. The p r i v a t e  product ive 
s e c t o r  produces nea r ly  a l l  of Costa R ica ' s  f o r e i g n  currency earnings;  and, 
while  t h e  GOCR has  y e t  t o  develop a c o n s i s t e n t  p r i v a t e  s e c t o r  s t r a t e g y ,  it 
recognizes t h a t  c o n d i t i o n s  must be improved f o r  p r i v a t e  s e c t o r  
p r o d u c t i v i t y  i f  s t a b i l i z a t i o n  and recovery a r e  t o  be achieved. The newly 
e l e c t e d  GOCR admin i s t r a t ion ,  which assumed o f f i c e  i n  May, 1983, is i n  t h e  
process  of developing and coordina t ing  GOCR p o l i c i e s  a s  they r e l a t e  t o  t h e  
P r i v a t e  Sec tor .  While an IMF agreement is now expected t o  be achieved 
before  t h e  end of t h i s  ca lendar  yea r ,  nego t i a t ions  have been t e d i o u s  and 
many of t h e  a r e a s  s t i l l  a t  i s s u e  a r e  those  which a r e  of most s e r i o u s  
concern t o  t h e  P r i v a t e  Sec tor .  Paramount among these  i s s u e  a r e a s  a r e  t h e  
p o l i c i e s  with which t h e  GOCR manages currency exchange. P r i v a t e  Sec to r  
access  t o  f o r e i g n  currency f o r  t h e  purchase of f o r e i g n  i n p u t s  f o r  
product ion,  and requirements f o r  below market l i q u i d a t i o n  of t h e  fo re ign  
exchange ea rn ings  of expor t e r s ,  a r e  ma t t e r s  which have tremendous impact 
on P r i v a t e  Sec tor  p r o d u c t i v i t y  and r e l a t e d  c r e d i t  demand - e s p e c i a l l y  
d o l l a r  c r e d i t .  While t h e  new GOCR admin i s t r a t ion  has pledged t o  c o n s t r u c t  
a po l i cy  framework which is conducive t o  a hea l thy  P r i v a t e  Sec to r ,  
developments i n  these  p a r t i c u l a r  p o l i c y  a r e a s  a r e  being c a r e f u l l y  
monitored by P r i v a t e  Sec to r  leadersh ip .  The e f f e c t s  of f l u c t u a t i o n s  and 
unce r t a in ty  i n  these  p o l i c i e s  a r e a s  on t h e  demand f o r  c r e d i t  have been 
analyzed by ongoing c r e d i t  demand ana lyses  conducted by t h e  Mission dur ing  
t h e  l a s t  e igh teen  months. Resu l t s  and conclus ions  of t h i s  a n a l y s i s  a r e  
d e t a i l e d  i n  Sec t ion  I11 and i n  Annex E. 

The Mission 's  1984 CDSS e s t a b l i s h e s  a s t rong  committment t o  
support  f o r  t h e  Costa Rican p r i v a t e  sec tor :  

"The keystone of t h e  Missions e f f o r t s  between now and FY 
1987 is t h e  p rov i s ion  of r e sources  which Costa Rica needs t o  
r e a c t i v a t e  i n d u s t r i a l  and a g r i c u l t u r a l  product ion . . . 
These resources  w i l l  enable  us  t o  respond r a p i d l y  and 
e f f e c t i v e l y  t o  t h e  f i n a n c i a l  recupera t ion ,  expor t  expansion 
and c r e d i t  needs of Costa R i c a ' s  p r i v a t e  sec to r .  F inanc ia l  
recupera t ion  w i l l  involve  helping keep key p r i v a t e  s e c t o r  
f i n a n c i a l  i n s t i t u t i o n s ,  such a s  t h e  Costa Rican I n d u s t r i a l  
Financing Corporat ion (OFISA) . . . from c los ing  down." 

Along t h e s e  same l i n e s ,  t h e  Miss ion ' s  r e c e n t l y  submitted 
Caribbean Basin I n i t i a t i v e  Implementation Plan d e a l s  with s e v e r a l  
o b j e c t i v e s  which a r e  d i r e c t l y  served by t h e  g e n e r a l  o b j e c t i v e s  of t h i s  
p r o j e c t .  The P lan ' s  focus  on economic s t a b i l i z a t i o n  and recovery through 
t h e  p rov i s ion  of fo re ign  exchange and c r e d i t ,  and on s t rengthening  t h e  
coun t ry ' s  p r i v a t e  f i n a n c i a l  system, is d i r e c t l y  reenforced by t h i s  Pro jec t .  



2. COFISA1s Role i n  t h e  P r i v a t e  Sector:  P ro jec t  Rat ionale  

a )  COFISA has been one of Costa R ica ' s  most s i g n i f i c a n t  
sources  of c r e d i t  f o r  t h e  p r i v a t e  sec to r .  

A s  of September 1, 1981, COFISA had granted  c r e d i t  
worth almost one and a ha l f  b i l l i o n  colones t o  i ts Costa Rican borrowers, 
a sum which ( ca l cu la t ed  a t  exchange r a t e s  a t  t h e  t ime of lending)  equaled 
more than $175 mi l l i on .  I n  add i t ion ,  COFISA In te rnac iona l  (The 
f i nanc ie ra '  s Panama based subs id i a ry )  had placed $83.4 m i l l i o n  by t h e  same 
date .  I n  a l l  of its ope ra t ions ,  COFISA had, t h e r e f o r e ,  m u l t i p l i e d  by 
twenty f i v e  times t h e  resources  AID provided wi th  i ts  two loans  i n  t h e  
s i x t i e s  (010 and 019, each f o r  $5.0 m i l l i o n ) .  COFISA's ope ra t ions  touch 
v i r t u a l l y  every s e c t o r  of  Costa Rican indus t ry  wi th  p a r t i c u l a r  emphasis on 
a g r i c u l t u r e ,  l i v e s t o c k ,  agro-industry,  i n d u s t r i a l  c o n s t r u c t i o n  and 
i n d u s t r i a l  s e r v i c e s ,  which together  amount f o r  over ha l f  of t h e  
financiers's h i s t o r i c  lending p o r t f o l i o .  

The va lue  of COFISA' s conso l ida t ed  outs tanding  loan  
p o r t f o l i o  of co lones  1.2 b i l l i o n  l a s t  September 1981 was equa l  t o  
approximately 10% of t h e  Costa Rican n a t i o n a l  banking system's  (SBN) 
balance of c r e d i t  t o  t h e  p r i v a t e  s e c t o r  a t  t h a t  time. This  i n  i t s e l f  is a 
remarkably high percentage  when cons ider ing  t h a t  t h e  SBN is a na t iona l i zed  
system which does not  permit  p r i v a t e  f i n a n c i a l  i n s t i t u t i o n s  such a s  COFISA 
t o  (among o t h e r  r e s t r i c t i o n s )  cap tu re  demand d e p o s i t s  from t h e  p u b l i c  o r  
p a r t i c i p a t e  i n  Cen t ra l  Bank rediscounting.  A comparison of COFISA' s 
ope ra t ions  t o  those  of Costa Rican p r i v a t e  banks g i v e s  a f u r t h e r  p i c t u r e  
of COFISA's r e l a t i v e  importance. A Mission-financed s tudy of bank 
l i q u i d i t y  conducted i n  March, 1982 revealed t h a t  t h e s e  p r i v a t e  banks had 
an outs tanding  p o r t f o l i o  of  approximately $85.0 m i l l i o n  wi th  Costa R ica ' s  
p r i v a t e  sec to r .  COFISA's March 15, 1982 p o r t f o l i o  value was es t imated  a t  
$42.2 m i l l i o n  making it t h e  coun t ry ' s  l a r g e s t  s i n g l e  p r i v a t e  lending 
i n s t i t u t i o n .  (It should be noted t h a t  t h e  $85 m i l l i o n  f i g u r e  does not  
inc lude  o t h e r  f i n a n c i e r a s  opera t ing  i n  Costa Rica, whose c u r r e n t  
ope ra t ions  t h e  s t u d y ' s  a u t h o r s  considered " i n s i g n i f i c a n t " )  

Based on t h e  ADL a n a l y s i s  and COFISA management 
e s t ima tes ,  between 300 and 400 of its more than  600 Costa Rican borrowers 
would f o l d  should COFISA be forced  i n t o  bankruptcy. These f i rms  toge the r  
employ almost 15,000 workers, and when f u r t h e r  cons ider ing  these  workers' 
f ami l i e s ,  and t h e  negat ive  m u l t i p l i e r  e f f e c t  t h e  c los ing  of t hese  f i r m s  
would have on o t h e r  Costa Rican e n t e r p r i s e s ,  t h e  o v e r a l l  p o t e n t i a l  impact 
of a COFISA bankruptcy becomes c l e a r .  

b) COFISA has  been t h e  Costa Rican P r i v a t e  S e c t o r ' s  most 
s u b s t a n t i a l  l i n k  wi th  t h e  i n t e r n a t i o n a l  f i n a n c i a l  community. 

P r i o r  t o  t h e  crisis i n  which it c u r r e n t l y  f i n d s  i t s e l f ,  
COFISA had e s t a b l i s h e d  correspondent  banking r e l a t i o n s h i p s  wi th  over  70 



i n t e r n a t i o n a l  banking i n s t i t u t i o n s  i n  t h e  United S t a t e s ,  Europe, and L a t i n  
America. While t h e  l i n e s  of c r e d i t  which t h e  financiers had nego t i a t ed  
wi th  t h e s e  i n s t i t u t i o n s  a r e  c u r r e n t l y  suspended, it is no t  unreasonable t o  
expec t  t h a t ,  g iven  improvement i n  t h e  Costa  Rican economy and COFISA's 
s u r v i v a l  of t h e  c u r r e n t  crisis,  many of t h e s e  c r e d i t  l i n e s  could  be 
r e a c t i v a t e d .  COFISA's e a r l i e r  v i r t u a l l y  umblemished record ( t h e  
f i n a n c i e r a ' s  problems began only  wi th  t h e  f l o a t i n g  of t h e  co lon  i n  
September 1980) and e x c e l l e n t  r e p u t a t i o n  should go  f a r  i n  making t h e s e  
c r e d i t  sou rces  a v a i l a b l e  once aga in  t o  t h e  Costa Rican p r i v a t e  s e c t o r ,  and 
s o  complement and r e i n f o r c e  t h e  economic recovery towards which t h i s  
p r o j e c t ,  and indeed t h e  Miss ion ' s  e n t i r e  program, is d i r e c t e d .  

C) COFISA' s c u r r e n t  cr is is  cannot  be s i g n i f i c a n t l y  
a t t r i b u t e d  t o  major managerial  f laws  o r  o t h e r  i n t e r n a l  f a c t o r s  which would 
hamper t h e  e f f i c i e n t  management of a  new projec&. The Mission f e e l s  
t h a t ,  wi th  t h e  a s s i s t a n c e  of t h i s  p r o j e c t ,  a long wi th  s u c c e s s f u l  
rescheduling of i ts  c u r r e n t  deb t  and o t h e r  important  measures, COFISA 
should be a b l e  t o  r e e s t a b l i s h  i t s e l f  a s  a  v i a b l e  and important  development 
f i nance  i n s t i t u t i o n .  

COFISA had a  16 yea r  h i s t o r y  of cont inued growth and 
c o n t r i b u t i o n  t o  t h e  economic development of Costa  Rica be fo re  even t s  
beyond t h e  f i n a n c i e r a ' s  c o n t r o l  sha rp ly  reversed  t h i s  t r end  and brought it 
t o  t h e  br ink  of bankruptcy. A s  c l e a r l y  s t a t e d  i n  t h e  ADL s tudy  of  
COFISA's operat ion:  "It was apparent  from t h e  beginning t h a t  t h i s  
s i t u a t i o n  had been mostly brought on COFISA by e x t e r n a l  causes  of  both a  
l e g a l  and f i n a n c i a l  nature."  I n  t h e  conclus ion  of i ts  study r e p o r t ,  ADL 
s t a t e s :  "COFISA . . . has  a  proven t r a c k  record,  an  ex tens ive  c l i e n t e l e  
of borrowers and we l l  e s t a b l i s h e d  bus ines s  r e l a t i o n s  wi th  a  broad spectrum 
of i n t e r n a t i o n a l  banks and o t h e r  f i n a n c i a l  agencies ."  

I n  a d d i t i o n  t o  meeting t h e  s h o r t  run needs of COFISA's 
c u r r e n t  and p o t e n t i a l  c l i e n t s  which a r e  immediate and of  an  emergency 
na tu re  ( i . e .  working c a p i t a l  f i n a n c i n g ) ,  COFISA should be a b l e  i n  t h e  
longer  term t o  r ega in  i ts  developmental focus  and s o  con t inue  i ts  previous  
record of a id ing  t h e  economic growth of Costa Rica. The f i n a n c i e r a ' s  
s o l i d  i n t e r n a t i o n a l  r e p u t a t i o n  before  t h e  even t s  of t h e  l a s t  few months 
and i ts  many y e a r s  of exper ience  wi th  lending t o  t h e  Costa Rican p r i v a t e  
s e c t o r  w i l l ,  wi th  t h e  he lp  of t h i s  p r o j e c t ,  enable  it t o  make a  
s i g n i f i c a n t  c o n t r i b u t i o n  t o  p r i v a t e  s e c t o r  p r o d u c t i v i t y .  

1/ Thi s  conclus ion  is s t r o n g l y  supported by t h e  ana lyses  of Arthur  D. 
L i t t l e  and t h e  A I D  Regional Economic Advisor, and f u r t h e r  supported by 
c o n s i s t e n t  p o s i t i v e  feedback rece ived  dur ing  in t e rv i ews  conducted wi th  
producers  f o r  t h e  c r e d i t  demand a n a l y s i s .  



d)  Working wi th  COFISA i t s e l f  p rov ides  A I D  wi th  t h e  on ly  
f e a s i b l e  means of extending t h e  a s s i s t a n c e  which i s  requi red  by those  of  
COFISA' s c u r r e n t  borrowers which, g iven  t h e  a d d i t i o n a l  a s s i s t a n c e ,  can  
surv ive ;  and t h e  s u r v i v a l  of t h e s e  borrowers is of major importance t o  t h e  
p roduc t ive  c a p a c i t y  of  t h e  count ry .  

I t  is  d i f f i c u l t  t o  q u a n t i f y  t h e  s i g n i f i c a n c e  of  p r e se rv ing  
COFISA a s  a mechanism through which c r e d i t  can  be extended t o  e x i s t i n g  and 
new COFISA borrowers. I t  i s  equa l ly  d i f f i c u l t  t o  q u a n t i f y  t h e  importance 
of  COFISA's c u r r e n t  l i n k s  t o  t h e  i n t e r n a t i o n a l  f i n a n c i a l  community. 
However d i f f i c u l t  t o  q u a n t i f y ,  t h e  ADL s tudy  and Mission s t a f f  ana lyses  
conclude t h a t  t h e s e  f a c t o r s  a r e  of s u b s t a n t i a l  importance t o  t h e  Costa  
Rican economy and r e p r e s e n t  a major p o r t i o n  of  t h e  r a t i o n a l e  f o r  t h e  
development and funding of t h i s  p r o j e c t .  

The p r o j e c t  w i l l  i n j e c t  r e sou rces  d i r e c t l y  i n t o  t h e  
c o u n t r y ' s  p r i v a t e ,  p roduc t ive  s e c t o r .  I t  w i l l  p rov ide  e s s e n t i a l  c r e d i t  
and/or investment c a p i t a l  f o r  o r d i n a r i l y  v i a b l e  bus ines se s  which a r e  
c u r r e n t l y  faced  wi th  t e r m i n a l  l i q u i d i t y  problems. I t  w i l l  enab le  
producers  t o  secure  necessary  i n p u t s  f o r  p roduct ion .  I t  w i l l  pe rmi t  l a r g e  
numbers of bus inesses  to  con t inue  o p e r a t i o n  and con t inue  t o  provide  a 
means of l i v e l i h o o d  f o r  thousands o f  Costa  Rican workers and t h e i r  
f ami l i e s .  



111. PROJECT DESCRIPTION 

A. Goal and Purposes  

The g o a l  of  t h i s  p r o j e c t  i s  to  r e e s t a b l i s h  dynamic growth i n  
t h e  Costa  Rican economy. More s p e c i f i c a l l y ,  t h e  p r o j e c t  ha s  t h r e e  
primary purposes: 

o To a s s i s t  wi th  t h e  r e s o l u t i o n  of t h e  p roduc t ive  p r i v a t e  
s e c t o r  l i q u i d i t y  c r i s i s ;  

o To enhance t h e  c a p a c i t y  of t h e  p roduc t ive  p r i v a t e  s e c t o r  
t o  e a r n  f o r e i g n  exchange; and 

o To r e e s t a b l i s h  COFISA a s  a  development o r i e n t e d  f i n a n c i a l  
i n s t i t u t i o n .  

(See Logica l  Framework, Annex B, E x h i b i t  1) 

B. De ta i l ed  P r o j e c t  Desc r ip t i on  

I n t r o d u c t i o n  

The P r o j e c t  w i l l  employ both  d o l l a r  and l o c a l  cu r r ency  
f i nanc ing  t o  enab le  COFISA t o  deve lop  and manage a  c a r e f u l l y  designed 
program of d o l l a r  and co lon  sublending t o  (and, when a p p r o p r i a t e ,  
e q u i t y  inves tments  i n )  t h e  P r i v a t e  Sec to r .  Giving p r i o r i t y  
c o n s i d e r a t i o n  to  t h e  r ecupe ra t i on  c a p i t a l  requi rements  of COFISAms 
c u r r e n t  subborrowers,  t h e  P r o j e c t  w i l l  p rov ide  f i nanc ing  f o r  t h e  
r e s t o r a t i o n  and maintenance of e x i s t i n g  p roduc t ive  c a p a c i t y  a s  w e l l  a s  
f o r  p roduct ion  growth and d i v e r s i f i c a t i o n .  

2. A I D  Support and Other  P r o j e c t  Resources 

The pr imary p r o j e c t  i n p u t s  inc lude :  a  reschedul ing  by 
COFISAms c u r r e n t  c r e d i t o r s  of t h e  e x i s t i n g  COFISA deb t ;  a  $10 m i l l i o n  
A.I.D. Development Ass i s t ance  loan;  a  $5 m i l l i o n  equ iva l en t  co lon  l o a n  
a  S p e c i a l  T r u s t  Fund f inanced  from ESF l o c a l  cur rency  gene ra t i ons ;  and 
reinvestment  of COFISAms ea rn ings  a s  w e l l  a s  a  s u b s t a n t i a l  i n c r e a s e  i n  
COFISA's au tho r i zed  s t o c k  i s sue .  The p r o j e c t  a l s o  a n t i c i p a t e s  
s u b s t a n t i a l  f u t u r e  commercial cof inanc ing .  

a. Curren t  C r e d i t o r  Reinvestment 

A s  d i s cus sed  i n  t h e  Background Sec t ion ,  COFISA has 
s u c c e s s f u l l y  nego t i a t ed  an agreement wi th  i ts c r e d i t o r  banks through 
which its more t han  $61  m i l l i o n  f o r e i g n  d e b t  w i l l  be reduced to  under 
$35 m i l l i o n  through c r e d i t o r  bank acceptance  of BCCR p r e s a  c e r t i f i c a t e s  



and l i q u i d a t i o n  of o t h e r  non e s s e n t i a l  COFISA a s s e t s ,  and throu h which P t h e  balance w i l l  be rescheduled over a t  l e a s t  seven y e a r s / .  I n  
a d d i t i o n  to  i ts  obviously s u b s t a n t i a l  c o n t r i b u t i o n  to  t h e  f e a s i b i l i t y  
of  t h e  p r o j e c t ,  t h i s  rescheduling provides  t h e  Costa  Rican p r i v a t e  
s e c t o r  wi th  u rgen t ly  needed moral suppor t ,  and may e s t a b l i s h  a c r i t i c a l  
p recedent  upon which agreement might be modeled f o r  rescheduling 
a d d i t i o n a l  p r i v a t e  and pub l i c  debt .  Thus, while  no t  e a s i l y  measured i n  
d o l l a r  terms, t h e  c o n t r i b u t i o n s  made by COFISA's c u r r e n t  c r e d i t o r s  must 
be cons idered  a s  e s s e n t i a l  p r o j e c t  inputs .  

b. A.I.D. Loan 

Under t h e  p r o j e c t ,  A.I.D. w i l l  loan  $10 m i l l i o n  t o  COFISA 
f o r  twenty y e a r s  with t e n  y e a r s  of g race ,  a t  two pe rcen t  i n t e r e s t  
during t h e  g r a c e  per iod  and t h r e e  pe rcen t  t he rea f  te rZ/ .  

The $10 m i l l i o n  A.I.D. l oan  w i l l  be supplemented wi th  a 
co lon  loan  equ iva l en t  to  $5 m i l l i o n  which w i l l  be f inanced by t h e  
co lones  generated through t h e  g r a n t  p o r t i o n  of an  A.I.D. FY 82 $20 
m i l l i o n  ESF cash  t r a n s f e r  t o  t h e  B C ~ .  This  co lon  l o a n  w i l l  be 
made to  COFISA f o r  f i f t e e n  yea r s ,  wi th  f i v e  y e a r s  of g race  and an  
i n t e r e s t  r a t e  of  5% p.a. 

c. COFISA's Inputs  

COFISA s tockholders  and management w i l l  p rovide  c r i t i c a l  
p r o j e c t  i npu t s .  A s  a cond i t i on  of t h e  Loan Agreement, COFISA w i l l  
i s s u e  a t  l e a s t  $800,000 worth of U.S. Do l l a r  denominated, new p r e f e r r e d  
s t a t u s  stock which w i l l  be f u l l y  subscr ibed  w i t h i n  t h r e e  years .  COFISA 
shareholders  w i l l  a l s o  fo rgo  t h e  r e c e i p t  of d iv idends  u n t i l  such t i m e  

A s  of t h e  wr i t i ng  of t h i s  paper ,  t h e  terms of a n  ex tens ion/  
rescheduling agreement have been reached between COFISA and i t s  
c r e d i t o r s .  Pending a t  t h i s  t i m e ,  a r e  t h e  r e s u l t s  of  n e g o t i a t i o n s  
between AID/W and t h e  COFISA c r e d i t o r s  regarding A I D ' S  s t a t u s  a s  a 
new c r e d i t o r  v i a  a v i s  t h e  o the r  c r e d i t o r s .  

2/ Annex I ,  Exh ib i t  1 c o n t a i n s  a d e s c r i p t i o n  of  t h e  " R i s k  Minimization - 
Fundn which w i l l  s e rve  a s  a p a r t i a l  guarantee  f o r  t h e  A.I.D. l oan  
and i n t o  which COFISA w i l l  pay an  a d d i t i o n a l  3% dur ing  grace  and 2% 
t h e r e a f t e r  u n t i l  t h e  f u n d ' s  balance reaches  t h e  balance of A . I . D . ' s  
ou ts tanding  loan. 

The mechanism through which t h e  ESF d o l l a r s  w i l l  be converted i n t o  
co lones  and through which t h e  COFISA loan  w i l l  be made is descr ibed  
i n  d e t a i l  i n  Sec t ion  I,  A, 4 ,  c. 



a s  its c u r r e n t  ( rescheduled)  d e b t  is e n t i r e l y  s a t i s f i e d .  Dividend 
payments a f t e r  t h a t  p o i n t  would be r e s t r i c t e d  to  a maximum of  18% p.a. 
on  paid- in  c a p i t a l .  

F i n a l l y ,  COFISA management w i l l  con t inue  to  provide  its 
h igh ly  valued exper ience ,  r e p u t a t i o n  and c o n s i d e r a b l e  ene rg i e s .  -without 
which COFISA would have n e i t h e r  achieved i t s  s t a t u s  a s  a f i n a n c i a l  
i n s t i t u t i o n  nor surv ived  t h e  c r i s i s  of  t h e  p a s t  e i g h t e e n  months. 

d. Fu ture  Inpu t  P o t e n t i a l  

I t  is a n t i c i p a t e d  t h a t ,  fol lowing COFISA' s r e v i t a l i z a t i o n  
and s a t i s f a c t o r y  p rog re s s  by Costa  Rica toward o v e r a l l  economic 
s t a b l i z a t i o n ,  COFISA w i l l  r e e s t a b l i s h  i t s e l f  as an i n t e r n a t i o n a l  
f i n a n c i a l  i n s t i t u t i o n .  P r o j e c t  f i n a n c i a l  p r o j e c t i o n s  (See S e c t i o n  I V )  
a n t i c i p a t e  renewed commerc k a l  d o l l a r  borrowing by COFISA which w i l l  
f u r t h e r  c o n t r i b u t e  t o  t h e  s t r eng then ing  of  t h e  p r o j e c t  and t o  t h e  
o v e r a l l  o b j e c t i v e  o f  renewed and enhanced p r i v a t e  sector p r o d u c t i v i t y .  
( F i n a n c i a l  a n a l y s i s  demons t ra tes ,  however, t h a t  new commercial 
borrowings a r e  n o t  e s s e n t i a l  to  t h e  P r o j e c t ' s  v i a b i l i t y . )  

3. The C r e d i t  Program 

a. C r e d i t  Demand 

Demand f o r  d o l l a r  denominated p roduc t ive  c r e d i t  i n  Cos ta  
Rica has  v a r i e d  enormously dur ing  t h e  p a s t  e i g h t e e n  months. I t  has  
peaked i n  response to  t h e  r e c e n t  "dry-up" o f  f o r e i g n  sou rces  f i nanc ing  
and SBN i l l i q u i d i t y ;  and has  been suddenly and unexpectedly depressed  
by GOCR p o l i c i e s  (and/or lack  t h e r e o f )  regard ing  P r i v a t e  S e c t o r  a c c e s s  
to  f o r e i g n  cur rency  f o r  s e r v i c i n g  f o r e i g n  d e b t  and f o r  import ing 
raw/intermediate  m a t e r i a l s .  Th i s  h igh ly  s e n s i t i v e  na tu re  of  c r e d i t  
demand has  s e r i o u s l y  complicated t h e  p roces s  of  l ending  a s  w e l l  a s  
borrowing. The A I D  f inanced P r i v a t e  S e c t o r  P r o d u c t i v i t y  (BANEX) 
P r o j e c t  was designed du r ing  l a t e  FY 1981 on  t h e  b a s i s  of  a l a r g e  unmet 
P r i v a t e  S e c t o r  c r e d i t  demand and GOCR p o l i c i e s  (Sistema de Adelantos) 
which, i n  e f f e c t ,  allowed e x p o r t e r s  t o  meet t h e i r  f o r e i g n  cur rency  
o b l i g a t i o n s  by r equ i r ing  l i q u i d a t i o n  through t h e  BCCR of o n l y  t h e i r  net 
f o r e i g n  cur rency  earn ings .  Th i s  Sis tema was e l imina t ed  i n  e a r l y  FY 82, 
and t h e  p r o j e c t  experienced d i f f i c u l t i e s  wi th  sublending throughout  t h e  
year .  Only r e c e n t l y  has  r e l a t i v e  calm r e tu rned  t o  c r e d i t  demand. 
While GOCR p o l i c y  is s t i l l  no t  f i r m l y  e s t a b l i s h e d ,  t h e  new 
a d m i n i s t r a t i o n  has  soundly committed i t s e l f  t o  a s t a b i l i z a t i o n  po l i cy .  
A new f o r e i g n  exchange r a t e  s t r u c t u r e  management system h a s  been 
e s t a b l i s h e d  and a renewed, a l b e i t  c a u t i o u s ,  conf idence  is c l e a r l y  
emerging w i t h i n  t h e  P r i v a t e  Sec to r ,  r e s u l t i n g  i n  r e c e n t  sha rp  i n c r e a s e s  
i n  c r e d i t  demand. 

The new system f o r  managing f o r e i g n  exchange h a s  t h e  
fol lowing c h a r a c t e r i s t i c s :  



o Foreign exchange t r a n s a c t i o n s  a r e  r e s t r i c t e d  t o  t h e  S t a t e  
Banks and s p e c i f i c a l l y  au thor ized  p r i v a t e  banks. 
Transac t ions  between unauthorized ind iv idua l s  o r  
bus inesses  a r e  i l l e g a l .  

o Exchange r a t e s  a r e  managed and w i l l  be ad jus t ed  a s  
determined necessary by t h e  BCCR. While exchange r a t e  
u n i f i c a t i o n  has been i d e n t i f i e d  a s  a GOCR ob jec t ive ,  two 
p r i n c i p a l  r a t e s  c u r r e n t l y  e x i s t :  t h e  p re fe r r ed  in terbank 
r a t e  ( c u r r e n t l y  colones 38:$1) and t h e  f r e e  bank r a t e  
( c u r r e n t l y  co lones  59.50:$1) . 
A l l  f o r e i g n  currency earn ings  must be l i q u i d a t e d  wi th  t h e  0 -  
BCCR wi th in  one day of t h e i r  e n t r y  i n t o  t h e  country. 
This  requirement inc ludes  borrowings - both currency and 
l e t t e r  of c r e d i t  type documents. 

o The BCCR has published a list of " s t r a t e g i c n  i tems which 
may be imported a t  t h e  p r e f e r r e d  in terbank r a t d .  

o The BCCR has dec la red  and reaff i rmed i ts i n t e n t i o n  t o  
provide a l l  t h e  fo re ign  exchange requi red  by t h e  
product ive  s e c t o r  f o r  t h e  purchase of " s t r a t e g i c "  
imported items. This  committment i s  extended t o  
repayment of loan  o b l i g a t i o n s  incurred  f o r  " s t r a t e g i c n  
import purchases. 

o Foreign exchange w i l l  be provided a s  a v a i l a b l e  t o  
impor ters  of i tems not  included on t h e  " s t r a t e g i c "  list 
a t  t h e  f r e e  bank r a t e .  

Under t h e  new system, a producer requi r ing  imported 
inpu t s  f o r  product ion f i l e s  a reques t  wi th  t h e  BCCR f o r  t h e  f o r e i g n  
exchange requi red  f o r  t h e  purchase. I f  t h e  requi red  import is on t h e  
list of " s t r a t e g i c "  items, t h e  reques t  r ece ives  p r i o r i t y  a t t e n t i o n  and 
t h e  producer is allowed t o  purchase t h e  requi red  fo re ign  exchange a t  
t h e  p re fe r r ed  in terbank r a t e .  If t h e  import is not  on t h e  list, t h e  
d o l l a r s  ( i f  a v a i l a b l e )  a r e  purchased a t  t h e  higher  f r e e  bank r a t e .  

I f  t h e  producer ea rns  fo re ign  exchange, t h e  earn ings  must 
be promptly l i q u i d a t e d  with t h e  banking system a t  t h e  interbank r a t e .  
( I n  add i t ion ,  t h e  f o r e i g n  exchange earner  is, i n  e f f e c t ,  taxed a s  the  

1/ The l ist  is ex tens ive  and inc ludes  most i n p u t s  requi red  f o r  - 
production. The list and suppor t ive  d e s c r i p t i v e  m a t e r i a l s  are 
presented i n  Annex I, Exh ib i t  2. 



e a r n i n g s  a r e  l i q u i d a t e d  because 5% of t h e  e a r n i n g s  a r e  l i q u i d a t e d  a t  
co lones  8.60:$1. ) 

I f  t h e  producer borrows f o r e i g n  exchange from abroad t o  
f inance  imported items, t h e  borrowings must be l i q u i d a t e d  wi th  t h e  BCCR 
a t  t h e  i n t e rbank  r a t e .  A s  t h e  import purchase  t r a n s a c t i o n  occurs ,  t h e  
producer/ importer  is then  allowed f o r e i g n  cu r r ency  a t  e i t h e r  t h e  
i n t e rbank  o r  t h e  f r e e  bank r a t e ,  depending on whether or n o t  t h e  import 
is on t h e  " s t r a t e g i c n  items list. I n  o r d e r  t o  have a c c e s s  t o  f o r e i g n  
cu r r ency  a t  t h e  p r e f e r r e d  i n t e rbank  r a t e  t o  repay t h e  f o r e i g n  cur rency  
loan ,  t h e  producer must have r e g i s t e r e d  t h e  borrowing a t  t h e  BCCR a s  
f i nanc ing  f o r  t h e  import of  " s t r a t e g i c "  items and provide  documentation 
of  t h e  purchase.  

I f ,  a s  is u s u a l l y  t h e  ca se ,  t h e  producer/ importer  employs 
a  l e t t e r  of c r e d i t  from a f o r e i g n  l ende r  t o  purchase a  " s t r a t e g i c "  
import,  t h e  producer/ importer  must have r e g i s t e r e d  t h e  l oan  wi th  t h e  
BCCR i n  o rde r  t o  s ecu re  f o r e i g n  cur rency  a t  t h e  p r e f e r r e d  i n t e rbank  
r a t e  t o  repay t h e  loan. 

I n  o r d e r  t o  provide  a  sound b a s i s  f o r  p r o j e c t  de s ign ,  and 
b e t t e r  understand t h e  e f f e c t  of GOCR f o r e i g n  cu r r ency  management on 
c r e d i t  demand, t h e  Mission c o n t r a c t e d  a  thorough a n a l y s i s  of c u r r e n t  
c r e d i t  demand. The a n a l y s i s  r e p o r t ,  which is a t t a c h e d  a s  Annex E, 
p rov ides  t h e  fo l lowing  obse rva t ions  and conclusions:  

o Of t h e  34 f i r m s  in te rv iewed,  26 (75%) expressed approva l  
of  t h e  l a t e s t  exchange r a t e  management system and 
r epo r t ed  a  t o t a l  immediate d o l l a r  c r e d i t  demand of  nea r ly  
$14 m i l l i o n  ($7,280,000 short- term and $6,800,000 
long-term) . The remaining 6 f  inns a t t r i b u t e d  t h e i r  
p r e s e n t  unwi l l ingness  t o  borrow d o l l a r s  to  t h e i r  a l r eady  
s i z a b l e  d o l l a r  d e b t s  and t o  a  p re fe r ence  t o  "wai t  and 
see" i f  t h e  new f o r e i g n  exchange regime f u n c t i o n s  
s a t i s f a c t o r i l y .  

o The BCCR list o f  " s t r a t e g i c n  impor t s  is e x t e n s i v e  and has  
no t  proven t o  be a  s i g n i f i c a n t  c o n s t r a i n t  t o  product ion ,  

o  The c u r r e n t  economic crisis,  c o n t r a r y  to  p rev ious  
economic c i rcumstances  i n  Costa  Rica,  has  a l s o  a f f e c t e d  
t h e  a v a i l a b i l i t y  of  c r e d i t  t o  t r a d i t i o n a l  p roducers  (e ,g ,  
c o f f e e ,  beef ,  cacao)  . Having long depended on t h e i r  
t r a d i t i o n a l  European and North American f i nanc ing  
sources ,  many of  t h e s e  producers  now r e q u i r e  c r e d i t ,  
e s p e c i a l l y  f o r  longer-term uses ,  such a s  f o r  upgrading o f  
product ion  and process ing  p l a n t s ,  



o Much of the credit demand is for relatively large sums 
(some firms require loans i n  excess of $500,000) . Much 
of t h i s  need, however, is for short-term "line of credit" 
financing which would be utilized on a revolving basis. 
T h i s  would l i m i t  C O F I S A ' s  exposure to certain "peaktt 
periods . 

o Eleven of the firms interviewed indicated that they would 
be unable t o  provide real guarantees for their loans. 
They would require flexible collateral  consideration. 

o Substantial credit demand exists i n  virtually a l l  
productive sectors. 

b. Credit Targets and Sublending Strategies 

A major assumption g u i d i n g  earlier project design was 
that only foreign (hard) currency earners would be w i l l i n g  or able to 
borrow dollars. The new foreign exchange management system, however, 
renders that assumption invalid. The need for,  and abi l i ty  to  repay, 
dollar credit is now largely determined by whether or not the import 
requirements of the borrower are on the BCCR list of "strategic" items 
for which dollars are intended t o  be available a t  the preferred 
interbank rate. T h i s  development, along w i t h  the expansion of the 
credit demand base into the traditional agricultural export private 
sector, significantly a l te r s  the credit targets and sublending 
strategies as  identified i n  the PID. 

COFISA' s reputation as an efficient , responsive credit  
institution has long been established throughout the Costa Rican 
Private Sector. Its expertise and range of services have facil i tated a 
wide variety of loan types and terms. The OFISA warehousing faci l i ty  
(Almacenes COFISA) ,  for example, has allowed for lending against 
inventory as well as providing valuable warehousing services. Under 
t h i s  project, COFISA w i l l  focus a l l  of i ts resources and expertise on a 
broad range of credit targets employing strategies which w i l l  address 
the needs of existing and new subborrowers in  virtually a l l  Productive 
Sectors. 

(1) Recuperation Oriented Sublendinq 

Of particular concern among COFISA's current debtors 
are those who are delinquent i n  their repayment responsibilities and 
are a t  risk of bankruptcy. A s  discussed i n  the Economic Analysis, the 
impact of extensive fai lure among these businesses would have 
disastrous results. The project w i l l ,  therefore, direct priority 
consideration t o  the recuperation credit requirements of these 
businesses. COFISA staff w i l l  conduct individual analyses of selected 
cl ients t o  determine appropriate combinations of current debt 



r e s chedu l i ng ,  new f i n a n c i n g  and t e c h n i c a l  a s s i s t a n c e  f o r  success f  u l  
c r i s i s  i n t e r v e n t i o n .  

While both d o l l a r  and c o l o n  sub lend ing  w i l l  be 
employed i n  t h i s  e f f o r t ,  t h e s e  c l i e n t s  w i l l  be g i v e n  p r i o r i t y  access t o  
c o l o n  r e s o u r c e s  as a p p r o p r i a t e  i n  o r d e r  to  maximize t h e i r  recovery  
p o t e n t i a l .  A d d i t i o n a l l y ,  t h e  demand f o r  c o l o n  l e n d i n g  is l i k e l y  t o  be 
t h e  s t r o n g e s t  among a l l  p o t e n t i a l  borrowers  d u r i n g  t h e s e  times p r i o r  t o  
t h e  d e s i r e d  exchange r a t e  u n i f i c a t i o n  and r e s i d u a l  u n c e r t a i n t y  
regard ing  GOCR f o r e i n g  exchange management and p o l i c i e s .  T h i s  demand 
w i l l  also be s u s t a i n e d  by t h e  s lowness  w i th  which t h e  BCCR is a b l e  t o  
respond to  f o r e i g n  cu r r ency  r e q u e s t s  ( t h e  c u r r e n t  ave r age  wa i t i ng  
p e r i o d  is between 12 and 1 5  d a y s ) .  P r i o r i t y  access to  c o l o n  c r e d i t  
w i l l ,  f o r  t h e s e  r ea sons  a l s o ,  be m o s t  u s e f u l  i n  t h e  recovery e f f o r t s  o f  
t h e s e  bus inesses .  

While  COFISA's pr imary f o c u s  w i l l  be on  c r e d i t  
programming, it is expec ted  t h a t  t h e  f  i n a n c i e r a  w i l l  o c c a s i o n a l l y  t a k e  
e q u i t y  p o s i t i o n s  i n  bus ine s se s  i n  which such  a n  inves tment  w i l l  
s u b s t a n t i a l l y  enhance t h e  b u s i n e s s '  con t i nued  v i a b i l i t y .  The e x t e n t  t o  
which COFISA inves tments  w i l l  be r equ i r ed  and a p p r o p r i a t e  h a s  n o t  been 
determined.  It is p o s s i b l e ,  howeverr t h a t  c o n s i d e r a b l e  demand cou ld  
e x i s t  among COFISA' s c u r r e n t  c l i e n t e l a  f o r  such  investments .  

( 2 )  Other  Sublend ing  

I t  is  a n t i c i p a t e d  t h a t  both d o l l a r  and co lon  credit w i l l  
be extended by t h e  p r o j e c t  t o  a l l  p roduc t i ve  s e c t o r s .  Credit  demand 
a n a l y s i s  v e r i f i e s  t h a t  s u b s t a n t i a l  demand f o r  c r e d i t  e x i s t s  i n  a l l  
p r o d u c t i v e  sectors and COFISA's sub lend ing  a c t i v i t y  h a s  h i s t o r i c a l l y  
been m u l t i s e c t o r a l .  P r o j e c t  subborrowers  w i l l  t h e r e f o r e  i nc lude  
i n d u s t r i a l i s t s r  a g r i c u l t u r a l i s t s  and a g r o - i n d u s t r i a l i s t s .  Credit may 
a l s o  be extended t o  s e l e c t e d  borrowers i n  t h e  commercial and s e r v i c e  
sectors, a s  a p p r o p r i a t e ,  f o r  t h e  p r o v i s i o n  of s e r v i c e s  which a r e  
s u p p o r t i v e  o f  such p r i o r i t y  a c t i v i t i e s  as n o n - t r a d i t i o n a l  expor t .  

(a) T r a d i t i o n a l  vs.  N o n t r a d i t i o n a l  Producers  

C o n s i s t e n t  w i th  Miss ion  programming s t r a t e g i e s ,  
t h e  p r o j e c t  w i l l  d i r e c t  p r i o r i t y  a t t e n t i o n  toward c r e d i t  f o r  
n o n t r a d i t i o n a l  p roduc t i on  f o r  expo r t .  Such p r i o r i t y  a t t e n t i o n  w i l l  
c o n t r i b u t e  to  much needed d i v e r s i f i c a t i o n  o f  t h e  c o u n t r y ' s  p roduc t i ve  
c a p a c i t y ,  the reby  a s s i s t i n g  w i th  t h e  development o f  a broader  b a s i s  f o r  
ba lance  o f  t r a d e  improvement and o v e r a l l  s t a b i l i z a t i o n .  COFISA w i l l  
g i v e  p r i o r i t y  c o n s i d e r a t i o n  t o  p roduce r s  o f  n o n t r a d i t i o n a l  p r o d u c t s  
- e s p e c i a l l y  t h o s e  which produce f o r  e x p o r t  markets. S t r a t e g i e s  f o r  new 
p r o j e c t  sub lend ing  w i l l  be  gu ided  by t h e  same p r i o r i t y .  The p r o j e c t  
w i l l  also, however, i n c l u d e  t h e  e x t e n s i o n  of  c r e d i t  to  some t r a d i t i o n a l  
producers .  I n  la te  FY81, i n  p r e p a r a t i o n  of t h e  P r i v a t e  S e c t o r  



Productivity (BANEX) Project, the Mission conducted several analyses 
which identified nontraditionas/ producers (particularly exporters) 
as  most in  need of project intervention. A t  tha t  time, the credi t  
requirements of the t radi t ional  producers were being sa t i s f ied  by 
priori ty public and foreign financing. Coffee producers, for example, 
depended heavily on financing which originated i n  Europe and which has, 
for many years, been available t o  growers and processors through a 
closed credi t  system closely t ied t o  European based wholesale coffee 
brokers. Recent credi t  demand analysis indicates that  the economic 
c r i s i s  has caused many of these t radi t ional  c redi t  l ines  t o  be 
interrupted. Traditional financing for beef c a t t l e  production, sugar 
and cacao production and other t radi t ional  crops is also becoming 
increasingly restricted. Where necessary, the project w i l l  extend 
dollar c red i t  t o  these t radi t ional  productive sectors, thereby 
establishing Costa Rican-based nontraditional financing for these firms. 

By including tradi t ional  producers among i ts 
subborrowers, COFISA w i l l  also be able t o  diversify i ts portfolio. 
Given the severity of COFISA' s cur rent financial d i f f i c u l t i e s  and the 
commitment of the project t o  COFISA's  revitalization, such portfol io 
diversification i s  considered essent ial  t o  the success of the project. 

I n  order t o  avoid the assignment of 
disproportionately large amounts of project resources t o  the relatively 
large t radi t ional  sectors (thereby neglecting the needs of 
nontraditional producers), it is  necessary t o  r e s t r i c t  the percentage 
of t o t a l  A. I .D.  financed portfol io allowed for such purposes. Since it 
is not possible t o  predict wi th  certainty the exact future credi t  
requirements of the t radi t ional  vs. nontraditional productive sectors, 
the Mission proposes t o  establish 35% a s  a  maximum portion of A.I.D. 
financed sublending for t radi t ional  production. A s  the Costa Rican 
economy begins t o  recover, it is likely tha t  t radi t ional  financing 
l ines  w i l l  be reopened. The Mission and the Borrower, therefore, w i l l  
reassess credi t  demand a t  leas t  annually i n  order t o  determine, as 
necessary, the portion of the A.I.D. financed COFISA portfol io which 
should be restr icted t o  nontraditional production financing . 

By nontraditional exports are meant a l l  those exports other than 
raw coff eel bananas, beef, unrefined sugar and cocoa. Included in 
nontraditional exports are, therefore, such commodities as  roasted 
coffee, refined sugar, and processed beef and primary exports such 
as  f i sh  and crustaceans, black beans, plaintains,  and unprocessed 
vegetables. However, the largest  component by fa r  of 
nontraditional export is manufactured exports; in  1976 they 
constituted 85% of the nontraditional exports. 



(b)  Long vs.  Short-term and "Developmental" vs.  
Commercial Sublendinq 

The c r e d i t  demand a n a l y s i s  c l e a r l y  i n d i c a t e s  
s e r i o u s  s h o r t a g e s  of  both long and short- term f inanc ing  . Short-term 
c r e d i t  needs,  however, a r e  undoubtedly t h e  most acu te .  The p r o j e c t  is 
Bxpected to  respond f i r s t  t o  t h e  demand f o r  shor t - te rm working 
c a p i t a l .  During t h e  f i r s t  y e a r  e s p e c i a l l y ,  t h e  bulk of a l l  sublending 
w i l l  be f o r  between 90 and 180 days.  Short-term borrowing, e s p e c i a l l y  
i n  d o l l a r s ,  is a l s o  expected to  be i n  p a r t i c u l a r  demand u n t i l  t h e  
remaining u n c e r t a i n t i e s  regarding co lon  d e v a l u a t i o n  and t h e  GOCR 
exchange r a t e  regime a r e  c l a r i f i e d  and r e s u l t a n t  r i s k  l e v e l s  a r e  
reduced. I n  response to  p r o j e c t  o b j e c t i v e s  f o r  a r e o r i e n t a t i o n  of 
COFISA' s o p e r a t i o n s  toward developmental  l ending ,  however, t h e  p o r t i o n  
of  t h e  p o r t f o l i o  d i r e c t e d  toward longer-term lending  is expected t o  be 
i nc reased  s u b s t a n t i a l l y  a f t e r  t h e  f i r s t  y e a r s  of  p r o j e c t  ope ra t i on .  By 
t h e  end of yea r  t h r e e ,  it is expected t h a t  a t  l e a s t  30% of COFISA1s 
e n t i r e  subloan  p o r t f o l i o  w i l l  c o n s i s t  of medium to  long-term l e n d i n g s  
from two t o  f i v e  y e a r  terms, and o f f e r i n g  g r a c e  p e r i o d s  of s i x  months 
or more. These longer-term l end ings  a r e  expec ted  t o  f u r t h e r  t h e  
developmental  o b j e c t i v e s  of t h e  p r o j e c t .  Bus inesses  which w i l l  en joy  
p r i o r i t y  c o n s i d e r a t i o n  f o r  longer-term lending  w i l l  i nc lude  t hose  which 
i nvol ve : 

o n o n t r a d i t i o n a l  product ion;  
o product ion  f o r  n o n t r a d i t i o n a l  markets t  
o domest ic  raw m a t e r i a l  p roduct ion ;  
o new, s i g n i f i c a n t l y  l a b o r  i n t e n s i v e  e n t e r p r i s e s t  
o high domest ic  va lue  added product ion ;  
o e n t e r p r i s e s  which a r e  c r i t i c a l  to  t h e  

maintenance and/or r e s t o r a t i o n  of t h e  c o u n t r y ' s  
p roduct ive  capac i ty8  

o r e a c t i v a t i o n  of e x i s t i n g  i d l e  p roduc t ive  
c a p a c i t y t  and 

o s e r v i c e  and commercial sector a c t i v i t i e s  which 
a r e  suppor t i ve  of non t r a d i t i o n a l  expor t .  

The Mission w i l l  r e g u l a r l y  a s s e s s  t h e  p r o g r e s s  
of COFISA' s t r a n s i t i o n  toward long-term development lending ,  t h e  
economic c o n d i t i o n s  of t h e  count ry  and t h e  na tu re  of c r e d i t  demand. 
These assessments  w i l l  be made a t  l e a s t  once each yea r  f o r  t h e  f i r s t  
f o u r  yea r s ,  t o  e s t a b l i s h  an  a p p r o p r i a t e  r a t i o  between long and 
short- term lending  under t h e  p r o j e c t .  

4. P r o j e c t  Output Summary 

The Do l l a r  C r e d i t  P o r t f o l i o  

(1) Based on a p r o j e c t e d  t h r e e  y e a r  drawdown of t h e  $10 
m i l l i o n  loan ,  t h e  p r o j e c t  w i l l  g e n e r a t e  a d o l l a r  denominated l o a n  



p o r t f o l i o  d u r i n g  yea r  one  t o t a l l i n g  approx imate ly  $3 m i l l i o n .  I f  t h e  
average  l o a n  s i z e  du r ing  y e a r  one ave rages  $100,000, and t h e  ave r age  
term is 180 days ,  t h e  A I D  f i nanced  and COFISA C a p i t a l  Base p o r t f o l i o s  
w i l l  r e p r e s e n t  a t  l e a s t  63 d o l l a r  l o a n  t r a n s a c t i o n s  by t h e  end of t h e  
f i r s t  year .  

By t h e  end of  y e a r  t h r e e ,  t h e  combined A.I.D. 
f i nanced  and COFISA c a p i t a l  base  f i nanced  d o l l a r  p o r t f o l i o  w i l l  t o t a l  
approximately  $10.8 m i l l i o n .  By t h e  end of y e a r  f i v e ,  t h e  combined 
d o l l a r  p o r t f o l i o  w i l l  t o ta l  w e l l  over  $12.4 m i l l i o n .  The o u t s t a n d i n g  
p o r t f o l i o  by y e a r  twenty w i l l  t o t a l  n e a r l y  $25 m i l l i o n  w i thou t  t a k i n g  
i n t o  account  a n t i c i p a t e d  a d d i t i o n a l  commercial f i n a n c i n g  . 

(2)  Summary o f  D o l l a r  P o r t f o l i o  C h a r a c t e r i s t i c s  

o Borrowers: Producers  i n  a l l  sectors) p r i o r i t y  
c o n s i d e r a t i o n  g i v e n  t o  p roduce r s  f o r  expo r t .  

o I n t e r e s t  Rates: Commercial r a t e s  based on  
LIBOR p l u s  a n  ave rage  o f  3%. 

o Terms: Short - term (90-180 days )  d u r i n g  y e a r  
one i n c r e a s i n g  t o  a t  l e a s t  30% long-term by 
y e a r  t h r e e .  

(3 )  Colon C r e d i t  P o r t f o l i o  Dimensions 

Based on  t h e  most c o n s e r v a t i v e  e s t i m a t e s ,  t h e  
P r o j e c t ' s  c o l o n  l o a n  p o r t f o l i o  w i l l  t o t a l  a t  least  c o l o n e s  190,000,000 
by t h e  end of t h e  f i r s t  yea r .  I f  t h e  average  c o l o n  l o a n  s i z e  is 
c o l o n e s  1 m i l l i o n  and t h e  average  l o a n  term is one y e a r ,  approx imate ly  
190 sub loan  t r a n s a c t i o n s  w i l l  o ccu r  p r i o r  to  midway th rough  t h e  second 
yea r  o f  t h e  p r o j e c t .  

By t h e  end of y e a r  f i v e ,  it is  e s t ima t ed  t h a t  t h e  c o l o n  l o a n  p o r t f o l i o  
w i l l  t o t a l  approx imate ly  co lones  300 m i l l i o n ,  and w i l l  exceed c o l o n e s  
400 m i l l i o n  be fo r e  y e a r  twenty. 

(4)  Summary o f  Colon P o r t f o l i o  C h a r a c t e r i s t i c s  

o Borrowers: P r i o r i t y  c o n s i d e r a t i o n  g i v e n  to  
c u r r e n t  COFISA c l i e n t s  f o r  whom r e schedu l i ng  of 
e x i s t i n g  d e b t  and a d d i t i o n a l  f i n a n c i n g  ( i n  
co lones )  cou ld  r e s u l t  i n  a r e v i t a l i z a t i o n  of  
p r o d u c t i v i t y ;  a d d i t i o n a l  p r i o r i t y  e l i g i b i l i t y  
c o n s i d e r a t i o n  to  include:  

- Prov ide r s  of  e s s e n t i a l  s e r v i c e  to  e x p o r t e r s  
- Domestic p roduce r s  o f  i n p u t s  t o  

product ion/manufacture  f o r  e x p o r t  



- Import s u b s t i t u t i o n  producers/manufacturers  

o I n t e r e s t  Rates: Commercial r a t e s  expected t o  
average 30% i n  t h e  f i r s t  y e a r ,  20% i n  t h e  
second, and 18% t h e r e a f t e r .  

Terms: A l s o  mostly short- term du r ing  yea r  one 0 - 
( 6  months t o  i n e  yea r )  becomming i n c r e a s i n g l y  
long-term, reaching a t  l e a s t  30% long-term by 
yea r  t h r ee .  

b. COFISA R e c a p i t a l i z a t i o n  

The F i n a n c i a l  Analys i s  S e c t i o n  has  e s t ima ted  t h e  r a t e  a t  
which COFISA is expected t o  recover  from its c u r r e n t  indebtedness  and 
become r e c a p i t a l i z e d .  Th i s  p r o j e c t i o n  is  f u r t h e r  sub j ec t ed  t o  t w o  
s e p a r a t e  s e n s i t i v i t y  tests. While t h e  r a t e  a t  which COFISA can  be 
expected t o  c a n c e l  its c u r r e n t  bank d e b t  v a r i e s  wi th  each set  of  
assumptions,  (even t h e  most p e s s i m i s t i c )  p r o j e c t i o n  e s t i m a t e s  t h a t  
COFISA w i l l  ach ieve  a d e b t  t o  e q u i t y  r a t i o  of  a t  l e a s t  10:l by yea r  
f i v e .  



IV.  PROJECT ANALYSIS 

A. I n s t i t u t i o n a l  Analys i s  

1. COFISA's I n s t i t u t i o n a l  Context  

A l l  f i n a n c i a l  i n s t i t u t i o n s  i n  Costa  Rica o p e r a t e  under t h e  
a u t h o r i t y  of s p e c i f i c  laws and a r e  r egu la t ed  by t h e  C e n t r a l  Bank of Costa  
Rica. While b a s i c a l l y  a p u b l i c  f i n a n c i a l  system, allowance is made f o r  
t h e  o p e r a t i o n  of p r i v a t e  f i n a n c i a l  i n s t i t u t i o n s ,  inc lud ing  p r i v a t e  banks, 
which a r e  p a r t  of t h e  Na t iona l  Banking System and f i n a n c i e r a s  ( f i n a n c e  
companies),  which a r e  not .  Among t h e  p r i v a t e  banks c u r r e n t l y  ope ra t i ng  
w i t h i n  t h e  SBN a r e  n ine  f o r e i g n  banks (mostly North American and German) 
and s i x  domest ic  p r i v a t e  banks ( t w o  of which a r e  f o r e i g n  bank 
a f f i l i a t e s )  . There a r e  a l s o  numerous f  i n a n c i e r a s  au thor ized  to  ope ra t e ,  
most of which a r e  sma l l  and have been e s t a b l i s h e d  t o  s e rve  i n d i v i d u a l  or 
sma l l  groups of bus inesses  r a t h e r  t h a n  to  o p e r a t e  on a s i g n i f i c a n t l y  
commercial b a s i s .  Of t h e  e i g h t  most important  f  i n a n c i e r a s ,  COFISA is, by 
f a r ,  t h e  l a r g e s t  ( i n  1979, over  75% of a l l  c r e d i t  handled by f i n a n c i e r a s  
was handled by COFISA) . 

While p r i v a t e  f i n a n c i a l  i n s t i t u t i o n s  such a COFISA a r e  
allowed, f i n a n c i a l  system laws and C e n t r a l  Bank r e g u l a t i o n s  g i v e  p r e f e r r e d  
s t a t u s  t o  t h e  f o u r  p u b l i c l y  owned and opera ted  banks. Only p u b l i c  banks 
may accep t  demand d e p o s i t s ,  and n e a r l y  a l l  BCCR f inanced  c r e d i t  is 
processed through t h e  p u b l i c  banks. Within t h i s  con tex t ,  however, COFISA 
developed and t h r i v e d  f o r  n e a r l y  twenty years .  I t  is w i t h i n  t h i s  c o n t e x t  
which t h i s  p r o j e c t  is designed,  and w i l l  be implemented. 

The A. I .D. P r i v a t e  Sec to r  P r o d u c t i v i t y  P r o j e c t  (d i scussed  
b r i e f l y  i n  t h e  Background S e c t i o n ) ,  has,  w i t h i n  t h e  l a s t  twelve months, 
helped c r e a t e  a p r i v a t e  bank - Banco Agro indus t r i a l  y de Exportaciones 
(BANEX). Like t h i s  p r o j e c t ,  BANEX was developed i n  response t o  Costa  
R i c a ' s  s eve re  and worsening producer l i q u i d i t y  problem and t o  an a c u t e  
need to  d i v e r s i f y  product ion  and i n c r e a s e  non t r a d i t i o n a l  expor t s .  Much 
of  t h e  BANEX p r o j e c t  d e s i g n  was developed based on COFISA's exper iences  i n  
t h e  Costa  Rican f i n a n c i a l  arena. While t h e  BANEX p r o j e c t  is progress ing  
s a t i s f a c t o r i l y ,  t h e  s e v e r i t y  of t h e  c o u n t r y ' s  economic crisis has  
increased  sharp ly .  I n  a d d i t i o n  t o  address ing  those  o b j e c t i v e s  which only  
COFISA can  ach ieve  ( i  .e. r e s t r u c t u r i n g  COFISA's c u r r e n t  subloan 
p o r t f o l i o )  , t h i s  p r o j e c t  w i l l  provide an  a d d i t i o n a l  means of responding t o  
t h e  immediate problems of c r e d i t  s c a r c i t y  and o v e r a l l  p r i v a t e  sector 
i l l i q u i d i t y ,  a s  w e l l  a s  c o n t r i b u t e  to  t h e  development o b j e c t i v e s  of 
p roduct ion  and expor t  d i v e r s i f i c a t i o n .  

2. COFISA' s Curren t  S t r u c t u r e  

a. Ownership 

COFISA has 454 shareholders .  The f i n a n c i e r a '  s 498,329 
s h a r e s  have a nominal va lue  of co lones  100 each. By f a r  t h e  l a r g e s t  



number of s t o c k  owners (319, o r  more t h a n  70%) ho ld  less t h a n  500 s h a r e s  
each. The l a r g e s t  s i n g l e  sha r eho lde r  owns 24,430 s h a r e s ,  o r  less t h a n  5% 
of  t h e  f i n a n c i e r a ' s  s t ock .  The 5% s tockownersh ip  l i m i t a t i o n  w i l l  be 
mainta ined under t h e  Loan Agreement. 

b. S u b s i d i a r i e s  

Corporaci6n C o s t a r r i c e n s e  de Financ iamien to  I n d u s t r i a l ,  
S. A. (Costa  Rican I n d u s t r i a l  Finance Corpo ra t i on )  is COFISA1s r e g i s t e r e d  
name. COFISA has  two s u b s i d i a r i e s ,  COFISA I n t e r n a c i o n a l  S. A. which ha s  
been amply d i s c u s s e d  earl ier  and is COFISA' s o f f  sho re ,  Panamanian 
f i n a n c i e r a ,  and Almacenes COFISA, S. A. , which is a bonded and non-bonded 
warehousing o p e r a t i o n  which o f f e r s  customs,  war r a n t i n g ,  and s t o r a g e  
s e r v i c e s  t o  COFISA customers .  

c. COFISA1 s Organ i za t i on  

A s  would be expec ted  of  a n  e n t i t y  t h a t  f o r  almost two 
decades  s u c c e s s f u l l y  l e n t  and c o l l e c t e d  over  $250 m i l l i o n  t o  c l i e n t s  
th roughout  Cos t a  Rica ,  COFISA h a s  deve loped  a h i g h l y  s o p h i s t i c a t e d  
o r g a n i z a t i o n a l  s t r u c t u r e  c h a r a c t e r i z e d  by c l e a r l y  d e f i n e d  l e v e l s  o f  
a u t h o r i t y  and r e s p o n s i b i l i t y ,  and p r e c i s e  p r o c e s s e s  and procedures .  The 
focus  o f  t h i s  complex s t r u c t u r e  and o r g a n i z a t i o n ,  however, has  i n  r e c e n t  
times c l e a r y  been on t h e  r a p i d  t u rnove r ,  r e t a i l  banking a c t i v i t i e s  w i th  
which t h e  f i n a n c i e r a  i n c r e a s i n g l y  ha s  been involved.  The system is n o t  
p a r t i c u l a r l y  w e l l  g ea r ed  to  t h e  deve lopmenta l  l end ing  f o c u s  which 
c o n s t i t u t e s  one of  t h e  major emphases o f  t h i s  p r o j e c t .  

A t  p r e s e n t ,  COFISA1s p e r s o n n e l  l e v e l  is somewhat 
reduced as a r e s u l t  o f  t h e  r e l a t i v e l y  low work volume occas ioned  by i t s  
c u r r e n t  f i n a n c i a l  crisis. Nonetheless ,  t h e  f i n a n c i e r a  s t i l l  m a i n t a i n s  a 
s t a f f  o f  f i f t y  pe r sons ,  i nc lud ing  f o u r  managers, e i g h t  depar tment  heads ,  
s i x t e e n  o t h e r  p r o f e s s i o n a l s ,  and twenty t w o  s e c r e t a r i a l ,  c l e r i c a l  and 
a d m i n i s t r a t i v e  s e r v i c e s  employees. A d d i t i o n a l l y ,  COFISA1s Board of  
Directors ha s  r e s p o n s i b i l i t y  f o r  f i n a l  app rova l  o f  a l l  credit a p p l i c a t i o n s  
and t h e  r a t i f i c a t i o n  of  a l l  f i n a l  f i n a n c i a l  s t a t e m e n t s  and budget ing 
d e c i s i o n s .  The Board c o u n t s  on o u t s i d e  a d v i c e  and s e r v i c e s  from a n  
e x t e r n a l  a u d i t o r  and l e g a l  counse l .  The maximum a u t h o r i t y  i n  COFISA1s 
h i e r a r c h i c i a l  s t r u c t u r e  is t h e  s t ockho lde r s '  meeting.  

While COFISA does  n o t  have a fo rmal  set of o p e r a t i o n s  
manuals, t h e r e  d o  e x i s t  a series of  c a r e f u l l y  p r epa red  and c l e a r l y  w r i t t e n  
p rocedu ra l  pamphlets  and f low c h a r t s  f o r  t h e  p roce s s ing  of credit 
a p p l i c a t i o n s ,  handl ing  commission c o l l e c t i o n s  and d e b t  s e r v i c e  payments, 
t h e  p roce s s ing  and moni to r ing  of le t ter  o f  c r e d i t  o p e r a t i o n s ,  and f o r  
main ta in ing  COFISA1s l e g a l  r e p o r t i n g  r e s p o n s i b i l i t i e s  t o  v a r i o u s  GOCR 
e n t i t i e s .  A c l e a r l y  d e f i n e d  system f o r  t r a n s m i t t i n g  d a t a  t o  t h e  
f i n a n c i e r a l  s computer is also c u r r e n t l y  i n  o p e r a t i o n .  The o v e r a l l  
impress ion  g i v e n  by t h i s  system is t h a t  it is one  of  e f f i c i e n c y ,  having 



c l e a r  l i n e s  of a u t h o r i t y  and l e v e l s  of  r e s p o n s i b i l i t y ,  and t h e r e  is 
s u b s t a n t i a l  ev idence  of  t h e  e x i s t e n c e  o f  harmonious working r e l a t i o n s h i p  
among COFISA's v a r i o u s  depar tments  and o f f i c e s .  

Upon examining t h e  s t a t e d  r o u t i n e s  r ega rd ing  c r e d i t  
p roce s s ing  procedures ,  it is c l e a r  t h a t  more emphasis is p u t  on t h e  
mechanics o f  t h e  p r o c e s s  t h a n  o n  t h e  subs tance .  The p r o c e s s  is ve ry  
p r e c i s e ,  smooth and l o g i c a l ,  from t h e  c r e d i t  a p p l i c a t i o n  s t a g e  t o  t h e  
i s suance  o f  t h e  l o a n  check,  and from t h e r e  t o  subsequent  r e c o r d s  
maintenance concern ing  t h e  s e r v i c i n g  o f  t h e  l o a n  and f i n a l  its 
c a n c e l l a t i o n .  S p e c i f i c  i n fo rma t ion  which should  be r eques t ed  of a  
p o t e n t i a l  c l i e n t  a t  t h e  a p p l i c a t i o n  s t a g e ,  however, is no t  de f i ned .  The 
a p p l i c a t i o n  is s h o r t ,  c o n c i s e ,  and d o e s  n o t  i n c l u d e  a  s e c t i o n  f o r  
i n fo rma t ion  concern ing  an  a p p l i c a n t ' s  a b i l i t y  t o  pay (i.e. c a s h  f l ow  
p r o j e c t i o n s )  o r  t h e  f i n a n c i a l  s t a t u s  of  t h e  company o r  b u s i n e s s  i n  
ques t i on .  The g u a r a n t e e s  o f f e r e d  by t h e  p o t e n t i a l  c l i e n t  c o n s t i t u t e  by 
f a r  t h e  most impor t an t  s e c t i o n  of  t h e  a p p l i c a t i o n ,  and f u l l y  s i x  d i f f e r e n t  
a d d i t i o n a l  forms e x i s t  f o r  t h e  r e co rd ing  and e v a l u a t i o n  of t h e  v a r i o u s  
types o f  g u a r a n t e e s  which may be o f f e r e d  and accep ted .  One g e n e r a l  
g u i d e l i n e  s t a t e s  t h a t  a review o f  a n  a p p l i c a n t ' s  f i n a n c i a l  s t a t e m e n t s  need 
be e f f e c t e d  o n l y  "when it is cons ide r ed  nece s sa ry ,  " wi thou t  d e f i n i n g  t h e  
a p p r o p r i a t e  c r i t e r i a .  I n  any c a s e ,  t h e  c r e d i t  depa r tmen t ' s  r e s p o n s i b i l i t y  
i n  t h e  handl ing o f  l o a n  a p p l i c a t i o n s  i s  d e f i n e d  merely  a s  one  o f  
"p r e l im ina ry  a n a l y s i s , "  t h e  main r e s p o n s i b i l i t y  r e s t i n g  c l e a r l y  and 
e x c l u s i v e l y  w i th  t h e  Board o f  D i r e c t o r s ,  whose broad network of  c o n t a c t s  
w i th  t h e  Cos ta  Rican bus ine s s  community and wide knowledge o f  l o c a l  
b u s i n e s s  h a s  g e n e r a l l y  provided them wi th  t h e  nece s sa ry  tools t o  
adequa t e ly  judge c r e d i t  a p p l i c a t i o n s .  

COFISA' s pre-September, 1980 r eco rd  of s u c c e s s  i s  ample 
proof  of  t h e  w o r k a b i l i t y  o f  t h i s  system f o r  t h e  t ype  of  l end ing  which t h e  
f i n a n c i e r a  performed i n  t h e  p a s t .  It  is c l e a r ,  however, t h a t  t h i s  
v i r t u a l l y  sole r e l i a n c e  on t h e  adequacy of  g u a r a n t e e s  o f f e r e d ,  which 
worked w e l l  f o r  COFISA's e a r l i e r  r e t a i l  banking modus ope rand i ,  would no t  
be a p p r o p r i a t e  f o r  t h e  long-term, development l end ing  which t h i s  p r o j e c t  
w i l l  encourage and, indeed,  r equ i r e .  COFISA's demonstra ted o r g a n i z a t i o n a l  
s o p h i s t i c a t i o n ,  and t h e  Mis s ion ' s  p r e l i m i n a r y  n e g o t i a t i o n s  on  t h e  q u e s t i o n  
o f  needed p rocedu ra l  and perhaps  s t u c t u r a l  c h a r g e s  i n  t h e  f i n a n c i e r a ' s  
systems,  b r i ng  u s  t o  t h e  c o n c l u s i o n  t h a t  it w i l l  be f e a s i b l e  t o  t r an s fo rm  
COFISA i n t o  t h e  t ype  of development o r i e n t e d  f i n a n c i a l  i n s t i t u t i o n  which 
t h i s  p r o j e c t  is  seek ing  t o  r e e s t a b l i s h .  

3. R e s t r u c t u r i n g  Requirements 

a. COFISA International 

C l e a r l y ,  t h e  most e s s e n t i a l  r e s t r u c t u r i n g  requ i rement  
i nvo lve s  COFISA1s Panamanian base  through which a l l  d o l l a r  sub lend ing  w i l l  
o ccu r  under t h e  P r o j e c t .  Such a  base  w i l l  be necessa ry  i n  o r d e r  to  avo id  



t h e  problems being experienced by COFISA which a r e  caused by r ecen t  
Supreme Court  i n t e r p r e t a t i o n s  of  t h e  Cos ta  Rican Monetary Law and 
r e s u l t a n t  s u c c e s s f u l  a t t empt s  by subborrowers of  COFISA (Costa Rica) t o  
c a n c e l  t h e i r  d o l l a r  d e b t s  wi th  co lones  a t  a r t i f i c i a l l y  l o w  r a t e s  of 
"off i c i a l "  exchange. 

Extens ive  l e g a l  a n a l y s i s  ha s  been conducted t o  
determine t h e  most a p p r o p r i a t e  l e g a l / o r g a n i z a t i o n a l  s t r u c t u r e  under which 
COFISA c a n  s a f e l y  and e f f i c i e n t l y  borrow A I D  funds  and sublend them i n  
D o l l a r s  to  t h e  Costa  Rican P r i v a t e  Sec tor .  The a l t e r n a t i v e  which has  been 
s e l e c t e d  i nvo lves  t h e  e s t ab l i shmen t  of a  Panamanian incorpora ted  holding 
company which, through a  "stock swap" procedure,  w i l l  be owned by t h e  
s tockho lde r s  of COFISA S. A. The holding company w i l l  wholly-own COFISA 
S. A. , Almacenes COFISA and COFISA In t e rnac iona l .  A I D  f i nanced  sublending  
w i l l  be r e s t r i c t e d  t o  Costa  Rican e n t e r p r i s e s  and a l l  sublending w i l l  be 
made by t h e  holding company, through COFISA I n t e r n a c i o n a l .  

Given t h e  t i m e  requi red  t o  e s t a b l i s h  t h e  holding 
canpany ( t h e  " s t o c k  swapa w i l l  n e c e s s i t a t e  a  g e n e r a l  COFISA s tockho lde r s  
meet ing) ,  t h e  A I D  l o a n  w i l l  be made i n i t i a l l y  t o  COFISA In t e rnac iona l .  
The Loan Agreement and Loan Author iza t ion  w i l l  s p e c i f i c a l l y  a n t i c i p a t e  and 
a l low f o r  a  t r a n s f e r  o f  t h e  d e s i g n a t i o n  of Borrower from COFISA 
I n t e r n a c i o n a l  t o  t h e  holding company, once t h e  company is e s t a b l i s h e d .  

The l e g a l  a n a l y s i s  a l s o  recommends t h a t  COFISA ( t h e  
holding company) e v e n t u a l l y  f i l e  f o r  a  Panamanian " I n t e r n a t i o n a l  Banking 
License". While, f o r  reasons  of cost and procedura l / t ime  requirements ,  
such a  s t a t u s  is no t  f e a s i b l e  f o r  t h e  near  f u t u r e ,  nor is it requi red  t o  
p r o t e c t  d o l l a r  loans ,  COFISA w i l l  immediately begin  t o  examine i ts 
p o s s i b i l i t i e s .  

Legal a n a l y s i s  has  a l s o  determined t h a t  COFISA w i l l  
a l s o  have to  make s e v e r a l  COFISA I n t e r n a c i o n a l  s t r u c t u r a l  mod i f i ca t i ons  i n  
o rde r  t o  b e t t e r  p r o t e c t  i t s  d o l l a r  sub loan  p o r t f o l i o  du r ing  t h e  i n t e r i m  
between r e c e i p t  of  t h e  A I D  l o a n  and t h e  f u l l  implementation of  t h e  ho ld ing  
company. These mod i f i ca t i ons  w i l l  include:  

o Opening and s t a f f i n g  an  i n t e r i m  independent COFISA 
I n t e r n a c i o n a l  o f f i c e  i n  Panama C i t y  which w i l l  p rov ide  
undisputed phys i ca l  p resence  i n  Panama and a  c a s h i e r  
through which COFISA's subborrowers can  s e r v i c e  t h e i r  
o b l i g a t i o n s .  The Panama o f f i c e  w i l l  d e p o s i t  a l l  
payments i n  a  Panamanian account ,  and a t  l e a s t  one 
s t a f f  member of  t h e  Panama o f f i c e  w i l l  have p e r t i n e n t  
powers of  a t t o rney ;  

o Dra f t i ng  t h e  P lace  of Payment c l a u s e  i n  a l l  f u t u r e  l o a n  -- 
agreements and o t h e r  c r e d i t  documents t o  c l e a r l y  
s t i p u l a t e  t h a t  a l l  payments of p r i n c i p a l  and i n t e r e s t  



due, commissions, f e e s  e t c .  s h a l l  be made t o  COFISA 
In t e rnac iona l ,  S. A. a t  t h e  o f f i c e  of t he  c r e d i t o r  i n  
Panama Ci ty .  The c l a u s e s  w i l l  inc lude  t h e  e x a c t  
address  i n  Panama of t h e  o f f i c e  of t h e  company; 

o Requiring t h a t  each document c o n t a i n  a  s ta tement  by t h e  
maker and t h e  gua ran to r  t o  t h e  e f f e c t  t h a t  t h e  
o b l i g a t i o n  incur red  e s t a b l i s h e s  payment from Costa Rica 
t o  a  f o r e i g n  count ry ,  t h a t  t he  c r e d i t o r  is a f o r e i g n  
domiciled f i n a n c i a l  i n s t i t u t i o n  providing s e r v i c e s  from 
abroad and t h a t ,  t h e r e f  o r e ,  a l l  payments due thereunder  
s h a l l  be n e c e s s a r i l y  made i n  U.S. d o l l a r s ,  i n  
accordance with Sec t ion  7, Subsec t ions  1 and 3 of t h e  
Monetary Law) 

o  Securing a  Panamanian financiers l i c e n s e )  and 

o Keeping a l l  COFISA I n t e r n a c i o n a l  accounting books and 
records ,  and making a l l  p e r t i n e n t  e n t r i e s  i n  Panama. 

Res t ruc tur ing  recommendations a l s o  inc lude  providing 
subborrowers wi th  one o r  more San J O S ~ ,  Costa  Rica based COFISA 
I n t e r n a c i o n a l  agen t s  who could f a c i l i t a t e  t h e  t r a n s f e r  of payments t o  t h e  
COFISA I n t e r n a c i o n a l  U.S. Dol la r  account i n  Panama. 

b. Management Systems and C r e d i t  Adminis t ra t ion  

Beginning i n  t h e  mid-1970s, COFISA had become a most 
e f f i c i e n t  " r e t a i l "  f i n a n c i a l  i n s t i t u t i o n .  Its lending p o r t f o l i o  had 
mul t ip l i ed  many t imes  beyond t h e  s i z e  t o  which A I D  f inanc ing  had allowed 
it t o  grow. Its management systems and c r e d i t  admin i s t r a t i on  p o l i c i e s  and 
procedures  had been pe r f ec t ed  t o  a  p o i n t  of optimum e f f i c i e n c y  f o r  t h e  
s t y l e  of o p e r a t i o n  i n t o  which it had emerged. C r e d i t  a d m i n i s t r a t i o n  
involved i n i t i a l  assessment of borrower gua ran tees  and r egu la r  monitoring 
of payments. COFISA had e s t a b l i s h e d  a  nea r ly  f l a w l e s s  recovery r a t e .  

A s  COFISA grew beyond t h e  r e l a t i v e l y  smal l  amount of 
A I D  f i nanc ing  and was obl iged  t o  expand i ts r e l a t i o n s h i p s  wi th  
i n t e r n a t i o n a l  commercial f i n a n c i a l  i n s t i t u t i o n s ,  i ts o r i e n t a t i o n  and i ts  
sublending terms a d j u s t e d  t o  t h e  cond i t i ons  of i ts  borrowing o p p o r t u n i t i e s  
- r e l a t i v e l y  short-term and commercial. Beyond a  doubt,  t h i s  o r i e n t a t i o n  
provided a  much needed s e r v i c e  t o  Costa Rica ' s  p r i v a t e  product ive  sec to r .  
It enabled COFISA t o  become one of t h e  major c o n t r i b u t o r s  t o  t h e  
tremendous growth of Costa Rica dur ing  t h e  1970s. The c u r r e n t  economic 
c r i s i s  has ,  however, s e r i o u s l y  d e b i l i t a t e d  t h e  coun t ry ' s  p roduct ive  
c a p a b i l i t i e s .  Development lending is now a t  l e a s t  a s  u rgen t ly  needed a s  
commercial lending.  COFISA, under t h i s  p r o j e c t ,  must r e e s t a b l i s h  i t s e l f  
a s  a  development lender .  A s  a  c o n d i t i o n  of i ts  Loan Agreement with A I D ,  
t h e r e f o r e ,  COFISA w i l l  r e o r i e n t  i ts  management systems and r e v i s e  i ts  



c r e d i t  a d m i n i s t r a t i o n  p o l i c i e s  and procedures  s o  a s  t o  be a b l e  t o  
e f f i c i e n t l y  f i n a n c e  development p r o j e c t s  a s  w e l l  a s  maintain i t s e l f  a s  a  
commercial f i n a n c i a l  i n s t i t u t i o n .  While many of t h e  s p e c i f i c  d e t a i l s  and 
schedules  f o r  t h e  requi red  r e s t r u c t u r i n g  w i l l  be developed t o  A I D ' S  
s a t i s f a c t i o n  a s  a  c o n d i t i o n  precedent  t o  i n i t i a l  disbursement  under t h e  
Loan, t h e  fol lowing is a summary of requi red  changes: 

o Loan Approval 

COFISA w i l l  e s t a b l i s h  a  C r e d i t  Committee c o n s i s t i n g  of 
app ropr i a t e  managerial  s t a f f  and, a t  l e a s t ,  two sen io r  c r e d i t  o f f i c e r  
which w i l l  review a l l  l oan  a p p l i c a t i o n s ,  rendering d e c i s i o n s  on smal le r  
l oans  and recommending a c t i o n  on l a r g e r  l oans  t o  t h e  Board of Di rec tors .  
COFISA's Board of D i r e c t o r s  w i l l  cons ide r  f o r  approval  on ly  t h o s e  
a p p l i c a t i o n s  f o r  which it rece ives  f avo rab le  recommendation from t h e  
C r e d i t  Committee. Th i s  w i l l  a l l ow f o r  f i r s t  c o n s i d e r a t i o n  of loan  
a p p l i c a t i o n s  t o  be made on  a  t e c h n i c a l  f e a s i b i l i t y  bas i s .  

o C r e d i t  Analys is  

A s  s t a t e d  e a r l i e r ,  COFISA w i l l  be requi red  t o  
cons iderably  modify its p r e s e n t  c r e d i t  a n a l y s i s  techniques  t o  ensure  t h a t  
proper  informat ion  and c r i t e r i a  w i l l  be cons idered  i n  making f u t u r e  
lending d e c i s i o n s ,  p a r t i c u l a r l y  a s  t h e  focus  of t h e  p o r t f o l i o  is 
transformed t o  longer  term, developmental lending.  While we w i l l  r e l y  t o  
a  l a r g e  e x t e n t  on t h e  a n t i c i p a t e d  b e n e f i t s  t o  be r e a l i z e d  from t h e  p a s t  
exper ience  of new s t a f f  and t h e  t r a i n i n g  of e x i s t i n g  personnel  i n  
r e d i r e c t i n g  t h e s e  c r e d i t  a n a l y s i s  procedures ,  t h e  fol lowing types  of 
information w i l l  c e r t a i n l y  be necessary i n  COFISA's f u t u r e  c r e d i t  ana lys i s :  

Background Information: Th i s  w i l l  inc lude  d a t a  
concerning t h e  h i s t o r y  of a n  a p p l i c a n t ' s  bus iness ,  
in format ion  on i t s  ownership, number of employees, 
o r i g i n a l  c a p i t a l i z a t i o n ,  and o t h e r  p e r t i n e n t  
information. 

F inanc ia l  Statement  Analysis:  Appl icants  w i l l  
g e n e r a l l y  be requi red  t o  supply t h e  t h r e e  previous  
y e a r ' s  f i n a n c i a l  s ta tements ,  i f  app ropr i a t e ,  t h e  l a s t  
of which should be audi ted .  These s ta tements  w i l l  be 
thoroughly analyzed a s  an  i n t e g r a l  p a r t  of t h e  c r e d i t  
a n a l y s i s  p roces s  t o  determine t h e  bus iness '  e x i s t i n g  
s t a t u s  and hea l th .  

P r o j e c t  C r i t e r i a :  The f i n a n c i a l  and t e c h n i c a l  
f e a s i b i l i t y  of t h e  p r o j e c t  t o  be f inanced  w i l l  be 
thoroughly cons idered ,  inc luding  d e t a i l e d  cash  flow, 
f i n a n c i a l  r a t i o s ,  and yea r  end balance p ro j ec t ions .  
Supply and marketing arrangements should be analyzed. 



Considera t ion  of t h e  gua ran tees  and/or c o l l a t e r a l  
o f f e r e d  by a p o t e n t i a l  c l i e n t  w i l l  cont inue  t o  be an 
important  a s p e c t  of t h e  p r o j e c t  a n a l y s i s ;  bu t  
techniques  involving t h e  use of inventory  a s  
c o l l a t e r a l ,  bonded warehousing, etc. w i l l  a l s o  be 
i n c r e a s i n g l y  .used. 

Follow Up: De ta i l ed  disbursement  schedules  should be 
designed f o r  approved p r o j e c t s  s o  a s  t o  opt imize  t h e  
use of  c r e d i t .  P r o j e c t  performance and adherence t o  
t h e  expense budget should be c l o s e l y  monitored. I n  a 
major depa r tu re  from p a s t  procedures ,  t h e  c r e d i t  
a n a l y s i s  s t a f f  w i l l  have t h e s e  follow-up 
r e s p o n s i b i l i t i e s  s o  a s  t o  b e t t e r  maintain c o n t i n u i t y  
and c o n t r o l .  Following f u l l  disbursement  of a loan ,  
r egu la r  r e p o r t s  should be prepared t o  enable  COFISA t o  
a s s e s s  performance and de termine  any p o t e n t i a l  problems 
a s  much i n  advance of t h e i r  occurence a s  poss ib l e .  

Records Maintenance: Up t o  d a t e  management informat ion  
concerning p a s t  due accounts ,  aging of p o r t f o l i o s ,  ca sh  
flow t r ends ,  etc. should be genera ted  and s t o r e d  i n  t h e  
company's computer t o  enable  quick access  t o  p e r t i n e n t  
d a t a  by management and t h e  Board of D i rec to r s .  

c. S t a f f i n g  and Tra in inq  

Addi t iona l  personnel  requi red  a s  a r e s u l t  of t h e  
i n s t i t u t i o n  of t h e  new c r e d i t  a n a l y s i s  system should be minimal. 
Short-term t r a i n i n g  f o r  COFISA's c u r r e n t  c r e d i t  department s t a f f  of t h r e e  
persons  w i l l  accomplish most of t h e  personnel  r e o r i e n t a t i o n  and s k i l l s  
development which is required.  COFISA's correspondent  banks w i l l  be t h e  
main source  of  needed t r a i n i n g  i n  f i n a n c i a l  and c r e d i t  a n a l y s i s  
techniques. Most major U.S. banks o f f e r  such cour ses  on a cont inuing  
b a s i s  f o r  t h e i r  own employees and employees of f i n a n c i a l  i n s t i t u t i o n s  wi th  
which they do business! i n  COFISA's ca se ,  o f f e r s  of t r a i n i n g  a s s i s t a n c e  
have a l r eady  been made by s e v e r a l  correspondent  banks. 

COFISA w i l l  have t o  h i r e  t h r e e  Senior  Cred i t  O f f i c e r s  
with s u b s t a n t i a l  banking exper ience  t o  f a c i l i t a t e  t h e  requi red  
t ransformat ion  t o  development lending. Such i n d i v i d u a l s  should be 
r e l a t i v e l y  easy t o  h i r e  and t r a i n  l o c a l l y .  Over t i m e ,  one o r  two 
a d d i t i o n a l  c r e d i t  a s s i s t a n t s  may become necessary  t o  enable  COFISA t o  
e f f i c i e n t l y  handle t h e  volume of ope ra t ions  a n t i c i p a t e d  under t h e  proposed 
A I D  loan. 

No new personnel  should be requi red  t o  implement t h e  
management information system modif ica t ions  which w i l l  be required.  The 
c u r r e n t  computer i s  adequate  t o  handle t h e  minor changes suggested, and 
the  e x i s t i n g  s t a f f  f u l l y  competent t o  make t h e s e  adjustments .  



A l l  personnel ,  t r a v e l ,  per diem and o t h e r  expenses  
implied above have been cons idered  i n  t h e  ope ra t i ng  expense budgets  
p r o j e c t e d  i n  t h i s  p a p e r ' s  F i n a n c i a l  Analysis .  

B. F i n a n c i a l  P lan  and Analys i s  

1. Background 

R e s u l t s  of  Mission a n a l y s e s  and n e a r l y  a l l  informed 
obse rve r s  concur t h a t  COFISA's c u r r e n t  f i n a n c i a l  c r i s i s  is a lmos t  
e x c l u s i v e l y  due to  f a c t o r s  beyond its c o n t r o l .  The worsening economic 
c l i m a t e  which h a s  a f f e c t e d  Costa Rica f o r  t h e  p a s t  s e v e r a l  y e a r s  
(manifested i n  high i n f l a t i o n ,  s eve re  ba lance  of  payments d i s equ i l i b r ium,  
r ap id  cu r r ency  deva lua t ion ,  and an i n c r e a s i n g l y  l a r g e  p u b l i c  s e c t o r  
d e f i c i t )  and Supreme Court d e c i s i o n s  regard ing  t h e  repayment of f o r e i g n  
cur rency  o b l i g a t i o n s ,  have d r a s t i c a l l y  a f f e c t e d  COFISA's f i n a n c i a l  
v i a b l i t y .  The Mission d e t e c t e d  e a r l y  s i g n s  of t r o u b l e  i n  mid-1981 when an  
a n a l y s i s  of COFISA performance d iscovered  alarming i n c r e a s e s  i n  t h e  
f i n a n c e  company's del inquency and d e f a u l t  p r o f i l e .  The J u l y ,  1981 Supreme 
Court  d e c i s i o n  (and its August 26, 1981 r e a f f i r m a t i o n  of  t h a t  d e c i s i o n )  
concerning t h e  l e g a l  r i g h t  of  COFISA (Costa  Rica)  borrowers t o  c a n c e l  
t h e i r  d o l l a r  d e b t  t o  COFISA i n  co lones  c a l c u l a t e d  a t  t h e  h igh ly  overvalued 
o f f i c i a l  exchange r a t e  produced a "run" by COFISA's d e b t o r s  on t h e i r  
bank. The r e s u l t a n t  d e c a p i t a l i z a t i o n  of  t h e  f i n a n c i e r a  plunged COFISA 
i n t o  t h e  s i t u a t i o n  i n  which it f i n d s  i t s e l f  today,  which is c h a r a c t e r i z e d  
by a $61.0 m i l l i o n  f o r e i g n  d e b t  ( p r i n c i p a l  p l u s  accumulated i n t e r e s t )  and 
t h e  p rospec t  of  cont inu ing  f o r e i g n  exchange losses f o r  t h e  next  s e v e r a l  
years .  

I n  September 1981, t h e  Mission c o n t r a c t e d  t h e  c o n s u l t i n g  
f i rm,  Arthur  D. L i t t l e ,  I n t e r n a t i o n a l  t o  c o n s i d e r  t h e  p o t e n t i a l  f o r  
s u r v i v a l  of  COFISA's borrowers and t h e  r e c o v e r a b i l i t y  of  its p o r t f o l i o ,  i n  
o rde r  to  provide  COFISA wi th  a b a s i s  on  which it could  n e g o t i a t e  a 
reschedul ing  of its loan  repayment agreement wi th  its c r e d i t o r s .  A s  a 
product  of i ts a n a l y s i s ,  ADL produced a computer m o d e l  which has  enabled 
COFISA t o  p r o j e c t  c a s h  in f lows  from its c u r r e n t  p o r t f o l i o  f o r  s e v e r a l  
y e a r s  i n t o  t h e  f u t u r e .  Th i s  model has  a s s i s t e d  COFISA i n  n e g o t i a t i n g  an  
ex t ens ion  payment agreements wi th  i ts c r e d i t o r  banks, and has  been used 
e x t e n s i v e l y  by t h e  Mission i n  t h i s  p a p e r ' s  F i n a n c i a l  Analysis.  The model 
ha s  been p a r t i c u l a r l y  u s e f u l  i n  c a l c u l a t i n g  t h e  e x t e n t  of  f u t u r e  f o r e i g n  
exchange losses which w i l l  con t inue  t o  be r e a l i z e d  on ou t s t and ing  loans  
g ran t ed  through COFISA (Costa  R ica ) .  COFISA and t h e  Mission have a l s o  
used t h e  m o d e l  t o  determine t h e  e x t e n t  of l i k e l y  d e f a u l t  on t h e  c u r r e n t  
t o t a l  p o r t f o l i o ,  r e s u l t i n g  i n  two p o s s i b l e  s c e n a r i o s  which have been 
app l i ed  t o  ou r  p r o j e c t i o n s  and s e n s i t i v i t y  tests. 



2. F i n a n c i a l  Plan 

a. P r o j e c t  Resources 

The p r o j e c t  budget t o t a l s  $15,800,000. Of t h i s  amount, 
$10,000,000 w i l l  be provided a s  a  20 yea r  A.I.D. l o a n  wi th  i n t e r e s t  a t  2% 
per annum dur ing  a  10 yea r  g r a c e  pe r iod ,  and 3% t h e r e a f t e r .  The l o c a l  
cur rency  equ iva l en t  of  $5,000,000 w i l l  be l e n t  t o  COFISA through a  S p e c i a l  
T r u s t  Fund a t  a  c o n s t a n t  i n t e r e s t  r a t e  of 5% p e r  annumr t h e  l o a n  w i l l  
be repa id  over t e n  yea r s ,  a f t e r  a  f i v e  yea r  g r a c e  pe r iod  on repayment of 
p r i n c i p a l .  I t  is conse rva t ive ly  e s t ima ted  t h a t  t h e  l o c a l  cur rency  l o a n  
w i l l  be f u l l y  d i sbu r sed  dur ing  t h e  f i r s t  yea r  of  t h e  p r o j e c t ;  t h e  d o l l a r  
l o a n  is expected t o  be drawn down over t h r e e  years .  

An a d d i t i o n a l  p r o j e c t  resource  w i l l  r e s u l t  from t h e  
s a l e  of s l i g h t l y  more t h a n  500,000 worth of new p r e f e r r e d  s h a r e s  i n  
COFISA, ( r equ i r ed  i n  t h e  AID/COFISA Loan Agreement) which w i l l  have a  
va lue  of approximately $800,000. More t h a n  doubl ing COFISA's s h a r e  
c a p i t a l ,  t he se  r e sou rces  w i l l  be pa id  i n  dur ing  t h e  p r o j e c t ' s  f i r s t  t h r e e  
years .  

A l l  s e n s i t i v i t y  test  v a r i a t i o n s  of t h i s  f i n a n c i a l  
a n a l y s i s  estimate t h a t  COFISA w i l l  a t t a i n  a 10: l  d e b t  t o  e q u i t y  r a t io  
sometime dur ing  t h e  f i f t h  yea r  of t h e  p r o j e c t .  Under t h e  terms of t h e  
Loan Agreement, COFISA w i l l  a t  t h a t  r a t i o  be pe rmi t t ed  t o  seek new l i n e s  
of c r e d i t ,  and o t h e r  sou rces  of f inance .  The F i n a n c i a l  Analys i s  exp re s se s  
t h e s e  f u t u r e  cof inanc ing  r e sou rces  i n  terms of p o t e n t i a l  amounts r a t h e r  
t han  inc luding  them a s  a c t u a l  p r o j e c t i o n s .  W e  a r e  a b l e  t o  e s t i m a t e  t h a t  
a d d i t i o n a l  d e b t  c a p i t a l  i n  t h e  amount of $35 t o  $40 m i l l i o n  can  reasonably 
be expected by t h e  end of  t h e  seventh  year .  Th i s  c l e a r l y  c o n s t i t u t e s  a  
very s i g n i f i c a n t  a d d i t i o n a l  p r o j e c t  resource.  

Lending through t h e  STF w i l l  be handled i n  t h e  fol lowing manner: The 
GOCR w i l l  sel l  $5  m i l l i o n  of ESF g r a n t  funds  t o  t h e  Costa  Rican 
p r i v a t e  s e c t o r  through t h e  C e n t r a l  Bank. The co lones  gene ra t ed  from 
t h i s  s a l e  w i l l  be p laced  i n  t h e  STF which w i l l  be managed by a  Board 
c o n s i s t i n g  of r e p r e s e n t a t i v e s  of t h e  BCCR, Min i s t ry  of Finance, 
OFIPLAN, ~ n i 6 n  d e  C h a r a s ,  t h e  Chamber of Expor t e r s  and BANEX (non 
v o t i n g ) ,  which w i l l  admin i s t e r  t h e  Fund. COFISA w i l l  draw down its 
$5.0 m i l l i o n  co lon  e q u i v a l e n t  l o a n  from t h e  Fund, and make a l l  
i n t e r e s t  and p r i n c i p a l  payments t o  it. The proceeds of COFISA's 
payments t o  t h e  Fund w i l l  be adminis te red  by t h e  Board f o r  purposes  
agreed by A I D  and t h e  o t h e r  members (See S e c t i o n  I.B.4.c. f o r  a  
d e t a i l e d  d e s c r i p t i o n  of  t h e  STF) . 



F i n a l l y ,  COFISA w i l l  pay no d iv idends  to  its 
sha reho lde r s  f o r  a t  l e a s t  t h e  f i r s t  seven y e a r s  a f t e r  t h e  p r o j e c t  
s t a r t s .  Th i s  imp l i e s  forgone d iv idends  on t h e  approximately $4.2 
m i l l i o n  of  n e t  new c a p i t a l  genera ted  from p r o j e c t  a c t i v t i e s .  The use 
of t h e s e  funds,  which would o the rwi se  be d iv ided  among COFISAts owners, 
is y e t  another  major p r o j e c t  resource.  

b. R i s k  Minimization Fund 

A s  a GOCR gua ran t ee  f o r  t h e  proposed l o a n  is l e g a l l y  
impossible ,  t h e  Mission has  recommended t h e  e s t ab l i shmen t  of  a R i s k  
Minimization Fund (RME'). The RMF w i l l  p rov ide  t h e  b e s t  p o s s i b l e  
insurance  to  A.I.D. t h a t  COFISA w i l l  be a b l e  to  f u l l y  meet its 
o b l i g a t i o n  t o  repay t h e  $10.0 m i l l i o n  loan. COFISA w i l l  be r equ i r ed  t o  
make semi-annual payments i n t o  an escrow account  e q u a l  to  3% per annum 
of t h e  average ou t s t and ing  balance of  t h e  A.I.D. l o a n  during t h e  10 
yea r  g r a c e  per iod .  The rea f t e r ,  t h e  percentage  w i l l  con t inue  a t  2% per 
annum u n t i l  t h e  fund ba lance  f u l l y  cove r s  t h e  ba lance  of p r i n c i p a l  due 
to  A.I.D. We p r o j e c t  t h a t  t h i s  equ i l i b r ium p o i n t  w i l l  be reached 
somewhere between t h e  1 2 t h  and 13 th  y e a r ,  a f t e r  which payments to  t h e  
RMF w i l l  be stopped and t h e  exces s  balance a f t e r  each  A I D  Loan 
amor t i za t i on  payment w i l l  be i n t e g r a t e d  i n t o  COFISA's r e g u l a r  
p o r t f o l i o .  The Mission proposes  t h a t  t h e  RMF re sou rces  be i nves t ed  i n  
t h e  Panamanian based L a t i n  American Export Development Bank (BLADEX) 
paper ,  which w i l l  e a r n  i n t e r e s t  a t  LIBOR p l u s  a t  l e a s t  one and one-half 
percent .  The d u a l  purposes  of  e f f e c t i v e l y  guaran tee ing  t h e  A I D  l o a n  
and enhancing p o t e n t i a l  f o r  f u r t h e r  BLADEX investment  i n  Cos ta  Rica 
w i l l  t h u s  be served. ( A  d e t a i l e d  d e s c r i p t i o n  of  t h e  RMF and r e l a t e d  
c a s h  f low p r o j e c t i o n s  a r e  conta ined  i n  Annex I, Exh ib i t  1.) 

3. F i n a n c i a l  Analys i s  Summary 

The F i n a n c i a l  Analys i s  from which t h i s  summary is d e r i v e d  
is a t t a c h e d  a s  Annex F, which inc ludes  a l l  r e l e v a n t  c a s h  flow, prof  it 
and loss, and r e c a p i t a l i z a t i o n  schedules .  

The p r o j e c t '  s F i n a n c i a l  Analys i s  h a s  been des igned  t o  
demonstrate  t w o  major p r o j e c t  o b j e c t i v e s .  F i r s t ,  t h e  Analys i s  d e p i c t s  
COFISA's r e c a p i t a l i z a t i o n  a s  a r e s u l t  of  both i ts d o l l a r  and co lon  
lending  a c t i v i t y ;  t h e  financiers's cash  f lows  f o r  each of t h e s e  
p o r t f o l i o s  a r e  shown and d i scus sed  i n  d e t a i l .  Secondly, COFISA's 
a b i l i t y  to  amor t ize  its e x i s t i n g  d e b t  is demonstrated. The t w o  
o b j e c t i v e s  a r e  c l o s e l y  r e l a t e d .  The r ebu i ld ing  of COFISA's e q u i t y  base  
is v i t a l  to  t h e  company's f i n a n c i a l  h e a l t h  and f u t u r e  growth 
p o t e n t i a l .  However, COFISAt s e x i s t i n g  deb t  c o n s t i t u t e s  a major 
impediment t o  rega in ing  its p rev ious ly  s o l i d  f i n a n c i a l  s t a t u s .  By 
bui ld ing  its e q u i t y  base  whi le  s imul taneous ly  reducing its c o n s i d e r a b l e  
e x i s t i n g  d e b t  burden, COFISA w i l l  be a b l e  t o  achieve  a sound d e b t  t o  
e q u i t y  r e l a t i o n s h i p .  Th i s  w i l l  enhance COFISA's a b i l i t y  t o  r e e s t a b l i s h  



and normalize i ts t ies with t h e  i n t e r n a t i o n a l  f i n a n c i a l  community, and 
thus  t o  cont inue  t o  p l ay  an important r o l e  i n  t h e  s t a b i l i z a t i o n  and 
development of t h e  Costa Rican economy. 

The fol lowing o u t l i n e s  t h e  p r i n c i p a l  assumptions made i n  
conducting the  f i n a n c i a l  ana lys i s :  

Dol la r  p o r t f o l i o  

o The $10.0 m i l l i o n  A.I.D. loan  is disbursed  over a t h r e e  
year  period:  $3.0 m i l l i o n  i n  year  one, $4.0 m i l l i o n  i n  
year  two and $3 m i l l i o n  i n  year  three .  

o The d o l l a r  p o r t f o l i o  w i l l  e a rn  an  average of t h r e e  p o i n t s  
over LIBOR. 

o A l l  n e t  ea rn ings  a r e  c a p i t a l i z e d  and turned over i n t o  new 
lending a c t i v i t y .  

o R i s k  Minimization Fund su rp luses  a r e  in t eg ra t ed  i n t o  
COFISA's r egu la r  p o r t f o l i o  beginning i n  year  13. 

o Expenses a r e  es t imated  a t  3% of t h e  amount of t h e  A.I.D. 
f inanced p o r t f o l i o .  

o Bad d e b t  l o s s e s  of 1 1/23 a r e  assumed, beginning i n  year  
fou r  ( i n  y e a r s  one and two, a 1/23 l o s s  r a t e  is assumed, 
and i n  year  th ree ,  13, a s  l o s s e s  w i l l  be lower i n  t h e  
f i r s t  y e a r s  of a c t i v i t y ,  p a r t i c u l a r l y  f o r  t h e  longer  term 
lending which t h e  p r o j e c t  is seeking t o  promote). 

o COFISA w i l l  pay d iv idends  a t  LIBOR on new p re fe r r ed  s tock  
i ssued  during t h e  f i r s t  t h r e e  yea r s  of t h e  p r o j e c t .  

Colon P o r t f o l i o  

o The $5.0 m i l l i o n  equ iva len t  co lon  loan  w i l l  be drawn down 
completely dur ing  the  f i r s t  year .  

o Colon lending w i l l  always be a t  market r a t e s  which w i l l  
vary i n  accordance with improvement i n  l o c a l  economic 
condit ions.  Two s e t s  of f u t u r e  year  average i n t e r e s t  
r a t e s  have been assumed, based on a l t e r n a t i v e  p r o j e c t i o n s  
made by A. I. D. I s  Regional Economic Advisor (see Economic 
Analysis  Summary) . 



o Due to  foreign exchange losses which COFISA w i l l  sustain 
over the f i r s t  seven years of the project while 
preproject existing foreign debt is paid off ,  no taxes 
w i l l  be charged to  the company u n t i l  year eight. 
Similarly, lending through the colon portfolio w i l l  not 
result i n  any net capitalization of the financiera u n t i l  
a l l  old debt is fully amortized. 

o Bad debt losses are assumed to occur a t  the same rates 
described above for the dollar portfolio. 

Recuperation of Existing Portfolio 

o Based on the Arthur D. L i t t le  computer model prepared to 
analyze the existing COFISA portfolio's recuperability, 
two alternative scenarios have been prepared, one 
assuming an absolute 1 4 %  loss of the existing portfolio, 
the other a more pessimistic 18.6%. 

o Foreign exchange loss projections have been applied to  
the above loss assumptions t o  determine the 
recuperability of the existing portfolio, and thus 
amortization of existing debt. The base projections 
assume a constant colon: dollar exchange rate of 60:1, 
while the o f f ic ia l  rate remains constant a t  20: l  

COFISA Recapitalization 

o A COFISA recapitalization scenario and the evolution of 
i ts  debt t o  equity rat io are depicted, based on the above 
described assumptions of (1) dollar portfolio drawdown 
(2)  future exchange rate fluctuations, and (3) losses on 
the recuperation of COFISA ' s  existing portfolio. 

Conclusions 

The general conclusions derived from the Financial 
Analysis are: 

o The cash flows for both the dollar and colon portfolios 
are positive i n  a l l  years. 

o The dollar portfolio w i l l  help t o  rapidly recapitalize 
COFISA, and a 10 : l  debt to  equity ra t io  w i l l  be achieved 
by Year Five. 

o O F I S A  w i l l  be able t o  successfully pay off virtually a l l  
its existing debt by the end of Year Seven, and the way 
w i l l  have been cleared for fully reestablishing normal 



f i n a n c i a l  r e l a t i o n s h i p s  wi th  COFISA's cor respondent  banks 
abroad. Although approximately $3.5 m i l l i o n  of  t h i s  deb t  
w i l l  remain on t h e  books a t  t h e  end of t h e  repayment 
pe r iod ,  c a p i t a l i z e d  ea rn ings  from t h e  A I D  p o r t f o l i o  w i l l  
e a s i l y  cover  t h e  balance. Moreover, COFISA w i l l  have 
some $1.8 m i l l i o n  i n  a d d i t i o n a l  ea rn ings  r e s u l t i n g  from a 
commercial l ending  p o r t f o l i o  made p o s s i b l e  i n  Year F ive  
by achieving a  10:l deb t  t o  e q u i t y  r a t i o ) .  

o By yea r  20, COFISA w i l l  have a  d o l l a r  p o r t f o l i o  equa l  t o  
$18.4 m i l l i o n  and a  co lon  p o r t f o l i o  of  co lones  415.3 
m i l l i o n ,  based on o r i g i n a l  p r o j e c t  resources  (i.e. 
without  t ak ing  i n t o  account  new borrowing) . 
S e n s i t i v i t y  T e s t s  

A s  reques ted  i n  t h e  PID i s s u e s  c a b l e ,  t w o  S e n s i t i v i t y  
T e s t s  have been app l i ed  to  our  base f i n a n c i a l  p r o j e c t i o n s  a s  desc r ibed  
below: 

S e n s i t i v i t y  T e s t  I Assumptions 

o moderate cont inued  deva lua t ion  of l o c a l  cur rency  ( t o  
co lones  70:$1.00) 

o three-year  disbursement  of A.I.D. d o l l a r  p o r t f o l i o  

o 18.6% losses on COFISA's e x i s t i n g  p o r t f o l i o  

S e n s i t i v i t y  Tes t  I1 Assumptions 

o cons ide rab l e  f u r t h e r  deva lua t ion  of l o c a l  cur rency  ( to  
co lones  110:$1.00) 

o t h r e e  yea r  disbursement  o f  A.I.D. d o l l a r  p o r t f o l i o  

o  18.6% losses on COFISA's e x i s t i n g  p o r t f o l i o  

The a p p l i c a t i o n  o f  each of  t h e s e  s e n s i t i v i t y  tests t o  our  
f i n a n c i a l  p r o j e c t i o n s  no t  s u r p r i s i n g l y  a f f e c t s  t h e  r a t e  a t  which t h e  
financiers is a b l e  to  amort ize  i t s  e x i s t i n g  p r e p r o j e c t  debt .  I t  i s  
c l e a r ,  however, t h a t  even under t h e  very harsh  c o n d i t i o n s  assumed f o r  
t h e  worst  c a s e  test ,  COFISA would demonstrate  an  adequate  ca sh  f low and 
s u f f i c i e n t  r e s i l i e n c e  to  reasonably a s s u r e  p r o j e c t  v i a b i l i t y ;  i n  both 
c a s e s ,  a  10:l  deb t  to  e q u i t y  r a t i o  would s t i l l  be reached i n  Year 
Five. The n e t  e f f e c t  of  each s e n s i t i v i t y  test on COFISA's f i n a n c i a l  
p o s i t i o n  a t  t h e  end of  Year Seven is d i scus sed  below. Th i s  p o i n t  has  
been chosen a s  it w i l l  be du r ing  t h e  seventh  yea r  t h a t  t h e  f i n a l  



payment of  COFISA's e x i s t i n g  d e b t  w i l l  be d u e ,  and t h a t  COFISA is 
p r o j e c t e d  t o  have r e a l i z e d  maximum r e c u p e r a t i o n  o f  i ts  e x i s t i n g  
p o r t f o l i o .  

S e n s i t i v y  T e s t  I: Under t h i s  test, COFISA w i l l  a g a i n  
a c h i e v e  a n e t  c a p i t a l i z a t i o n  o f  $5.1 m i l l i o n  by t h e  end o f  t h e  s e v e n t h  
y e a r .  The a d d i t i o n a l  losses o n  t h e  c o l l e c t i o n  o f  COFISA's e x i s t i n g  
p o r t f o l i o  would r e s u l t  i n  a n  e x i s t i n g  p r e p r o j e c t  d e b t  b a l a n c e  o f  $8.4 
m i l l i o n  remaining o n  COFISA's books a t  t h e  end o f  t h e  repayment p e r i o d .  

S e n s i t i v i t y  T e s t  11: T h i s  t e s t  a p p l i e s  t h e  same 
d i s b u r s e m e n t  rate and d e f a u l t  rate a s s u m p t i o n s  used i n  S e n s i t i v i t y  T e s t  
I, b u t  a d d i t i o n a l l y  assumes a marked f i r the r  d e v a l u a t i o n  o f  t h e  local 
c u r r e n c y ,  i n  a c c o r d a n c e  w i t h  t h e  R e g i o n a l  Economic A d v i s o r ' s  exchange 
rate p r o j e c t i o n s .  The h i g h e r  exchange losses assumed under  t h i s  test 
mean t h a t  a p r e p r o j e c t  d e b t  b a l a n c e  of  $11.6 m i l l i o n  would remain o n  
COFISA's books a t  t h e  end o f  t h e  repayment p e r i o u .  

Under e i t h e r  o f  t h e  two s c e n a r i o s  d e s c r i b e d  above,  COFISA 
would be able t o  s u c c e s s f u l l y  h a n d l e  its remaining o b l i g a t i o n s  to  its 
c r e d i t o r  banks.  Under S e n s i t i v i t y  T e s t  11, COFISA would have 
c a p i t a l i z e d  $5.1 m i l l i o n  a s  a r e s u l t  o f  i ts p r o j e c t  l e n d i n g  a c t i v i t i e s  
by t h e  end o f  s e v e n  y e a r s .  To t h i s  sum.  would be added some $1.9 
m i l l i o n  i n  a d d i t i o n a l  e a r n i n g s  r e s u l t i n g  from what w e  have termed 
commercia l  l e n d i n g  a c t i v i t y  which w i l l  be p e r m i t t e d  by COFISA's 
a c h i e v i n g  a 1 0 : l  d e b t  to  e q u i t y  ra t io  d u r i n g  t h e  p r o j e c t ' s  f i f t h  y e a r .  
By t h e  end o f  Year Seven (under  S e n s i t i v i t y  T e s t  11) COFISA would have 
s u c c e s s f u l l y  a m o r t i z e d  f u l l y  80% o f  its p r e p r o j e c t  d e b t  o f  $61 m i l l i o n  
t o  its creditor banks. Given t h i s  f a c t ,  and t h e  r a p i d  c a p i t a l i z a t i o n  
which w i l l  have r e s u l t e d  by t h i s  t i m e  under  any assumpt ions ,  t h e r e  is 
v e r y  l i t t l e  q u e s t i o n  t h a t  COFISA's c r e d i t o r  banks  would be f a v o r a b l y  
d i s p o s e d  towards s t e t c h i n g  o u t  payment o f  t h e  f i n a l  i n s t a l l m e n t s  o n  t h e  
o l d  d e b t ,  e s p e c i a l l y  g i v e n  A I D ' S  s e n i o r  c r e d i t  p o s i t i o n .  A f t e r  Year 
F i v e ,  when a 10:l d e b t  to e q u i t y  w i l l  have been a c h i e v e d ,  CDFISA w i l l  
also have t h e  o p t i o n  o f  u s i n g  a p o r t i o n  o f  its e a r n i n g s  from t h e  A I D  
l o a n  t o  h e l p  meet p a r t  o f  t h e s e  o l d  o b l i g a t i o n s ,  t h e r e b y  reduc ing  t h e  
b a l a n c e  even  f u r t h e r .  The Miss ion  is  t h u s  c o n f i d e n t  t h a t ,  even  under  

It s h o u l d  be no ted  t h a t  w e  have assumed a c o n s t a n t  o f f i c i a l  
exchange r a t e  of  c o l o n e s  20:$1.00 i n  t h i s  S e n s i t i v i t y  T e s t .  Shou ld  
t h e  c o l o n ' s  v a l u e  d e t e r i o r a t e  t o  c o l o n e s  110 t o  t h e  d o l l a r  a s  
p r o j e c t e d  h e r e ,  it is v e r y  l i k e l y  t h a t  t h e  o f f i c i a l  r a t e  would be 
a d j u s t e d ,  as  w e l l t  t h e  t i m i n g  or d e g r e e  o f  such  a n  o f f i c i a l  
d e v a l u a t i o n  is  however d i f f i c u l t  to  p r e d i c t ,  so t h e  c u r r e n t  
o f f i c i a l  rate h a s  had to  be assumed. Any d e v a l u a t i o n  of  t h e  
o f f i c i a l  exchange rate would reduce  t h e  exchange losses which 
COFISA is p r o j e c t e d  t o  r e a l i z e ,  and a c c o r d i n g l y  p e r m i t  a g r e a t e r  
a m o r t i z a t i o n  o f  t h e  financiers's e x i s t i n g  p r e p r o j e c t  d e b t .  



t h e  circumstances assumed, t h e  p r o j e c t  and COFISA w i l l  remain v i a b l e  
and t h a t  p r o j e c t  o b j e c t i v e s  can be r ea l i zed .  The fol lowing t a b l e  
summarizes t h e  var ious  key i n d i c a t o r s  which o b t a i n  a t  Year Seven under 
t h e  F inanc ia l  Analysis  base p r o j e c t i o n s ,  a s  compared with t h e  
s e n s i t i v i t y  t e s t  r e s u l t s :  

SUMMARY OF INDICATORS, YEAR SEWN 
( '000) 

P o t e n t i a l  
c a p i t a l i z e d  
earn ings  from 
commercial Balance of 
borrowing prepro  j e c t  Percentage of 

P r o j e c t  N e t  (beginning deb t  p r e p r o j e c t  
Assumptions C a p i t a l i z a t i o n  Year 5) remaining deb t  amortized 

Base 
P ro jec t ion  $5,122 $1,808 $ 3,515 94.2% 

S e n s i t i v i t y  
Tes t  I 5,122 

S e n s i t i v i t y  
Tes t  I1 5,122 

C. Economic Analysis  Summary 

The Economic Analysis  of t h i s  p r o j e c t  is a t tached a s  Annex G. The 
following is a summary of t h e  major f a c t o r s  considered and p o i n t s  made i n  t h e  
a n a l y s i s  prepared f o r  t h e  Mission by t h e  ROCAP Regional Economic Advisor. 

1. Causes of COFISA's D i f f i c u l t i e s  

The a n a l y s i s  begins with a  r e c a p i t u l a t i o n  of  t h e  f a c t  t h a t  
COFISA was, f o r  t h e  most p a r t ,  plunged i n t o  i ts c u r r e n t  f i n a n c i a l  c r i s i s  by 
circumstances beyond i ts  con t ro l .  The devalua t ion  of t he  co lon  and t h e  Costa 
Rican Supreme Court d e c i s i o n  concerning t h e  f l o a t  of t h e  co lon  ac t ed  t o  
d e s t a b l i z e  t h e  financiers, a s  d i d  f a i t h  i n  t h e  BCCR's a b i l i t y  t o  supply 
fo re ign  currency,  a s  needed, f o r  t h e  se rv ic ing  of a l l  du ly  r e g i s t e r e d  f o r e i g n  
debt.  The a n a l y s i s  f a u l t s  COFISA only f o r  having not  seen " t h e  wr i t i ng  on t h e  
wall"  soon enough, and thus  f o r  not  making dollar-denominated loans  only 
through COFISA/International once t h e  e x t e n t  and depth of t h e  g r a v i t y  of Costa 
R ica ' s  balance of payments and i n t e r n a t i o n a l  reserve  p o s i t i o n s  became evident .  



2. Remedial S t eps  

COFISA and Mission p l a n s  t o  more f i rmly  e s t a b l i s h  COFISA 
In te rnac iona l  i n  Panama and t o  make c e r t a i n  changes i n  t h e  s tandard  loan  
agreements ( p a r t i c u l a r l y  regarding t h e  p l ace  of payment c l ause )  a r e  s t r e s s e d  
i n  t h i s  s e c t i o n  of t h e  Economic Analysis.  The s e c t i o n  makes t h e  p o i n t ,  which 
a l s o  c o n s t i t u t e s  a major assumption i n  t h e  Logical  Framework prepared f o r  t h i s  
p r o j e c t ,  t h a t  a number of cond i t ions  beyond COFISA's c o n t r o l  must improve i n  
order  f o r  COFISA t o  r ega in  i ts  former hea l thy  s t a t u s .  These must include: 
reduct ion  of t h e  c u r r e n t l y  high i n f l a t i o n  r a t e ,  improvement of t h e  a c u t e  
balance of payments d i sequ i l ib r ium,  improvement Costa R i c a l s  a b i l i t y  t o  
s e r v i c e  i ts  f o r e i g n  deb t ,  and u n i f i c a t i o n  o r  near u n i f i c a t i o n  of t h e  exchange 
r a t e  (on  t h i s  l a t t e r  p o i n t ,  t h i s  pape r ' s  F inanc ia l  Analysis  shows t h a t  COFISA 
w i l l  be a b l e  t o  su rv ive  even i f  t he  c u r r e n t l y  highly unfavorable f o r e i g n  
exchange regime should worsen cons iderably  f u r t h e r ;  nonethe less ,  it would 
p l ace  a seve re  burden on COFISA). It can be reasonably assumed t h a t  each of 
these cond i t ions  w i l l  be s a t i s f a c t o r i l y  addressed i n  t h e  pending GOCR 
agreement w i t h  t h e  I.M.F. 

3. The Case f o r  a COFISA Loan 

The main reasons f o r  a s s i t i n g  COFISA, r a t h e r  than  an  a l t e r n a t i v e  
f i n a n c i a l  i n s t i t u t i o n ,  a r e  b a s i c a l l y  fourfo ld :  

a. The A.I.D. l oan  w i l l  p revent  fo rec losu re  on some $60 m i l l i o n  
worth of e x i s t i n g  d e b t  t o  f o r e i g n  banks which  regard an  A.I.D. l oan  a s  an  
e s s e n t i a l  i ng red ien t  t o  a n  extens ion  on repayments. Ten m i l l i o n  d o l l a r s  t h u s  
e f f e c t i v e l y  " leveragesn  $60 m i l l i o n  worth of concessions.  

b. The GOCR has  a s t a k e  i n  COFISA1s s u r v i v a l  from t h e  s t andpo in t  of 
t h e  $20 m i l l i o n  of c e r t i f i c t e s  of d e p o s i t  which COFISA1s c r e d i t o r s  have agreed 
t o  accept  a t  pal: a s  p a r t i a l  payment of t h e  c u r r e n t  outs tanding  debt ;  COFISA is  
continuing t o  purchase t h e s e  c u r r e n t l y  heavi ly  d iscounted  c e r t i f i c a t e s  t o  meet 
its deb t  ob l iga t ions .  

c ,  Some 600 COFISA borrowers a r e  i n  despe ra t e  need of f i n a n c i a l  
r e l i e f  themselves, which r e l i e f  only  COFISA can provide. N e w  c r e d i t  from 
o t h e r  sources  is highly un l ike ly ,  g iven  t h e  high r i s k  image of t hese  f i rms ,  
CQFISA on t h e  o t h e r  hand, w i l l  be a b l e  t o  d i s c e r n  between f e a s i b l e  and ove r ly  
r i sky  p r o j e c t s  wi th  i ts  o l d  c l i e n t s .  

d ,  COFISA1s domestic and i n t e r n a t i o n a l  image a s  a s o l i d  i n s t i t u t i o n  
g i v e s  it a f u r t h e r  importance. Its demise could  provoke a s e r i e s  of 
fo rec losu res  and jeopardize  s i m i l a r  deb t  rescheduling nego t i a t ions  being 
conducted by many o t h e r  Costa Rican p r i v a t e  s e c t o r  f i rms.  

Ass is tance  t o  any o t h e r  f i n a n c i a l  i n s t i t u t i o n  i n  Costa Rica, 
whether e x i s t i n g  o r  c r e a t e d ,  could not  accomplish t h e  deb t  r e s t r u c t u r i n g  
o b j e c t i v e s  (wi th  t h e  f o r e i g n  banks and f o r  COFISA's 600 p l u s  c l i e n t s )  and t h e  
avoidance of  a confidence c r i s i s  which t h e  contemplated p r o j e c t  w i l l  achieve,  



4. Economic Assumptions 

The Economic Ana ly s i s  p r o v i d e s  t h e  b a s i c  economic assumpt ions  
regard ing  i n f l a t i o n  r a t e ,  i n t e r e s t  r a t e s ,  and c o l o n  cu r r ency  d e v a l u a t i o n  which 
underp in  t h i s  p a p e r ' s  F i n a n c i a l  Analysis .  A l t e r n a t i v e  s c e n a r i o s  a r e  
p r e sen t ed ,  bo th  of  which assume e v e n t u a l  economic s t a b i l i z a t i o n  i n  t h e  medium 
term . A f t e r  1985, i n f l a t i o n  i s  assumed t o  s t a b i l i z e  a t  9% p e r  annum, t h e  
prime c o l o n  lend ing  r a t e  w i l l  d rop  t o  17%, and t h e  c o l o n  w i l l  have reached a n  
e q u i l i b r i u m  l e v e l  of  e i t h e r  70 (best c a s e )  o r  110 (wors t  c a s e )  t o  t h e  d o l l a r .  
These two s c e n a r i o s  a r e  l a b e l e d  A l t e r n a t i v e s  2 and 3 and have been a p p l i e d  t o  
t h e  v a r i o u s  s e n s i t i v i t y  tests conducted i n  t h e  p a p e r ' s  F i n a n c i a l  Ana lys i s ;  t h e  
assumptions  a r e  d e p i c t e d  below: 

TABLE 1 

ASSUMPTIONS FOR PROJECTIONS OF COFISA' S 
NEW COLON FUND ($5 M I L L I O N )  

Wholesale 
P r i c e  Index Average F ree  

(Annual Ave rage  Rea l  Market 
I nc r ea se )  I n t e r e s t  Rate* I n t e r e s t  Rate  Exchange Ra t e  

A l t .  2 A l t .  3 A l t .  2 A l t .  3 A l t .  2 A l t .  3 A l t .  2 A l t .  3 

Afterwards ,  
c o n s t a n t  a t  9 9  17 17  8  8  7  0  110 

Both A l t e r n a t i v e s  2 and 3 o p t i m i s t i c a l l y  assume adop t i on  of a  s u c c e s s f u l  
monetary s t a b i l i z a t i o n  program. A l t e r n a t i v e  3 assumes t h a t  s t a b i l i z a t i o n  
t a k e s  longer  t o  ach ieve .  

*Bank pr ime lend ing  r a t e .  



The Economic Analys i s  makes t h e  p o i n t  t h a t  t h e s e  
p r o j e c t i o n s  a r e  f a i r l y  o p t i m i s t i c  i n  t h e  sense  t h a t  an IMF agreement 
and s t r i c t  adherence to  i ts p r o v i s i o n s  a r e  assumed. 

5. Do l l a r  Demand 

The a n a l y s i s  u n d e r l i n e s  and s u p p o r t s  t h e  g e n e r a l  
conc lus ions  reached i n  t h e  p r o j e c t ' s  C r e d i t  Demand Analys i s  (see 
S e c t i o n  I V  and Annex E ) .  S u f f i c i e n t  demand e x i s t s ,  and Costa  Rican 
e x p o r t e r s  c a n  sel l  ove r seas  p r o f i t a b l y .  The e a r l i e r  nega t ive  image of 
t h e  f o r e i g n  exchange regime on  t h e  p a r t  o f  Cos ta  Rican e x p o r t e r s  is now 
g i v i n g  way to c a u t i o u s  optimism towards it,  a s  t h e  mechanisms of t h e  
r e c e n t l y  reformed C e n t r a l  Bank law begin working and become c l e a r e r .  

6. Employment and Income Impact 

Based on t h e  c u r r e n t  agg rega t e  workforce employed by 
COFISA's d e b t o r s ,  assuming a high r a t e  (80%) of bankruptcy of t h e s e  
f i r m s  should COFISA f a i l ,  and f u r t h e r  assuming t h a t  no more t h a n  a  
q u a r t e r  of t h e  workers who would lose t h e i r  jobs  through a  COFISA 
f a i l u r e  could  f i n d  a d d i t i o n a l  employment, some 8,600 Cos ta  Rican 
breadwinners could  lose t h e i r  jobs.  Assuming an employment m u t i p l i e r  
of 1.5 t o  2.0, jobs lost  could  grow to  between 13,000 and 17,000. 
Accepting a n  average  fami ly  s i z e  of f i v e ,  some 65,000 t o  85,000 pe r sons  
could  u l t i m a t e l y  be adve r se ly  a f f e c t e d  by a  COFISA f a i l u r e .  

Regarding income loss r e s u l t i n g  from a COFISA f a l l ,  t h e  
a n a l y s i s  assumes a $1,740 e q u i v a l e n t  average  annual  s a l a r y  f o r  t h e  
workers a f f e c t e d .  T h i s  t r a n s l a t e s  t o  an  annual  income loss of  as much 
a s  $30 mi l l i on .  

I n  sum, t h e  Economic Ana lys i s  p rov ides  a  sound 
j u s t i f i c a t i o n  f o r  t h e  p r o j e c t  from t h e  s t andpo in t  o f  t h e  cho ice  t he reo f  
from among p o s s i b l e  a l t e r n a t i v e ,  and t h e  economic b e n e f i t s  which c a n  be 
expected to  r e s u l t .  



V. PROJECT IMPLEMENTAT ION 

A. P r o j e c t  Management 

Mission Management Role 

The Mission C a p i t a l  Development O f f i c e  (CDO) P r i v a t e  Sec tor  
Sec t ion  w i l l  have primary r e s p o n s i b i l i t y  f o r  monitoring t h e  p r o j e c t  and 
coord ina t ing  Mission management a c t i v i t i e s .  With t h e  a s s i s t a n c e  of t h e  
Con t ro l l e r ,  t h e  CDO w i l l :  

o Monitor COFISA compliance wi th  c o n d i t i o n s  precedent ,  
covenants  and o t h e r  c o n d i t i o n s  of t h e  Loan Agreement, 
t ak ing  management a c t i o n  a s  necessary;  

o review and forward a s  a p p r o p r i a t e  f o r  process ing  COFISA 
reques t s  f o r  disbursement; 

o review f o r  compliance with terms of t h e  Loan Agreement 
a p p l i c a t i o n s  f o r  subloans which r e q u i r e  Mission 
approval  t 

o d r a f t  and process  implementation l e t t e r s  and manage a l l  
o t h e r  necessary correspondence? 

o main ta in  p r o j e c t  records: 

o review COFISA p rogres s  r e p o r t s ,  p repar ing  a l l .  necessary 
r e p o r t s  t o  Mission management and AID/W? 

o supe rv i se  p r o j e c t  eva lua t ion  a c t i v i t i e s ?  

o r ep resen t  t h e  Mission t o  COFISA management s t a f f  and 
s tockholder  s t  and 

o assume o t h e r  management r e s p o n s i b i l i t i e s  a s  necessary. 

2. COFISA's Role 

COFISA w i l l  promptly a t t e n d  t o  s e v e r a l  major managerial  and 
s t r u c t u r a l  cons ide ra t ion ,  including:  

o t h e  development of and r e s t r u c t u r i n g  of t h e  Panama base 
f o r  COFISA I n t e r n a c i o n a l  according to  t h e  terms of t h e  
Loan Agreement, a s  ampl i f ied  i n  ANNEX I and i n  t h e  
Legal Analysis  Sec t ion  of t h i s  P r o j e c t  Paper: 

o t h e  f u r t h e r  development of management informat ion  
systems, procedures  and p o l i c i e s  f o r  loan  monitoring 



a s  s p e c i f i e d  i n  t h e  Loan Agreement and a s  amplif ied 
i n  Annex I and i n  t h e  I n s t i t u t i o n a l  Analysis  Sec t ion  
of t h i s  P r o j e c t  Paper; 

o  t h e  a c q u i s i t i o n  of a d d i t i o n a l  management s t a f f  a s  
necessary t o  f a c i l i t a t e  t h e  requi red  t r a n s i t i o n  t o  a  
s u b s t a n t i a l l y  development o r i en ted  subloan 
p o r t f o l i o ;  and 

o development and t imely  implementation of a l l  
necessary and Mission approved s t a f f  t r a i n i n g  
programs. 

COFISA w i l l  a l s o  develop and i n s t a l l  a l l  necessary 
systems f o r  managing sublending, complying with a l l  requirements f o r  
upgrading of subloan approval  procedures,  lending p o l i c i e s  and c r i t e r i a  
and o t h e r  i n t e r n a l  con t ro l s .  These w i l l  include:  

o s t anda rds  and procedures f o r  determining borrower 
e l i g i b i l i t y ;  

o  eva lua t ion  and approval  of loan  app l i ca t ions ;  

o  loan  processing and formal iza t ion;  

o loan  monitoring and information management; and 

o c o l l e c t i o n s  

I n  add i t ion ,  COFISA w i l l :  

o  monitor subborrower a c t i v i t i e s  inc luding  p rogres s  
toward recovery, and r e p o r t  t o  A.I.D. a s  necessary 
t o  ensure  compliance wi th  A.1 .D. procurement 
r egu la t ions  and t o  demonstrate p rogres s  toward 
r e a l i z a t i o n  of p r o j e c t  ob jec t ives ;  and 

o coopera te  f u l l y  wi th  A.I.D. p r o j e c t  a u d i t s  and 
evalua t ions .  

B. Overview of P r o j e c t  Implementation Schedule 

Condit ions precedent  t o  i n i t i a l  disbursement a r e  expected t o  
be met very quickly ,  Formal agreement by a l l  c r e d i t o r  banks and 
s igning  of t h e  extension/rescheduling agreement w i l l  occur e i t h e r  
before t h e  s igning  of t h e  Loan Agreement o r  s h o r t l y  t h e r e a f t e r .  

The in t e r im COFISA In te rnac iona l  f a c i l i t y  w i l l  be 
s a t i s f a c t o r i l y  r e s t r u c t u r e d  and f i r s t  disbursement is expected wi th in  



one month of Loan Author iza t ion .  COFISA sublending w i l l  begin 
immediately, and drawdown of t h e  e n t i r e  $10 m i l l i o n  is expected w i t h i n  
t h r e e  years .  The $5 m i l l i o n  equ iva l en t  co lon  loan  w i l l  be drawndown, 
i n  any ca se ,  w i t h i n  t h e  f i r s t  year .  

Both t h e  d o l l a r  and t h e  co lon  p o r t f o l i o  w i l l  be augmented by 
re lending  of COFISA r e t a i n e d  e a r n i n g s  ( a f t e r  c r e d i t o r  bank d e b t  s e r v i c e  
is  s a t i s f i e d )  throughout  t h e  l i f e  of  t h e  p r o j e c t .  

C. P r o j e c t  Eva lua t ion  

The e v a l u a t i o n  p l a n  c o n s i s t s  of t h r e e  major e v a l u a t i o n s  -one 
fo l lowing  each completed y e a r  of p r o j e c t  a c t i v i t y .  The f i r s t  t w o  
annual  e v a l u a t i o n s  w i l l  he lp  t o  determine whether changes i n  ongoing 
p r o j e c t  a c t i v i t i e s  a r e  warranted. The t h i r d  and f i n a l  e v a l u a t i o n  w i l l  
be summary i n  c h a r a c t e r  because its primary purpose w i l l  be t o  draw 
conclus ions  on t h e  degree  t o  which t h e  p r o j e c t  ha s  succeeded or f a i l e d  
t o  achieve i ts  s t a t e d  g o a l  and purposes. A l l  t h r e e  e v a l u a t i o n s  w i l l  
match t h e  a c t u a l  r e s u l t s  of  t h e  p r o j e c t ' s  a c t i v i t i e s  wi th  t h e  
predetermined performance i n d i c a t o r s .  The measurable i n d i c a t o r s  of  
performance d i scus sed  below w i l l  be a s se s sed  s i x  months a f t e r  t h e  
p r o j e c t  agreement is signed,  i n  o r d e r  t o  determine t h e i r  cont inued  
v a l i d i t y .  The assessment w i l l  be necessary  because t h e  f i n a l  outcome 
o f  s e v e r a l  exogenous e v e n t s  t h a t  w i l l  t a k e  p l a c e  i n  t h e  near  f u t u r e  
(e.g. s ign ing  of an  IMF agreement, normal iza t ion  of  t h e  new f o r e i g n  
exchange system, etc.) could  have a  profound e f f e c t  on t h e  r a t e  of  
achievement of expected p r o j e c t  ou tpu t s .  

I n  a d d i t i o n  t o  determining t h e  cont inu ing  v a l i d i t y  of p r o j e c t  
assumptions,  a l l  p r o j e c t  e v a l u a t i o n s  w i l l  f ocus  on t h r e e  p r i n c i p a l  
areas:  p o r t f o l i o  c h a r a c t e r i s t i c s ,  COFISA' s r e c a p i t a l i z a t i o n  and 
COFISA's o r g a n i z a t i o n a l  development. 

1. P o r t f o l i o  C h a r a c t e r i s t i c s  

Seve ra l  c h a r a c t e r i s t i c s  of both t h e  co lon  and d o l l a r  
p o r t f o l i o s  w i l l  be measured a g a i n s t  t h o s e  which have been i d e n t i f i e d  a s  
necessary  and a p p r o p r i a t e  f o r  achievement of p r o j e c t  purposes. 
C o l l e c t i o n  and process ing  of  in format ion  on both p o r t f o l i o s  w i l l  be 
subdivided i n t o  (1) subborrowers who, a t  t h e  t i m e  of  t h e  c u r r e n t  
subloan t r a n s a c t i o n ,  a r e  a l r eady  COFISA d e b t o r s  who a r e  de l inquen t  i n  . 
t h e i r  repayments by a t  l e a s t  90 days,  and (2) a l l  o t h e r  subborrowers. 

The fol lowing v a r i a b l e s  w i l l  be measured: t o t a l  amounts 
sub len t ;  number of  i n d i v i d u a l  t r a n s a c t i o n s  and subborrowers; 
d i s t r i b u t i o n  of subloans according t o  s e c t o r i a l  a c t i v i t y  and t i m e  terms 
gran ted  (e.g. short- term vs. long-term subloans) .  Desc r ip t i on  of 
c h a r a c t e r i s t i c s  of de l i nquen t  and d e f a u l t e d  accounts  including8 
amounts, number of de l inquen t  and/or d e f a u l t e d  f i rms;  d i s t r i b u t i o n  of 
age o f  del inquency;  and s e c t o r i a l  a c t i v i t i e s .  



Included under t h i s  t o p i c  w i l l  be s t a t i s t i c s  concerning 
subborrowing firms: t o t a l  a s s e t s ,  s i z e  of workforce, d i s t r i b u t i o n  of 
s a l e s  volume i n  terms of domestic and expor t  markets ( t r a d i t i o n a l  and 
n o n t r a d i t i o n a l )  . I n  add i t ion ,  t h e  development impact on t h e  
e n t e r p r i s e s  of COFISA1s subloans w i l l  be ca t egor i zed  and q u a n t i f i e d  
(e.g. increments of expor ts ,  economic recovery of f i rm,  employment 
expansion, increased  value added) . 

2. R e c a p i t a l i z a t i o n  of COFISA 

- Progress  made toward t h e  repayment of rescheduled 
debts .  

- Progress  made toward t h e  growth of COFISA's c a p i t a l ,  

3. Organiza t ional  Development 

The eva lua t ions  w i l l  a s s e s s  t h e  e f f e c t i v e n e s s  of t h e  
r e s t r u c t u r i n g  of COFISA International (e.g. use of t h e  Place of Payment 
c l a u s e  i n  l o a n s ) .  The t imely  implementation of new management systems 
and the  e f f e c t i v e n e s s  of new c r e d i t  admin i s t r a t ion  procedures w i l l  be 
eva lua ted  each year .  The expansion of t h e  t e c h n i c a l  s t a f f ,  a s  w e l l  a s  
t h e  spec ia l i zed  t r a i n i n g  t h a t  they received,  w i l l  a l s o  be measured and 
assessed  during each evalua t ion .  P r i o r  t o  t h e  f i r s t  disbursement of 
loan  funds, COFISA w i l l  develop and p resen t  f o r  A . I , D . ' s  approval  a 
document t h a t  s p e c i f i e s  t h e  means by which b a s e l i n e  d a t a  w i l l  be 
c o l l e c t e d ,  organized,  and presented,  s o  t h a t  it can s e r v e  the  Agency 
f o r  eva lua t ion  purposes. I n  add i t ion ,  COFISA w i l l  be respons ib le  f o r  
cont inuous monitoring of t he  information and even t s  t h a t  r e l a t e  t o  t h e  
above-mentioned eva lua t ion  top ic s ,  A.I.D. w i l l  r ece ive  from COFISA 
q u a r t e r l y  a c t i v i t y  r e p o r t s  t h a t  w i l l  p r e sen t  an  up-to-date accounting 
of t h e  c h a r a c t e r i s t i c s  of co lon  and d o l l a r  p o r t f o l i o s .  The q u a r t e r l y  
r e p o r t s  w i l l  a l s o  address  t h e  progress  t h a t  has been made toward t h e  
r e c a p i t a l i z a t i o n  and o rgan iza t iona l  development of COFISA, a s  w e l l  a s  
t h e  d i scuss ion  of any new c o n s t r a i n t s  t h a t  impede t h e i r  r e a l i z a t i o n .  

D. Disbursement Procedures 

A.I.D. w i l l  make a d o l l a r  advance t o  c r e a t e  a r o t a t i n g  fund 
t h e  balance of which w i l l  equa l  COFISA1s p ro jec t ed  sublending 

. disbursement needs f o r  a thir ty-day period.  The advance w i l l  be 
replenished by A.I.D. upon COFISA's submission t o  A.I.D. of vouchers 
and support ing documentation which evidence sub-loan disbursement.  

The d o l l a r  advance t o  COFISA is necessary t o  permit  it t o  make 
dollar-denominated loans. Subloans o r  p o r t i o n s  thereof  denominated i n  
U.S. d o l l a r s  using t h e  COFISA r o t a t i n g  fund w i l l  normally be used f o r  
l o c a l  currency f inancing .  A.I.D. Letters of Commitment w i l l  normally 
be used f o r  t h e  f inancing  of imported items. 



Disbursement of A.I .D.  funds  i n  exces s  of $3 m i l l i o n  (expected 
t o  c o i n c i d e  wi th  t h e  end of t h e  f i r s t  yea r )  and i n  exces s  of $7 m i l l i o n  
(expected t o  c o i n c i d e  w i th  t h e  end of yea r  two) w i l l  be condi t ioned  on 
s a t i s f a c t o r y  p r o j e c t  e v a l u a t i o n  r e s u l t s .  

E. Procurement Procedures  

Procurement by COFISA and i t s  subborrowers wi th  A.I.D. l o a n  
funds  w i l l  be made i n  conformance wi th  A.I.D. procurement p o l i c i e s  a s  
desc r ibed  i n  Handbook I, Supplement B, chap te r  19, In t e rmed ia t e  C r e d i t  
I n s t i t u t i o n s .  A waiver is requested,  however, f o r  procurements made 
wi th  subloans  of  less than  $50,000. The p r o v i s i o n s  of Handbook 11 w i l l  
govern loan-funded purchases  made by COFISA f o r  its own account ,  should 
any be made. 

The sou rce  and o r i g i n  of  a l l  loan-funded procurements,  except  
s h e l f  items, w i l l  be r e s t r i c t e d  t o  Code 941 of t h e  A.I.D. Geographic 
Code Book and t h e  coopera t ing  count ry  (CACM). 

COFISA management w i l l  have r e s p o n s i b i l i t y  f o r  monitor ing 
procurement and r e g u l a r  r e p o r t s  w i l l  be rendered t o  USAID/Costa Rica. 
COFISA w i l l  adv i se  i ts subborrowers of t h e  r e s t r i c t i o n s  on 
loan-financed d o l l a r  and l o c a l  cur rency  procurement and t h e s e  purchases  
w i l l  be monitored us ing  L e t t e r  of Commitment-Letter of C r e d i t  
procedures.  COFISA w i l l  set up a s p e c i a l  system t o  monitor subborrower 
loan-financed she l f - i t em procurement of Code 899 o r i g i n  t o  a s s u r e  t h a t  
t h e  t o t a l  amount of  t hose  purchases  made wi th  t h e  proceeds  of  subloans  
exceeding $50,000 does  no t  exceed $250,000 u n l e s s  a s p e c i f i c  waiver i s  
gran ted .  

F. Condi t ions ,  Covenants and Negot ia t ing  S t a t u s  

The fo l lowing  c o n d i t i o n s  and covenants  w i l l  be inc luded  i n  t h e  
l o a n  agreement. These c o n d i t i o n s  and covenants  a r e  s i m i l a r  t o  t h o s e  
u t i l i z e d  wi th  o t h e r  p r i v a t e  borrowers such a s  BANEX and LAAD. 

1. Condi t ions  Precedent  t o  I n i t i a l  Disbursement 

Except a s  A I D  may o therwise  a g r e e  i n  w r i t i n g ,  t h e  
fol lowing a r e  c o n d i t i o n s  precedent  t o  i n i t i a l  d i sbursements  of A I D  
funds: 

a. a n  op in ion  of counse l  accep tab l e  t o  A I D  t o  t h e  
e f f e c t  t h a t  t h i s  Agreement has  been d u l y  au tho r i zed  by t h e  Board of  
D i r e c t o r s  of t h e  Borrower and du ly  executed on behalf  of t h e  Borrower, 
and t h a t  it c o n s t i t u t e s  a v a l i d  and l e g a l l y  binding o b l i g a t i o n  of  t h e  
Borrower i n  accordance w i th  a l l  i ts  terms; 



b. a statement, duly authenticated, of the name of the 
person holding or acting i n  the off ice of the Borrower and of any 
additional representatives, together w i t h  a specimen signature of each 
person named i n  such statement; 

c. a statement from the Borrower setting forth the 
basic policies,  rules, regulations, procedures, terms, and in teres t  
rates ,  e l i g i b i l i t y  c r i t e r i a  t o  be used i n  making investments and 
subloans, and such other statements concerning the s ta tus  and 
operations of Borrower as  appropriate. 

d.  a statement from the Borrower set t ing forth the 
procedures it w i l l  follow i n  reviewing, analyzing and administering 
investments and subloans t o  be made by the Borrower; 

e. cer t i f ied  copies of Borrower's charter,  by-laws and 
operating policies which have been approved by Borrower's Board of 
Directors and A I D t  

f . evidence tha t  the Borrower's share-holders have 
approved an increase in the authorized share capi ta l  of COFISA 
Internacional a t  leas t  eight hundred thousand dollars  ($800,000) in  
U.S. Dollar denominated sharest 

g.  a plan and schedule, acceptable t o  A I D ,  for s ta f f  
development and the development and implementation of management 
systems improvement; and 

h. the appointment of two additional members t o  the 
COFISA Board of Directors, nominated by A I D  and whose primary 
professions involve the production and/or export of non-traditional 
productst 

i. an executed extension/rescheduling agreement between 
COFISA and its creditors which is satisfactory t o  A.I.D. in  form and 
substance; and 

j. an executed intercreditor agreement between A.I.D. 
and COFISA's present creditors.  

2. Special Covenants 

a. Project Evaluation 

The Part ies  agree t o  establ ish a performance 
evaluation program as part  of the Project. Except a s  the Parties 
otherwise agree in writing , during Project implementation t h i s  program 
w i l l  follow the guidelines s e t  out below. Evaluations w i l l  be carried 
out whenever A I D  judges it t o  be necessary, b u t  a t  a minimum a t  points 
1 2  and 24 months a f t e r  f i r s t  disbursement, and a t  the end of project. 
Guidelines: 



o an assessment of  p rog re s s  toward a t t a inmen t  of 
t h e  o b j e c t i v e s  of  t h e  p r o j e c t ;  

o i d e n t i f i c a t i o n  and examinat ion of problem a r e a s  
o r  o b s t a c l e s  which may s t a n d  i n  t h e  way of 
reaching t h e  p r o j e c t ' s  o b j e c t i v e s ;  

o eva lua t ion ,  t o  t h e  degree  f e a s i b l e ,  of t h e  
o v e r a l l  development impact of t h e  P r o j e c t ;  and 

o review of  sublending p rog re s s  and subloan  
c h a r a c t e r i s t i c s .  

b. R i s k  Minimization Fund 

COFISA covenants  to, w i t h i n  s i x  months of t h e  
s ign ing  of t h e  Loan Agreement, e n t e r  i n t o  an escrow agreement of t h e  
"Risk Minimization Fund" a s  desc r ibed  i n  Annex I of t h e  Loan Agreement. 

c. N e w  Share  Placement 

COFISA covenants  to  use its b e s t  e f f o r t s  to  p l a c e  
e i g h t  hundred thousand d o l l a r s  ($800,000) worth of new U.S. Dol la r  
denominated p r e f e r r e d  s h a r e s  with t h e  p u b l i c  dur ing  t h e  f i r s t  t h r e e  
y e a r s  of t h e  p r o j e c t .  

d. Subloan Approval 

A l l  sub loans  or e q u i t y  inves tments  approved by t h e  
COFISA Board of Directors must f i r s t  r ece ive  a  f avo rab l e  recommendation 
by a  C r e d i t  Committee comprised o f  COFISA's General  Manager, Manager, 
an A s s i s t a n t  Manager, and t w o  Senior  C r e d i t  O f f i c e r s .  

e. L imi t a t i ons  on Borrower 

(1) Except a s  A I D  may o the rwi se  ag ree  i n  w r i t i n g ,  
t h e  Borrower s h a l l  not:  

( a )  use  A I D  Loan funds to  pay a d m i n i s t r a t i v e  
o r  ope ra t i ng  expenses  of t h e  Borrower; 

(b)  make subloans  to  o r  t a k e  e q u i t y  i n  
bus ines se s  or o t h e r  a c t i v i t i e s  i n  which 
any o f f i c e r  o r  employee ( o r  h i s /her  
immediate fami ly)  of t h e  Borrower has  a  
d i r e c t  or b e n e f i c i a l  c o n t r o l l i n g  f i n a n c i a l  
i n t e r e s t ;  



(c) make sub loans  o r  inves tments  i n  any s i n g l e  
e n t e r p r i s e  i n  e x c e s s  of $500,000; 

(d )  ma in t a in  a r e s e r v e  f o r  bad d e b t s  t h a t  i s  
less t h a n  two p e r c e n t  ( 2 % )  of  a l l  
o u t s t a n d i n g  l oans ;  

( e )  appo in t  to  a g e n e r a l  management p o s i t i o n  
f o r  t h e  Borrower o r  any s u b s i d i a r y  a 
p e r  son whose appointment  is n o t  a c c e p t a b l e  
t o  A.I.D.;  

( f )  d e c l a r e  or pay d i v i d e n d s  on  any c l a s s  of  
s t o c k  of t h e  Borrower from s o u r c e s  o t h e r  
t h a n  accrued  e a r n i n g s  (a£ t e r  p rov id ing  
adequa te  r e s e r v e s  f o r  bad d e b t s )  ; 

(g )  d e c l a r e  o r  pay c a s h  d i v i d e n d s  on any class 
of s t o c k ,  w i th  t h e  e x c e p t i o n  of t h e  
p r e f e r r e d  s t o c k  which w i l l  be i s s u e d  
accord ing  t o  t h e  covenant  f o r  new s h a r e  
placement and a s  d e s c r i b e d  i n  d e t a i l  i n  
Annex I of  t h e  Loan Agreement, u n t i l  such  
t i m e  as a l l  o b l i g a t i o n s  ( excep t i ng  t h e  A I D  
l o a n )  o u t s t a n d i n g  a t  t h e  t i m e  of  t h e  Loan 
Agreement a r e  f u l l y  amor t ized ;  

(h )  no t  d e c l a r e  or pay d i v i d e n d s  on  any common 
s t o c k  w i thou t  t h e  e x p r e s s  app rova l  by A I D  
of t h e  p o r t i o n  o f  e q u i t y  which is 
d e s i g n a t e d  as t h e  c a p i t a l  s h a r e  ba se  
a g a i n s t  which d iv idends  are c a l c u l a t e d ;  

(i) pe rmi t  any i n d i v i d u a l  t o  d i r e c t l y  or 
b e n e f i c i a l l y  own more t h a n  5% of COFISA' s 
t o t a l  number of s h a r e s  i s sued ;  and, 

( j )  i n c u r  any i ndeb t ednes s  which would en joy  a 
p o s i t i o n  s u p e r i o r  t o  t h e  o b l i g a t i o n  
i n c u r r e d  under t h e  A I D  Loan. 

(2)  Except  as A I D  may o the rw i se  a g r e e  i n  w r i t i n g ,  
t h e  Borrower covenants  t h a t  u t i l i z a t i o n  of  repayments of  sub loans  and 
e a r n i n g s  on  e q u i t y  inves tments  w i l l  conform wi th  t h e  purposes  of  t h e  
P r o j e c t  a s  set  f o r t h  i n  Annex I of  t h e  Loan Agreement u n t i l  t h e  Loan 
from A I D  i s  r epa id  i n  f u l l .  

( 3 )  Use repayments of p r i n c i p a l  of l o a n s  or 
i n t e r e s t  income made u s ing  A I D  r e s o u r c e s  f o r  purposes  o t h e r  t h a n  t h o s e  
f o r  which AID l o a n  funds  were o r i g i n a l l y  in tended  u n t i l  t h e  A I D  Loan is 
f u l l y  paid .  



(4) Except a s  A I D  may o the rwi se  ag ree  i n  w r i t i n g ,  
t h e  Borrower covenants  t o  submit a r e p o r t  to  A I D  each q u a r t e r  dur ing  
t h e  l i f e  of t h i s  Agreement. These r e p o r t s  w i l l  cover  e v e n t s  t h a t  
occur red  during t h e  p rev ious  t h r e e  months, and c o n t a i n  a breakdown of 
subpro j ec t s ,  showing t y p e s  of i ndus t ry ,  commitments and disbursements ,  
terms and c o n d i t i o n s  of f i nanc ing  an  aging of accounts ,  u s e s  of 
Borrower and A I D  funds  and o t h e r  comments a s  app rop r i a t e .  

3. Waivers 

A p p l i c a b i l i t y  of S p e c i a l  Procurement P o l i c i e s  to  Subloans 
of Less t han  $50,000 

Pursuant  t o  S e c t i o n  19A 3 a ( l )  of Handbook 1, Sup. B, 
A.I.D. does  n o t  r e q u i r e  adherence t o  any s p e c i a l  procurement p o l i c i e s  
on ICI subloans  of less than  $5,000. Among t h e  c o n s i d e r a t i o n s  g iven  i n  
s e t t i n g  t h i s  $5,000 l i m i t  is t h e  r ecogn i t i on  t h a t  A.I.D. cou ld  no t  
e a s i l y  monitor smal l  subborrower compliance wi th  procurement p o l i c i e s .  
I f  COFISA were t o  e f f e c t i v e l y  monitor procurements of i ts  sma l l e r  
subborrowers, i ts ope ra t i ng  costs would i n c r e a s e  s i g n i f i c a n t l y ,  and i ts 
r a t e  of approval  and disbursement  f o r  sub loans  would dec rease  
s u b s t a n t i a l l y .  One of  t h e  fundamental o b j e c t i v e s  of t h i s  p r o j e c t  is to  
channel  c r e d i t  t o  p roduc t ive  e n t e r p r i s e s  e f f i c i e n t l y  and quick ly .  
Given t h e  economic c r i s i s  f ac ing  Costa  Rica and a c r e d i t - s t a r v e d  
p r i v a t e  s e c t o r ,  t i m e  is a c r i t i c a l  element.  We t h e r e f o r e  s t r o n g l y  
recommend t h a t  A. I .D. n o t  r e q u i r e  any s p e c i a l  procurement p o l i c i e s  on 
subloans  l oans  of $50,000 o r  less. According to  19D1 of Handbook 1, 
t h e  Geographic A s s i s t a n t  Adminis t ra tor  has  t h e  a u t h o r i t y  to  waive t h e  
a p p l i c a t i o n  of procurement requirements  t o  subloans  under a c e r t a i n  
amount. 

4. Negot ia t ing  S t a t u s  

Th i s  p r o j e c t  ha s  been developed i n  close c o o r d i n a t i o n  
wi th  COFISA management, s t a f f ,  and Board of D i r ec to r s .  COFISA's 
management and Board of Directors have reviewed t h e  proposed c o n d i t i o n s  
and covenants  and f i n d  them acceptab le .  It is t h e r e f o r e  expected t h a t  
loan  n e g o t i a t i o n s  w i l l  be accomplished r a p i d l y  and t h a t  loan  s ign ing  
could  t a k e  p l a c e  w i t h i n  seven t o  t e n  days  a f t e r  a u t h o r i z a t i o n ,  provided 
t h a t  no major c o n d i t i o n s  and/or changes of subs tance  a r e  made t o  t h e  
p r o j e c t  . 
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18 de agosto de 1982 

Señor 
Daniel A. Chai j 
D i  r ec to r  
USIA ID ,  COSTA R I C A  
Presente 

Estimado señor Chai j : 

La presente t i ene  por ob je to  s o l i c i t a r  a l a  Agencia para e l  Desarrol lo I n t e r -  
nacional dos empréstitos de largo plazo por sumas, respectivamente, de U.S. 
$10.000.000.00 en Dólares de l os  Estados Unidos de América, y de l a  equiva- 
1 encia de U .S. $5.000.000.00 en Colones Costarricenses. 

Los empréstitos de re ferenc ia  son de trascendental importancia para l a  reha- 
b i l  i t a c i ó n  económica de Cofisa y para sus negociaciones en l a  adecuación de 
deudas con bancos acreedores del ex te r io r ,  y const i tuyen a l  mismo tiempo un 
instrumento de gran va lo r  para impulsar act iv idades p r i o r i t a r i a s  en e l  campo 
de l a  producción nacional y para asegurar l a  subsistencia de un gran número 
de p res ta ta r ios  actuales de esta Corporación que se encuentran en s i tuaciones 
muy d i f í c i l e s  en razón de l a  c r i s i s  que afecta  a l  país. 

Consideramos que l a  documentación que se adjunta a esta sol  i c i  tud refuerza 
ampliamente estos c r i t e r i o s  y esperamos contar de nuevo en esta oportunidad 
con e l  apoyo y l a  colaboración con que siempre nos ha d is t ingu ido  l a  A. I . D .  
durante más de 18 años de continua as is tenc ia  y se rv i c i o  a l a s  fuentes de 
l a  producción nacional . 
Con nuestras mejores muestras de consideración, nos es part icularmente gra to  
suscr ib i rnos de usted, 

Atenta y Cordialmente, 

CORPORACION COSTARRICENSE DE 
FINANCIAMIENTO INDUSTRIAL, S .A. 

~ e r e n t e  General 

ERG/saf 

Anexo 
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DRAFT 

PROJECT AUTHORIZATION 

Name of  Country : Costa  Rica  

Name of  E n t i t y :  ~ o r p o r a c i 6 n  C o s t a r r i c e n s e  d e  
F inanc iamien to  I n d u s t r i a l ,  
I n t e r n a c i o n a l  (COFISA) 

N a m e  o f  P ro j ec t :  P r i v a t e  S e c t o r  Export  C r e d i t  

Number of P ro j ec t :  515-0187 

Loan Number: 

1. Pursuan t  t o  S e c t i o n s  103  and 106 o f  t h e  Fore ign  A s s i s t a n c e  A c t  o f  
1961, a s  amended, I hereby a u t h o r i z e  t h e  P r i v a t e  S e c t o r  Export  C r e d i t  
p r o j e c t  i n  Cos ta  Rica  i nvo lv ing  planned o b l i g a t i o n s  of n o t  t o  exceed Ten 
M i l l i o n  United S t a t e s  D o l l a r s  ($10,000,000) i n  l o a n  funds  ("Loan") ove r  a 
t h r e e  (3) yea r  p e r i o d  from t h e  d a t e  o f  a u t h o r i z a t i o n ,  s u b j e c t  t o  be 
a v a i l a b i l i t y  o f  funds  i n  accordance w i th  t h e  A.I.D. OYB/allotment p roce s s ,  
t o  h e l p  i n  f i n a n c i n g  f o r e i g n  exchange and local cur rency  c o s t s  f o r  t h e  
p r o j e c t .  The Loan s h a l l  be made to  t h e  ~ o r p o r a c i 6 n  C o s t a r r i c e n s e  d e  
F inanc iamien to  I n d u s t r i a l ,  I n t e r n a c i o n a l ,  a Panamanian i nco rpo ra t ed  
company. . 

2. The p r o j e c t  ( " P r o j e c t " )  c o n s i s t s  o f  e s t a b l i s h i n g  th rough  COFISA a 
d o l l a r  and co lon  c r e d i t / i n v e s t m e n t  program t o  a s s i s t  w i th  t h e  r e s o l u t i o n  
of t h e  c u r r e n t  p roduc t i ve  p r i v a t e  s e c t o r  l i q u i d i t y  crisis,  t o  enhance t h e  
c a p a c i t y  of t h e  p roduc t i ve  p r i v a t e  s e c t o r  t o  e a r n  f o r e i g n  exchange, and t o  
r e e s t a b l i s h  COFISA a s  a development o r i e n t e d  f i n a n c i a l  i n s t i t u t i o n .  

3. The P r o j e c t  Agreement, which may be n e g o t i a t e d  and execu ted  by 
t h e  o f f i c e r  t o  whom such a u t h o r i t y  is  d e l e g a t e d  i n  accordance w i th  A.I.D. 
r e g u l a t i o n s  and De l ega t i ons  o f  Au tho r i t y ,  s h a l l  be s u b j e c t  t o  t h e  
fo l lowing  e s s e n t i a l  terms and covenants  and major c o n d i t i o n s ,  t o g e t h e r  
w i th  such o t h e r  terms and c o n d i t i o n s  a s  A.I.D. may deem a p p r o p r i a t e .  
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a. I n t e r e s t  Rate and Terms of  Repayment 

COFISA ( t h e  "Borrowern) s h a l l  repay t h e  Loan t o  A.I .D.  i n  
U.S. D o l l a r s  w i th in  twenty (20) y e a r s  from t h e  d a t e  of f i r s t  disbursement  
of t h e  Loan, including a  g r a c e  pe r iod  of no t  to  exceed t e n  (10) years .  
The Borrower s h a l l  pay t o  A.I .D.  i n  U.S. D o l l a r s  i n t e r e s t  from t h e  d a t e  of  
f i r s t  disbursement  of t h e  Loan a t  t h e  r a t e  of (i) two pe rcen t  (2%) pe r  
annum dur ing  t h e  f i r s t  t e n  (10) y e a r s ,  and (ii) t h r e e  p e r c e n t  (3%) pe r  
annum t h e r e a f t e r ,  on  t h e  ou t s t and ing  d i sbu r sed  balance of t h e  Loan and on 
any due and unpaid i n t e r e s t  accrued thereon.  

b. Source and O r i g i n  of  Good and S e r v i c e s  

Goods and s e r v i c e s ,  except  f o r  ocean sh ipping ,  f inanced  by 
A.I.D. under t h e  Loan s h a l l  have t h e i r  source  and o r i g i n  i n  c o u n t r i e s  
inc luded  i n  A.I.D. Geographic Code 941 and i n  c o u n t r i e s  t h a t  a r e  members 
of  t h e  C e n t r a l  American Common Market, except  a s  A.I.D. may o the rwi se  
a g r e e  i n  w r i t i n g .  Ocean sh ipping  f inanced  by A.I.D. under t h e  Loan s h a l l  
be f inanced  on ly  on f l a g  v e s s e l s  of t h e  United S t a t e s ,  of  c o u n t r i e s  
included i n  A.I .D.  Geographic Code 941 o r  of c o u n t r i e s  t h a t  a r e  members of  
t h e  C e n t r a l  American Common Market, except  a s  A.I .D.  may o the rwi se  ag ree  
i n  wr i t i ng .  

c. Condi t ions  Precedent  t o  I n i t i a l  Disbursement 

P r i o r  to  disbursement ,  o r  t h e  i s suance  of  any commitment 
documents under t h e  P r o j e c t  Agreement, t h e  Borrower s h a l l ,  excep t  a s  A I D  
may o the rwi se  ag ree  i n  w r i t i n g ,  f u r n i s h ,  i n  form and subs tance  s a t i s f a c t o -  
ry t o  A.I.D.: 

1. provide  an  op in ion  of  counse l  accep tab l e  to  A I D  t o  t h e  
e f f e c t  t h a t  t h i s  Agreement has  been du ly  au tho r i zed  by t h e  Board of  
D i r e c t o r s  o f  t h e  Borrower and du ly  executed on behalf  of t h e  Borrower, and 
t h a t  it c o n s t i t u t e s  a  v a l i d  and l e g a l l y  binding o b l i g a t i o n  of t h e  Borrower 
i n  accordance wi th  a l l  i t s  terms; 

2. p rov ide  a  s t a t emen t ,  du ly  a u t h e n t i c a t e d ,  of  t h e  name o f  
t h e  person holding o r  a c t i n g  i n  t h e  o f f i c e  of  t h e  Borrower and of  any 
a d d i t i o n a l  r e p r e s e n t a t i v e s ,  t o g e t h e r  w i th  a  specimen s i g n a t u r e  of  each 
person named i n  such s ta tement ;  

3. p rovide  a  s ta tement  from t h e  Borrower s e t t i n g  f o r t h  t h e  
b a s i c  p o l i c i e s ,  r u l e s ,  r e g u l a t i o n s ,  procedures ,  terms, and i n t e r e s t  r a t e s ,  
e l i g i b i l i t y  c r i t e r i a  t o  be used i n  making inves tments  and subloans,  and 
such o t h e r  s t a t emen t s  concerning t h e  s t a t u s  and o p e r a t i o n s  of  Borrower a s  
app rop r i a t e .  

4. p rovide  a  s ta tement  from t h e  Borrower s e t t i n g  f o r t h  t h e  
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procedures  it w i l l  f o l l ow  i n  reviewing, ana lyz ing  and admin i s t e r ing  
investments  and subloans  t o  be made by t h e  Borrower; 

5. provide c e r t i f i e d  c o p i e s  of  Borrower's c h a r t e r ,  by-laws 
and ope ra t i ng  p o l i c i e s  which have been approved by Borrower's Board of 
D i r e c t o r s  and A I D ;  

6. p rovide  evidence t h a t  t h e  Borrower's share-holders  have 
approved an  i n c r e a s e  i n  COFISA's I n t e r n a t i o n a l  au tho r i zed  s h a r e  c a p i t a l  by 
a t  l e a s t  e i g h t  hundred thousand d o l l a r s  ($800,000) i n  U. S. Dol la r  denomi- 
nated sha re s ;  

7. p rovidea  p l a n  and schedule ,  a ccep tab l e  t o  A I D ,  f o r  
s t a f f  development and t h e  development and implementation of  improved 
management systems 

8. appoin t  t w o  a d d i t i o n a l  members t o  t h e  COFISA Board 
of D i r e c t o r s  who a r e  nominated by A I D  and whose primary p r o f e s s i o n s  
involve t h e  product ion  and/or expor t  of non - t r ad i t i ona l  p roducts r  

9. p rovide  evidence t h a t  COFISA has  executed a n  
ex tens ion / reschedul ing  agreement i n  form and subs tance  s a t i s f a c t o r y  t o  
A.I .D.1 and 

An a d d i t i o n a l  c o n d i t i o n  precedent  to i n i t i a l  disbursement  
s h a l l  be t h e  execu t in  of an i n t e r c r e d i t o r  agreement between A.I.D. and 
COFISA' s p r e s e n t  c r e d i t o r s .  

d .  S p e c i a l  Covenants 

1. P r o j e c t  Eva lua t ion  

The P a r t i e s  agree  t o  e s t a b l i s h  a performance 
e v a l u a t i o n  program a s  p a r t  of t h e  P r o j e c t .  Except a s  t h e  P a r t i e s  
o therwise  ag ree  i n  w r i t i n g ,  dur ing  P r o j e c t  implementation t h i s  program 
w i l l  f o l l ow  t h e  g u i d e l i n e s  set o u t  below. Eva lua t ions  w i l l  be c a r r i e d  
o u t  whenever t h e  P a r t i e s  judge it to  be necessary ,  bu t  a t  a minimum a t  
p o i n t s  12 and 24 months a f t e r  f i r s t  disbursement  and a t  t h e  end of 
p r o j e c t .  Guidel ines:  

o an  assessment of p rog re s s  toward a t t a inmen t  of 
t h e  o b j e c t i v e s  of t h e  p r o j e c t ;  

o i d e n t i f i c a t i o n  and examination of problem a r e a s  
o r  o b s t a c l e s  which may s t a n d  i n  t h e  way of 
reaching t h e  p r o j e c t ' s  o b j e c t i v e s ;  
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o  eva lua t ion ,  t o  t h e  degree  f e a s i b l e ,  of t h e  
o v e r a l l  development impact of t h e  P ro j ec t1  and 

o review of  sublending p rog res s  and subloan 
c h a r a c t e r i s t i c s .  

2. R i s k  Minimization Fund 

COFISA covenants  to, w i t h i n  s i x  months of t h e  
s igning  of t h e  Loan Agreement, e n t e r  i n t o  an  escrow agreement of  t h e  , 

"Risk Minimization Fund" a s  descr ibed  i n  Annex I of t h e  Loan Agreement. 

3. New Share Placement 

COFISA covenants  to  use  its b e s t  e f f o r t s  t o  p l a c e  
t h e  equ iva l en t  of a t  l e a s t  e i g h t  hundred thousand d o l l a r s  ($800,000) i n  
new U.S. Do l l a r  denominated p r e f e r r e d  s h a r e s  w i th  t h e  p u b l i c  during t h e  
f i r s t  t h r e e  y e a r s  of t h e  p r o j e c t .  

4. Subloan Approval 

A l l  subloans approved by t h e  COFISA Board of 
D i r e c t o r s  must f i r s t  r ece ive  a  f avo rab le  recommendation by a  Cred i t  
Committee comprised of COFISA' s General Manager, Manager, an A s s i s t a n t  
Manager, and t w o  Senior  Cred i t  O f f i c e r s .  

5. L imi t a t ions  on Borrower 

( a )  Except a s  A I D  may o therwise  agree  i n  w r i t i n g ,  
t h e  Borrower s h a l l  not: 

(1) use AID Loan funds  t o  pay a d m i n i s t r a t i v e  
o r  ope ra t ing  expenses of t h e  Borrower1 

(2)  make subloans  to  o r  t ake  e q u i t y  i n  
bus inesses  o r  o t h e r  a c t i v i t i e s  i n  which 
any o f f i c e r  o r  employee (or t h e i r  
immediate f a m i l i e s )  of t h e  Borrower has  a  
c o n t r o l l i n g  i n t e r e s t ,  d i r e c t l y  o r  
b e n e f i c i a l l y ;  

(3)  make subloans  or investments  i n  any s i n g l e  
e n t e r p r i s e  i n  excess  of $500,000; 

(4)  main ta in  a  r e se rve  f o r  bad d e b t s  t h a t  is 
l e s s  than  two pe rcen t  (2%) of a l l  
ou ts tanding  loans;  
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(5)  appoin t  t o  a  g e n e r a l  management p o s i t i o n  
f o r  t h e  Borrower o r  any subs id i a ry  a  
person whose appointment is not  accep tab le  
t o  A I D 1  

(6 )  d e c l a r e  or pay d iv idends  on any c l a s s  o f  
stock of t h e  Borrower from sources  o t h e r  
t han  accrued ea rn ings  ( a f t e r  provid ing  
adequate  r e se rves  f o r  bad deb t s )  ; 

(7)  d e c l a r e  or pay cash  d iv idends  on any c l a s s  
of stock, wi th  t h e  except ion  of t h e  
p r e f e r r e d  s tock  which w i l l  be i ssued  
according to  t h e  covenant f o r  new s h a r e  
placement and a s  desc r ibed  i n  d e t a i l  i n  
Annex I o f  t h e  Loan Agreement, u n t i l  such 
time a s  a l l  o b l i g a t i o n s  (except ing t h e  A I D  
loan)  outs tanding  a t  the' t i m e  of t h e  Loan 
Agreement a r e  f u l l y  amortizedr 

(8) not d e c l a r e  o r  pay d iv idends  on any common 
s t o c k  without  t h e  exp res s  approval  by A I D  
of t h e  p o r t i o n  of e q u i t y  which is 
des igna ted  a s  t h e  c a p i t a l  s h a r e  base 
a g a i n s t  which d iv idend a r e  c a l c u l a t e d ;  

(9 )  permit  any i n d i v i d u a l  to d i r e c t l y  or 
b e n e f i c i a l l y  own more than  5% of OFISA's  
t o t a l  number of s h a r e s  i ssued;  and, 

(10)  incur  any indebtedness  which would enjoy a  
p o s i t i o n  s u p e r i o r  t o  t h e  o b l i g a t i o n  
incu r red  under t h e  A I D  Loan. 

(b) Except a s  A I D  may o therwise  agree  i n  w r i t i n g ,  
t h e  Borrower covenants  t h a t  u t i l i z a t i o n  of repayments of subloans w i l l  
conform wi th  t h e  purposes of t h e  P r o j e c t  a s  s e t  f o r t h  i n  Annex I of t h e  
Loan Agreement u n t i l  t h e  Loan from A I D  is repaid i n  f u l l .  

(c) Use repayments of p r i n c i p a l  of l o a n s  o r  
i n t e r e s t  income made using A I D  resources  f o r  purposes o t h e r  than  those  
f o r  which A I D  l o a n  funds were o r i g i n a l l y  intended u n t i l  t he  A I D  Loan is 
f u l l y  paid.  

(d)  Except a s  AID may o therwise  agree  i n  wr i t i ng ,  t h e  
Borrower covenants  t o  submit a  r e p o r t  to  A I D  each q u a r t e r  dur ing  t h e  l i f e  
of t h i s  Agreement. These r e p o r t s  w i l l  cover even t s  t h a t  occurred dur ing  
t h e  previous  t h r e e  months, and c o n t a i n  a  breakdown of subpro jec t s ,  showing 
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t y p e s  o f  i n d u s t r y ,  commitments and d i sbursements ,  terms and c o n d i t i o n s  o f  
f i nanc ing  a n  aging of accounts ,  u s e s  of Borrower and A I D  f unds  and o t h e r  
comments as  a p p r o p r i a t e .  

e. Waivers 

A p p l i c a b i l i t y  o f  S p e c i a l  Procurement P o l i c i e s  t o  Subloans  o f  
Less  t h a n  $50,000 

Pursuan t  t o  S e c t i o n  19A 3 a ( l )  o f  Handbook 1, Sup. B ,  A.I.D. 
d o e s  n o t  r e q u i r e  adherence t o  any s p e c i a l  procurement p o l i c i e s  on I C I  
sub loans  o f  less t h a n  $5,000. Among t h e  c o n s i d e r a t i o n s  g i v e n  i n  s e t t i n g  
t h i s  $5,000 l i m i t  is t h e  r e c o g n i t i o n  t h a t  A.I.D. cou ld  no t  e a s i l y  moni tor  
small subborrower compliance w i t h  procurement p o l i c i e s .  I f  COFISA were t o  
e f f e c t i v e l y  moni tor  procurements  of its smaller ~ u b b o r r o w e r s ,  i ts 
o p e r a t i n g  c o s t s  would i n c r e a s e  s i g n i f i c a n t l y ,  and its r a t e  o f  app rova l  and 
d i sbursement  f o r  sub loans  would decrease s u b s t a n t i a l l y .  One of  t h e  
fundamental  o b j e c t i v e s  of t h i s  p r o j e c t  is t o  channe l  c r e d i t  t o  p roduc t i ve  
e n t e r p r i s e s  e f f i c i e n t l y  and qu i ck ly .  Given t h e  economic c r i s i s  f a c i n g  
Cos ta  Rica  and a c r e d i t - s t a r v e d  p r i v a t e  sector, time is a c r i t i c a l  
e lement .  We t h e r e f  ore s t r o n g l y  recommend t h a t  A. I .D.  n o t  r e q u i r e  any 
s p e c i a l  procurement p o l i c i e s  o n  sub loans  l o a n s  o f  $50,000 o r  less. 
According t o  19D1 of Handbook 1, t h e  Geographic A s s i s t a n t  Admin i s t r a t o r  
h a s  t h e  a u t h o r i t y  t o  waive t h e  a p p l i c a t i o n  o f  procurement requ i rements  t o  
sub loans  under  a c e r t a i n  amount. 
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A. GENERAL CRITERIA FOR COUNTRY 
ELIGIBILITY 

1. FAA SEC. 481. Has it been No 
determined t h a t  t h e  government of t he  
r e c i p i e n t  country has f a i l e d  t o  t ake  
adequate s t e p s  t o  prevent  n a r c o t i c  
drugs  and o t h e r  c o n t r o l l e d  subs tances  
( a s  def ined  by t h e  Comprehensive Drug 
Abuse Prevention and Cont ro l  A c t  of 
1970) produced o r  processed,  i n  whole 
o r  i n  p a r t ,  i n  such count ry ,  o r  t r ans -  
por ted  through such count ry ,  from 
being so ld  i l l e g a l l y  w i t h i n  t h e  j u r i s -  
d i c t i o n  of such count ry  t o  U.S. Go- 
vernment personnel  o r  t h e i r  depen- 
den t s ,  or from e n t e r i n g  t h e  U.S. un- 
lawful ly?  

2. FAA Sec. 620(c) .  I f  a s s i s t -  No 
ance is t o  a government, is t h e  go- 
vernment l i a b l e  a s  debtor  o r  uncondi- 
t i o n a l  guarantor  on any d e b t  t o  a U.S. 
c i t i z e n  f o r  goods or s e r v i c e s  fur -  
nished o r  ordered where ( a )  such c i t i -  
zen has exhausted a v a i l a b l e  l e g a l  re- 
medies and (b) t h e  deb t  is no t  denied 
o r  con tes t ed  by such government? 

3. FAA Sec. 620. (e)  (1). I f  as- N/A 
s i s t a n c e  is t o  a government, has  it 
( inc luding  government agencies  or sub- 
d i v i s i o n s )  taken  any a c t  ion  which has 
t h e  e f f e c t  of n a t i o n a l i z i n g ,  expro- 
p i a t i n g ,  o r  o therwise  s e i z i n g  owner- 
s h i p  o r  c o n t r o l  of  proper ty  of ' U.S. 
c i t i z e n s  or e n t i t i e s  b e n e f i c i a l l y  
owned by them without tak ing  s t e p s  to  
d i scha rge  i t s  o b l i g a t i o n s  toward such 
c i t i z e n s  o r  e n t i t i e s ?  

4. FAA Sec. 532(c) ,  620(a ) ,  620- No 
( f ) ,  620D; FYI982 Appropiation A c t  
Secs. 512 and 513. Is r e c i p i e n t  coun- 
t r y  a Communist country? W i l l  assist- 
ance be provided t o  Angola, Cambodia, 



Cuba, Laos, Vietnam, S y r i a ,  Libya,  
I r a q ,  or South Yemen? W i l l  a s s i s t a n c e  
be p rov ided  to Afghanis tan  or Mozambi- 
que w i thou t  a waiver? 

5. ISDCA of 1981 Secs .  724, 727 
and 730. For  s p e c i f i c  r e s t r i c t i o n s  on  
a s s i s t a n c e  t o  Nicaragua,  see Sec. 724 
o f  t h e  ISDCA of 1981. For  s p e c i f i c  
r e s t r i c t i o n s  on  a s s i s t a n c e  to  E l  Salva-  
d o r ,  s e e  Secs .  727 and 730 o f  t h e  ISDCA 
of  1981. 

6. FAA Sec. 6 2 0 ( j ) .  Has t h e  
c o u n t r y  p e r m i t t e d ,  or f a i l e d  to  t a k e  
adequa te  measures  t o  p r e v e n t ,  t h e  dam- 
age  or d e s t r u c t i o n  by mob a c t i o n  o f  
U. S. p rope r ty?  

7. FAA Sec. 620 (1 ) .  Has t h e  
c o u n t r y  f a i l e d  to  e n t e r  i n t o  a n  agree-  
ment w i th  OPIC? 

8. FAA Sec. 620(o)  ; Fishermen ' s ,  
P r o t e c t i v e  Act of  1967, as amended, 
Sec.  5. (a) H a s  t h e  c o u n t r y  s e i z e d ,  or 
imposed any p e n a l t y  or s a n c t i o n  a- 
g a i n s t ,  any U.S. f i s h i n g  a c t i v i t i e s  i n  
i n t e r n a t i o n a l  wa te rs?  

(b) I f  so, h a s  any deduc t i on  
r equ i r ed  by t h e  Fishermen's  P r o t e c t i v e  
Act  been made? 

9. FAA Sec. 620(q) ; FY 1982 &- 
p r o p r i a t i o n  A c t  Sec. 517. (a) H a s  t h e  
government of  t h e  r e c i p i e n t  c o u n t r y  
been i n  d e f a u l t  f o r  more t h a n  s i x  
months on  i n t e r e s t  or p r i n c i p a l  o f  any 
A.I.D. l o a n  t o  t h e  coun t ry?  (b )  Has 
t h e  coun t ry  been i n  d e f a u l t  f o r  more 
t h a n  one y e a r  on  i n t e r e s t  or p r i n c i p a l  
on  any U.S. l o a n  under a program f o r  
which t h e  a p p r o p r i a t i o n  b i l l  appro- 
p r i a t e s  funds?  

10. FAASec. If contem- 
p l a t e d  a s s i s t a n c e  is development l o a n  
or from Economic Suppor t  Fund, h a s  t h e  
Admin i s t r a t o r  t a k e n  i n t o  account  t h e  
amount of f o r e i g n  exchange or o t h e r  
r e sou rce s  which t h e  c o u n t r y  h a s  s p e n t  
o n  m i l i t a r y  equipment? (Refe rence  may 

N o  

Y e s ,  S e c s t a t e  waiver  i s s u e d  Feb. 1982 

Y e s ,  t aken  i n t o  accoun t  by the admi- 
n i s t r a t o r  a t  t h e  t i m e  o f  app rova l  
o f  Agency OYB 



be made t o  t h e  a n n u a l  "Taking i n t o  Con- 
s i d e r a t i o n "  memo: " Y e s ,  t a k e n  i n t o  ac- 
c o u n t  by t h e  A d m i n i s t r a t o r  a t  time o f  
a p p r o v a l  o f  Agency OYB." T h i s  a p p r o v a l  
by t h e  O p e r a t i o n a l  Year Budget c a n  be 
t h e  b a s i s  f o r  a n  a f f i r m a t i v e  answer 
d u r i n g  t h e  f i s c a l  y e a r  u n l e s s  s i g n i f i -  
c a n t  changes  i n  c i r c u m s t a n c e s  occur . )  

11. FAA Sec. 6 2 0 ( t ) .  H a s  t h e  No 
c o u n t r y  s e v e r e d  d i p l o m a t i c  r e l a t i o n s  
w i t h  t h e  Uni ted S t a t e s ?  I f  SO, have 
t h e y  been resumed and have new b i l a t e -  
r a l  a s s i s t a n c e  agreements  been nego- 
t ia ted  and e n t e r e d  i n t o  s i n c e  such re- 
sumpt ion?  

12. FAA Sec.  6 2 0 ( u ) .  What is t h e  Cos ta  Rica i s  mee t ing  i t s  U.N. o b l i -  
payment s t a t u s  of t h e  c o u n t r y ' s  U.N. g a t i o n s  . 
o b l i g a t i o n s ?  I f  t h e  c o u n t r y  is i n  ar- 
rears, were such  a r r e a r a g e s  t a k e n  i n t o  
a c c o u n t  by t h e  A.I .D.  A d m i n i s t r a t o r  i n  
de te rming  t h e  c u r r e n t  A.I.D. Opera t io -  
n a l  Year Budget? (Refe rence  may be 
made to  t h e  Taking i n t o  C o n s i d e r a t i o n  
memo. ) 

13. FAA Sec.  620A; FY 1982 Appro- No. 
p r i a t i o n  A c t  Sec. 520. H a s  t h e  c o u n t r y  
aided or a b e t t e d ,  by g r a n t i n g  s a n c t u a r y  
from p r o s e c u t i o n  to, any i n d i v i d u a l  or 
group  which h a s  commited a n  act o f  in- 
t e r n a t i o n a l  t e r r o r i s m ?  Has t h e  c o u n t r y  No. 
a i d e d  or a b e t t e d ,  by g r a n t i n g  s a n c t u a r y  
from p r o s e c u t i o n  to, any i n d i v i d u a l  or 
group  which h a s  committed a war cr ime? 

14. FAA Sec.  666. Does t h e  coun- No. 
t r y  o b j e c t ,  o n  t h e  b a s i s  o f  race, reli- 
g i o n ,  n a t i o n a l  o r i g i n  or s e x ,  to  t h e  
p r e s e n c e  o f  any o f f i c e r  or employee o f  
t h e  U.S. who is p r e s e n t  i n  such  c o u n t r y  
t o  c a r r y  o u t  economic development pro- 
grams under t h e  FAA? 

15. FAA Sec.  669, 670. Has t h e  No. 
c o u n t r y ,  a f t e r  August 3, 1977, d e l i -  
ve red  or r e c e i v e d  n u c l e a r  enr ichment  or 
r e p r o c e s s i n g  equipment,  m a t e r i a l s ,  or 
t echnology ,  w i t h o u t  s p e c i f i e d  a r range-  



ments o r  s a f egua rds?  H a s  it t r a n s -  
f e r r e d  a n u c l e a r  e x p l o s i v e  d e v i c e  t o  a 
non-nuclear weapon s ta te ,  or i f  such  a 
s t a t e ,  e i t h e r  r e ce ived  o r  de tona t ed  a 
nuc l ea r  e x p l o s i v e  d e v i c e ,  a f t e r  August 
3, 1977? (FAA Sec. 620E p e r m i t s  a spe- 
c i a l  waiver o f  Sec. 699 f o r  Pak is tan . )  

16. ISDCA o f  1981 Sec.  720. Was N o .  
t h e  coun t ry  r ep r e sen t ed  a t  t h e  Meeting 
o f  M i n i s t e r s  of  Fore ign  A f f a i r s  and 
Heads of  De l ega t i ons  o f  t h e  Non-Aligned 
C o u n t r i e s  to  t h e  36th Genera l  S e s s i o n  
o f  t h e  General  Assembly o f  t h e  U.N. o f  
Sep t .  25 and 28, 1981, and f a i l e d  to  
d i s a s s o c i a t e  i t s e l f  from t h e  communique 
i s sued?  I f  so, ha s  t h e  P r e s i d e n t  t a k e n  
it i n t o  account?  (Refe rence  may be 
made t o  the Taking i n t o  c o n s i d e r a t i o n  
memo. ) 

17. ISDCA of  1981 Sec.  721. See  N/A 
s p e c i a l  requ i rments  f o r  a s s i s t a n c e  t o  
H a i t i .  

B. FUNDING SOURCE CRITERIA FOR (30UNTRY 
E L I G I B I L I W  

1. Development A s s i s t a n c e  Country 
C r i t e r i a .  

a. FAA Sec. 116. H a s  t h e  The Department o f  S t a t e  h a s  n o t  so 
Department o f  S t a t e  determined t h a t  de te rmined  
t h i s  government h a s  engaged i n  a con- 
s i s t e n t  p a t t e r n  o f  g r o s s  v i o l a t i o n s  o f  
i n t e n a t i o n a l l y  recognized human 
r i g h t s ?  I f  so, c a n  it be demons t ra ted  
t h a t  contemplated a s s i s t a n c e  w i l l  d i -  
r e c t l y  b e n e f i t  t h e  needy? 

2, Economic Support  Fund Country 
C r i t e r i a  

a. FAA Sec. 5023. H a s  it No. 
been determined t h a t  t h e  c o u n t r y  ha s  
engaged i n  a c o n s i s t e n t  p a t t e r n  of  
g r o s s  v i o l a t i o n s  o f  i n t e r n a t i o n a l l y  
recognized human r i g h t s ?  I f  so, h a s  
t h e  coun t ry  made such s i g n i f i c a n t  i m -  
provements i n  its human r i g h t s  r e co rd  
t h a t  f u r n i s h i n g  such a s s i s t a n c e  is i n  



t h e  n a t i o n a l  i n t e r e s t ?  

b. ISDCA of 1981, Sec. - 725- N/A 
(b) . I f  ESF is t o  be fu rn i shed  to  Ar-  - 
gen t ina ,  has  t h e  P r e s i d e n t  c e r t i f i e d  
t h a t  (1) t h e  Government of Argentina 
has  made s i g n i f i c a n t  p rog re s s  i n  human 
r i g h t s ;  and (2) t h a t  t h e  p rov i s ion  of  
such a s s i s t a n c e  is i n  t h e  n a t i o n a l  in- 
terest  of t h e  U.S.? 

c. ISDCA of  1981, Sec. 726- N/A 
( b ) .  I f  ESF a s s i s t a n c e  is to  be f u r -  - 
nished  to  Ch i l e ,  ha s  t h e  P r e s i d e n t  cer- 
t i £  i ed  t h a t  (1) t h e  Government pf Ch i l e  
has  made s i g n i f i c a n t  p rog re s s  i n  human 
r i g h t s ;  (2)  it is i n  t h e  n a t i o n a l  in- 
terest of  t h e  U.S.; and (31 t h e  Govern- 
ment of Ch i l e  is n o t  a i d i n g  i n t e r n a t i o -  
n a l  terrorism and has  taken  s t e p s  to  
b r ing  to  j u s t i c e  t hose  i n d i c t e d  i n  con- 
nec t ion  wi th  t h e  murder o f  Orlando Le- 
t e l i e r ?  

5C ( 2) PROJECT CHECKLIST 

L i s t e d  below are s t a t u t o r y  c r i t e r i a  
a p p l i c a b l e  to  p r o j e c t s .  Th i s  s e c t i o n  
is d iv ided  i n t o  t w o  p a r t s .  P a r t  A. 
i nc ludes  c r i t e r i a  a p p l i c a b l e  to  a l l  
p r o j e c t s .  P a r t  B. a p p l i e s  t o  p f o j e c t s  
funded from spec  i f  ic sou rces  only: 
B . l .  a p p l i e s  t o  a l l  p r o j e c t s  funded 
with Development Ass i s t ance  Funds, B.2. 
a p p l i e s  to  p r o j e c t e s  funded wi th  Deve- 
lopment Ass i s t ance  loans ,  and B.3. ap- 
p l i e s  t o  p r o j e c t s  funded from ESF. 

CROSS REFERENCES : IS COUNTRY CHECKLIST 
UP TO DATE? HAS 
STANDARD ITEM CHECK- 
LIST BEEN REVIEWED 
FOR THIS PROJECT? 



A. GENERAL CRITERIA FOR PROJECT 

1. FY 1982 Appropr ia t ion  A c t  
Sec. 523; FAA Sec. 634A; 
Sec. 653 (b ) .  

( a )  Descr ibe how author-  
i z i n g  and a p p r o p r i a t i o n s  committees of 
Sena te  and House have been o r  w i l l  be 
n o t i f i e d  concerning t h e  p r o j e c t 1  (b)  is 
a s s i s t a n c e  w i t h i n  (Ope ra t iona l  Year 
Budget) count ry  o r  i n t e r n a t i o n a l  orga- 
n i z a t i o n  a l l o c a t i o n  repor ted  t o  Con- 
g r e s s  (or no t  more than  $1  m i l l i o n  over  
t h a t  amount?) 

2. FAA Sec. 611(a)  (1) P r i o r  
t o  o b l i g a t i o n  i n  exces s  of $100,000 
w i l l  t h e r e  be (a )  engineer ing ,  f inan-  
c i a l  o r  o t h e r  p l a n s  necessary  t o  c a r r y  
o u t  t h e  a s s i s t a n c e  and (b)  a reasonably 
f i r m  e s t i m a t e  of t h e  cost t o  t h e  U.S. 
of t h e  a s s i s t a n c e ?  

3. FAA Sec. 611 ( a )  (2)  . I f  
f u r t h e r  l e g i s l a t i v e  a c t i o n  is requi red  
w i t h i n  r e c i p i e n t  coun t ry ,  what is  b a s i s  
f o r  reasonable  e x p e c t a t i o n  t h a t  such 
a c t i o n  w i l l  be completed i n  t i m e  t o  
pe rmi t  o r d e r l y  accomplishment of pur- 
pose o f  t h e  a s s i s t a n c e ?  

4. FAA Sec. 611 (b ) ;  FY 1982 
Appropr ia t ion  A c t  Sec, 501. I f  f o r  
water - re la ted  l and  resource  cons t ruc-  
t i o n ,  ha s  p r o j e c t  m e t  t h e  s t a n d a r d s  and 
c r i t e r i a  a s  set f o r t h  i n  t h e  P r i n c i p l e s  
and S tandards  f o r  Planning Water and 
Related Land Resources,  da t ed  October 
25, 1973? (See A I D  Handbook 3 f o r  new 
g u i d e l i n e s .  ) 

5. FAA Sec,  611 (e ) .  I f  pro- 
ject is c a p i t a l  a s s i s t a n c e  (e.g., cons- 
t r u c t i o n )  , and a l l  U.S. a s s i s t a n c e  f o r  
it w i l l  exceed $1 m i l l i o n ,  has  Mission 
D i r e c t o r  c e r t i f i e d  and Regional  A s s i s t -  
a n t  Adminis t ra tor  t aken  i n t o  cons idera-  
t i o n  t h e  c o u n t r y ' s  c a p a b i l i t y  e f f e c -  
t i v e l y  t o  main ta in  and u t i l i z e  t h e  pro- 
j e c t ?  

The committee on a p p r o p r i a t i o n s  
of t h e  Sena t e  and t h e  House were 
n o t i f i e d  of t h i s  p r o j e c t  through 
t h e  Congressional  P r e s e n t a t i o n ,  and 
a Congressional  N o t i f i c a t i o n  adv i s ing  
them of A . I . D . ' s  i n t e n t i o n  t o  f i nance  
t h e  l o a n  a t  t h e  l e v e l  ass igned  
i n  t h e  OYB. 

Y e s .  

Y e s .  



6. FAA Sec. 209. Is p r o j e c t  
s u s c e p t i b l e  t o  execution a s  p a r t  of 
r eg iona l  o r  m u l t i l a t e r a l  p r o j e c t ?  I f  
so, why is p r o j e c t  not  s o  executed? 
Information and conclusion whether as-  
s i s t a n c e  w i l l  encourage r eg iona l  deve- 
lopment programs. 

7 .  FAA Sec. 601(a) Informa- 
t ion  and conclus ions  whether p r o j e c t  
w i l l  encourage e f f o r t s  of t h e  country 
to: ( a )  i nc rease  t h e  flow of in te rna-  
t i o n a l  t rade ;  (b) f o s t e r  p r i v a t e  i n i -  
t i a t i v e  and competi t ion;  and (c) en- 
courage development and use  of coopera- 
t i v e s ,  and c r e d i t  unions, and savings 
and loan  a s soc ia t ions ;  (d) discourage 
monopolis t ic  p r a c t i c e s ;  ( e )  improve 
t e c h n i c a l  e f f i c i e n c y  of i ndus t ry ,  ag r i -  
c u l t u r e  and commerce; and ( f )  s t r eng th -  
en  f r e e  l abor  unions. 

8. FAA Sec. 601(b ) .  Infor -  
mation and conclus ions  on how p r o j e c t  
w i l l  encourage U.S. p r i v a t e  t r a d e  and 
investment abroad and encourage p r i v a t e  
U.S. p a r t i c i p a t i o n  i n  f o r e i g n  a s s i s t -  
ance programs ( inc luding  use of p r i v a t e  
t r a d e  channels  and t h e  s e r v i c e s  of U.S. 
p r i v a t e  e n t e r p r i s e .  ) 

9. FAA Sec. 612(b ) ,  636(h) t 
FY 1982 Appropriat ion Act Sec. 507. 
Describe s t e p s  taken t o  a s su re  t h a t ,  t o  
t h e  maximum e x t e n t  poss ib l e ,  t h e  coun- 
t r y  is con t r ibu t ing  l o c a l  c u r r e n c i e s  t o  
meet t he  c o s t  of c o n t r a c t u a l  and o t h e r  
s e rv ices ,  and fo re ign  c u r r e n c i e s  owned 
by the  U.S. a r e  u t i l i z e d  i n  l i e u  of 
d o l l a r s .  

10. FAA Sec. 612(d) .  Does 
t h e  U.S. own excess  f o r e i g n  currency of 
t h e  country and, i f  so what arrange- 
ments have been made f o r  i t s  re l ease?  

11. FAA Sec. 601(e) .  W i l l  
t h e  p r o j e c t  u t i l i z e  compet i t ive  se lec-  
t i o n  procedures f o r  t h e  awarding of 
c o n t r a c t s ,  except  where app l i cab le  
procurement r u l e s  al low otherwise? 

No. 

he p r o j e c t  is  s p e c i f i c a l l y  desgined 
t o  encourage a ,  b,  and . Items c ,  d 
and f a r e  l i k e l y  t o  de  i n d i r e c t l y  
encouraged. 

The p r o j e c t  a s  envisioned w i l l  r e juvena te  
a p r i v a t e  f i n a n c i a l  i n s t i t u t i o n  which w i l l  
have continued/increased r e l a t i o n s h i p s  
with numerous U.S. f i n a n c i a l  i n s t i t u -  
t i o n s .  

Yes. 



12. FY 1982 Appropriat ion A c t  
Sec. 521. I f  Ass i s t ance  is f o r  t h e  
product ion  o f  any commodity f o r  expor t ,  
is t h e  commodity l i k e l y  t o  be i n  sur-  
p l u s  on  world markets  a t  t h e  t i m e  t h e  
r e s u l t i n g  p roduc t ive  c a p a c i t y  becomes 
o p e r a t i v e ,  and is such a s s i s t a n c e  l i k e -  
l y  t o  cause  s u b s t a n t i a l  i n j u r y  t o  U.S. 
p roducers  of t h e  same, s i m i l a r  o r  com- 
pe t ing  commodity? 

13. FAA 118(c)  and (d l .  Does 
t h e  p r o j e c t  comply wi th  t h e  environmen- 
t a l  p rocedures  set f o r t h  i n  A.I.D. Re- 
g u l a t i o n  16? Does t h e  p r o j e c t  o r  pro- 
gram t a k e  i n t o  c o n s i d e r a t i o n  t h e  prob- 
l e m  of t h e  d e s t r u c t i o n  of  t r o p i c a l  fo- 
r e s t s ?  

14 .  FAA 121(d ) .  I f  a Sahe l  
p r o j e c t ,  has  a de t e rmina t ion  been made 
t h a t  t h e  h o s t  government has  an ade- 
q u a t e  system f o r  account ing f o r  and 
c o n t r o l l i n g  r e c e i p t  and expend i tu re  of 
p r o j e c t  funds  ( d o l l a r s  o r  l o c a l  cur ren-  
c y  genera ted  theref rom)?  

B FUNDING CRITERIA FOR PROJECT 

1. Development Ass i s tance  
P r o j e c t  C r i t e r i a  

a. FAA Sec. 1 0 2 ( b ) ,  
111 1 1 3  2 8 1 a  Ex ten t  t o  which ac- 
t i v i t y  w i l l  ( a )  e f f e c t i v e l y  involve  t h e  
poor i n  development, by extending ac- 
cess t o  economy a t  l o c a l  l e v e l ,  in- 
c r e a s i n g  l abo r - in t ens ive  product ion  of  
a p p r o p r i a t e  technology,  spreading in- 
vestment o u t  from ci t ies  to  sma l l  towns 
and r u r a l  a r e a ,  and in su r ing  wide par- 
t i c i p a t i o n  of t h e  poor i n  t h e  b e n e f i t s  
of development on a s u s t a i n e d  b a s i s ,  
using t h e  a p p r o p r i a t e  U.S. i n s t i t u -  
t i o n s ;  (b)  he lp  develop coope ra t i ve s ,  
e s p e c i a l l y  by t e c h n i c a l  a s s i s t a n c e ,  t o  
a s s i s t  r u r a l  and urban poor t o  he lp  
themselves  toward b e t t e r  l i f e ,  and o- 
therwise  encourage democrat ic  p r i v a t e  
and l o c a l  governmental i n s t i t u t i o n s ;  

Analys i s  p r e d i c t s  t h a t  the p r o j e c t  
w i l l  : 
o S u b s t a n t i a l l y  g e n e r a t e  new and 

p r e s e r v e  e x i s t i n g  employment, 
i n c l u d i n g  a r e a s  of employment 
having l a r g e  female work f o r c e s  ; 

o i n c r e a s e  l a b o r  i n t e n s i v e  produc- 
t i o n ;  and 

o improve t h e  q u a l i t y  o f  l i f e  o f  
r u r a l  a s  w e l l  a s  urban dwe l l e r s .  



(c) suppo r t  t h e  s e l f - h e l p  e f f o r t s  of 
deve lop ing  c o u n t r i e s 1  (d)  promote t h e  
p a r t i c i p a t i o n  of  women i n  t h e  n a t i o n a l  
economies of developing c o u n t r i e s  and 
t h e  improvement of  women's s t a t u s ;  and 
(e) u t i l i z e  and encourage r e g i o n a l  
coope ra t i on  by deve lop ing  c o u n t r i e s ?  

b. FAA Sec. 103, 103A, Yes. 
104, 105, 106. Does t h e  p r o j e c t  f i t  
t h e  c r i t e r ia  f o r  t h e  t y p e  of  f u n d s  
( f u n c t i o n a l  account )  being used? 

c. FAA Sec. 107. Is N/A 
emphasis on u se  of a p p r o p r i a t e  techno- 
l ogy  ( r e l a t i v e l y  s m a l l e r ,  cos t - sav ing  , 
labor-using t e c h n o l o g i e s  t h a t  are gene- 
r a l l y  most a p p r o p r i a t e  f o r  t h e  small 
farms,  small bus ine s se s ,  and small in -  
comes of  t h e  p o o r ) ?  

d. FAA Sec. 1 1 0 ( a ) .  Yes. 
W i l l  t h e  r e c i p i e n t  coun t ry  p rov ide  a t  
least  25% of  t h e  c o s t s  of  t h e  program, 
p r o j e c t s ,  or a c t i v i t y  w i th  r e s p e c t  to  
which t h e  a s s i s t a n c e  is t o  be  f u r n i s h e d  
(or is t h e  l a t t e r  cos t - sha r i ng  requ i re -  
ment being waived f o r  a " r e l a t i v e l y  
least developed" c o u n t r y ) ?  

e. FAA Sec. 110 (b ) .  N/A 
W i l l  g r a n t  c a p i t a l  a s s i s t a n c e  be d i s -  
bursed f o r  p r o j e c t  over  more t h a n  3 
y e a r s ?  I f  so, h a s  j u s t i f i c a t i o n  s t a -  
t i s f a c t o r y  t o  Congress been made, and 
e f f o r t s  f o r  o t h e r  f i n a n c i n g ,  o r  is t h e  
r e c i p i e n t  coun t ry  " r e l a t i v e l y  leas t  
developed"? (M.O. 1232.1 d e f i n e d  a 
c a p i t a l  p r o j e c t  as " t h e  c o n s t r u c t i o n ,  
expansion,  equ ipp ing  o r  a l t e r a t i o n  of  a 
p h y s i c a l  f a c i l i t y  or f a c i l i t i e s  f inanc-  
ed by A.I.D. d o l l a r  a s s i s t a n c e  o f  n o t  
less t h a n  $100,000, i nc lud ing  r e l a t e d  
adv i so ry ,  manager ia l  and t r a i n i g  s e r v i -  
ces, and n o t  under taken a s  p a r t  of  a 
p r o j e c t  o f  a predominant ly  t e c h n i c a l  
a s s i s t a n c e  cha rac t e r . "  

f .  FAA Sec. 122 (b ) .  yes .  
Does t h e  a c t i v i t y  g i v e  r ea sonab l e  pro- 



mise of c o n t r i b u t i n g  t o  t h e  development 
of economic resources ,  o r  t o  t h e  in- 
c r e a s e  of product ive  c a p a c i t i e s  and 
se l f - sus t a in ing  economic growth? 

g. FAA Sec. 281(b) .  
Describe e x t e n t  t o  which program recog- 
n i z e s  t h e  p a r t i c u l a r  needs, d e s i r e s ,  
and c a p a c i t i e s  of t h e  people of t h e  
count ry ;  u t i l i z e s  t h e  c o u n t r y ' s  i n t e l -  
l e c t u a l  resources  t o  encourage i n s t i t u -  
t i o n a l  development; and suppor ts  c i v i l  
educa t ion  and t r a i n i n g  i n  s k i l l s  re- 
qu i red  f o r  e f f e c t i v e  p a r t i c i p a t i o n  i n  
governmental p roces ses  e s s e n t i a l  t o  
self-government.  

2. Development Ass is tance  
P r o j e c t  C r i t e r i a  (Loans Only) 

a. FAA Sec. 1 2 2 ( b ) .  
Information and conclus ion  on c a p a c i t y  
of t h e  country t o  repay t h e  loan ,  a t  a 
reasonable r a t e  of i n t e r e s t .  

b. FAA Sec. 620(d) . I f  
a s s i s t a n c e  f o r  any product ive  e n t e r -  
p r i s e  which w i l l  compete wi th  U.S. en- 
t e r p r i s e s ,  i s  t h e r e  an  agreement by t h e  
r e c i p i e n t  country t o  prevent  expor t  t o  
t h e  U.S. of more than  20% of t h e  e n t e r -  
p r i  set s annual  product ion  dur ing  t h e  
l i f e  of  t h e  loan? 

c. ISDCA of 1981, Sec. 
724 (c) and (d)  . I f  f o r  Nicaragua, does  
t h e  loan  agreement r e q u i r e  t h a t  t h e  
funds be used t o  t h e  maximum e x t e n t  
p o s s i b l e  f o r  t h e  p r i v a t e  s e c t o r ?  Does 
t h e  p r o j e c t  provide  f o r  monitor ing un- 
d e r  FAA Sec. 624(g)?  

3. Economic Support Fund 
P r o j e c t  C r i t e r i a  

a. FAA Sec. 531(a ) .  
W i l l  t h i s  a s s i s t a n c e  promote economic 
o r  p o l i t i c a l  s t a b i l i t y ?  To t h e  e x t e n t  
p o s s i b l e ,  does it r e f l e c t  t h e  p o l i c y  
d i r e c t i o n s  of FAA S e c t i o n  102? 

The program suppor t s  a Costa Rican 
i n i t i a t i v e .  

The country i s  undergoing seve re  
economic problems. Nevertheless  it 
appears  q u i t e  capable o f  repaying  
t h e  loan.  



b. FAA Sec. 531(c). N/A 
Will assistance under this chapter be 
used for military, or paramilitary ac- 
t ivi t ies? 

c. FAA Sec. 534. Will No. 
ESF funds be used to finance the cons- 
truction of the operation or mainten- 
ance of, or the supplying of fuel for, 
a nuclear facility? If so, has the 
President certified that such use of 
funds is indispensable to nonprolifera- 
tion objectives? 

d. FAA Sec. 609. If N/A 
commodities are to be granted so that 
sale proceeds will accrue to the reci- 
pient country, have Special Account 
(counterpart) arrangements been made? 

5C ( 3) STANDARD ITEM CHECKLIST 

Listed below are the statuatoty items 
which normally will be covered routine- 
ly in those provisions of an assistance 
agreement dealing with its implementa- 
tion, or covered in the agreement by 
imposing limits on certain uses of 
funds. 

These items are arranged under the ge- 
neral headings of (A) Procurement, (B) 
Construction and (C) Other Restrictions. 

A. Procurement 

1. FAA Sec. 602. Are there Yes. 
arrangements to permit U.S. small busi- 
ness to participate equitably in the 
furnishing of commodities and services 
f inanced? 

2. FAA Sec. 604(a). Will all Yes. 
procurement be from the U.S. except as 
otherwise determined by the President 
or under delegation from him? 

3. FAA Sec. 604(d). If the The country does not so discriminate. 

cooperating country discriminates a- 
gainst marine insurance companies 



au tho r i zed  t o  do  bus ines s  i n  t h e  U.S., 
w i l l  commodities be i n su red  i n  t h e  U- 
n i t e d  S t a t e s  a g a i n s t  marine r i s k  wi th  
such a company? 

1980 Sec. 705(a)  I f  o f f s h o r e  procure- 
ment of  a g r i c u l t u r a l  commodity o r  pro- 
d u c t  is to be f inanced ,  is t h e r e  provi-  
s ion  a g a i n s t  such procurement when t h e  
domest ic  p r i c e  of  such commodity is 
less t h a n  p a r i t y ?  (Except ion where 
commodity f inanced  could no t  reasonably 
be procured i n  U.S.) 

5. FAA Sec. 604 ( 9 ) .  W i l l  No. 

c o n s t r u c t i o n  o r  engineer ing  s e r v i c e s  be 
procured from f i r m s  of c o u n t r i e s  o the r -  
w i s e  e l i g i b l e  under Code 941, b u t  which 
have a t t a i n e d  a compe t i t i ve  c a p a b i l i t y  
i n  i n t e r n a t i o n a l  markets  i n  one o r  
t h e s e  a r ea s?  

6. FAA Sec. 603. Is t h e  No. 

sh ipping  excluded from compliance wi th  
requirement  i n  s e c t i o n  901(b)  of t h e  
Merchant Marine A c t  of  1936, a s  amend- 
ed,  t h a t  a t  l e a s t  50 pe rcen t  of t h e  
g r o s s  tonnage of  commodities (computed 
s e p a r a t e l y  f o r  d r y  bulk c a r r i e r s ,  d r y  
c a r g o  l i n e r s ,  and t a n k e r s )  f inanced  
s h a l l  be t r a n s p o r t e d  on  p r i v a t e l y  owned 
U.S. f l a g  commercial v e s s e l s  to  t h e  
e x t e n t  t h a t  such v e s s e l s  a r e  a v a i l a b l e  
a t  f a i r  and reasonable  r a t e s ?  

7. FAA Sec. 621. I f  t echni -  Y e s .  

c a l  a s s i s t a n c e  is f inanced ,  w i l l  such 
a s s i s t a n c e  be fu rn i shed  by p r i v a t e  en- 
terprise on  a c o n t r a c t  b a s i s  to  t h e  
f u l l e s t  e x t e n t  p r a c t i c a b l e ?  I f  t h e  
f a c i l i t i e s  of  o t h e r  Fede ra l  agenc i e s  
w i l l  be u t i l i z e d ,  a r e  t h e y  p a r t i c u l a r l y  
s u i t a b l e ,  no t  compe t i t i ve  wi th  p r i v a t e  
e n t e r p r i s e ,  and made a v a i l a b l e  wi thout  
undue i n t e r f e r e n c e  wi th  domest ic  pro- 
grams? 

No such procurement is a n t i c i p a t e d .  

8 I n t e r n a t i o n a l  A i r  Trans- N/A 
p o r t .  F a i r  Competi t ive P r a c t i c e s  



Act, 1974 If air transportation of 
persons or property is financed on 
grant basis, will U.S. carriers be used 
to the extent such service is available? 

9 FY 1982 Appropriation Act N/A 
Sec. 504. If the U.S. Government is a 
party to a contract for procurement, 
does the contract contain a provision 
authorizing termination of such con- 
tract for the convenience of the United 
States? 

B. Construction 

1. FAA Sec. 601(d) If capi- N/ A 

tal (e.g., construction) project, will 
U.S. engineering and professional ser- 
vices be used? 

2. FAA Sec. 611(c). If con- Yes. 

tracts for construction are to be fi- 
nanced, will they be let on a competi- 
tive basis to maximun extent practica- 
ble? 

3. FAA Sec. 620(k). If for It will not. 
construction of productive enterprise, 
will aggregate value of assistance to 
be furnished by the U.S. not exceed 
$100 million (except for productive 
enterprises in Egypt that were des- 
cribed in the Cp)? 

C. Other Restrictions 

1. FAA Sec. 122(b). If de- Yes. 

velopment loan, is interest rate at 
least 2% per annum during grace period 
and at least 3% per annum thereafter 

2. FAA Sec. 301(d). If fund N/A 
is established solely by U.S. contribu- 
tions and administered by an interna- 
tional organization, does Comptroller 
General have audit rights? 

3. FAA Sec. 620(h). Do ar- Yes. 
rangements exist to insure that United 
States foreign aid is not used in a 
manner which, contrary to the best 



i n t e r e s t s  of t h e  United S t a t e s ,  pro- 
motes o r  a s s i s t s  t h e  f o r e i g n  a i d  pro- 
j e c t s  o r  a c t i v i t i e s  of t h e  Communist- 
b loc  coun t r i e s?  

4. W i l l  a r rangements  pre- 
c l u d e  use of  f inanc ing:  

a. FAA Sec. 1 0 4 ( f ) ;  FY Yes. 
1982 Appropriat ion A c t  Sec, 525: (1) 
To pay f o r  performance of  a b o r t i o n s  a s  
a method of  fami ly  p lanning  o r  to  mo- 
t i v a t e  o r  coe rce  persons  to  p r a c t i c e  
abo r t i ons ;  (2) to  pay f o r  performance 
o f  i nvo lun ta ry  s t e r i l i z a t i o n  a s  method 
of fami ly  planning,  or to  coerce or 
p rov ide  f i n a n c i a l  i n c e n t i v e  t o  any per- 
son to  undergo s t e r i l i z a t i o n ;  (3) t o  
pay f o r  any biomedical r e sea rch  which 
r e l a t e s ,  i n  whole or p a r t ,  t o  methods 
or t h e  performance of a b o r t i o n s  or in- 
vo lun ta ry  s t e r i l i z a t i o n s  a s  a means o f  
fami ly  planning! ( 4 )  t o  lobby f o r  abor- 
t ion? ' 

b. FAA Sec. 620(g) .  To Yes. 
compensate owners f o r  exp rop r i a t ed  na- 
t i o n a l i z e d  proper ty?  

c. FAA Sec. 660. To Y e s .  
p rov ide  t r a i n i n g  or adv ice  or provide  
any f i n a n c i a l  support  f o r  p o l i c e ,  p r i -  
sons ,  o r  o t h e r  law enforcement f o r c e s ,  
excep t  f o r  n a r c o t i c s  programs? 

d. FAA Sec, 662 . For Yes. 
C I A  a c t i v i t i e s ?  

e. FAA Sec. 6 3 6 ( i ) .  Yes. 
For purchase,  s a l e ,  long-term l e a s e ,  
exchange or guaran ty  of  t h e  s a l e  of 
motor v e h i c l e s  manufactured o u t s i d e  
U. S., u n l e s s  a waiver is obta ined?  

f .  FY 1982 Appropria- yes .  
t i o n  A c t ,  Sec. 503, To pay pensions,  
a n n u i t i e s ,  r e t i r emen t  pay, or ad jus t ed  
s e r v i c e  compensation f o r  m i l i t a r y  per- 
sonnel?  



g. FY 1982 Appropria- Yes. 
t i o n  A c t ,  Sec. 505. To pay U.N. as-  
sessments ,  a r r e a r a g e s  or dues?  

h. FY 1982 Appropria- Y e s .  
t i o n  Act, Sec. 506. To c a r r y  o u t  pro- 
v i s o n s  o f  FAA s e c t i o n  209(d) ( T r a n s f e r  
o f  FAA funds  t o  m u l t i l a t e r a l  o rgan iza-  
t i o n s  f o r  l e n d i n g ) ?  

i. FY 1982 Appropria- Y e s .  
t i o n  A c t ,  Sec. 510. To f i n a n c e  t h e  
e x p o r t  o f  n u c l e a r  equipment,  f u e l ,  o r  
technology or to t r a i n  f o r e i g n  na t i o -  
n a l s  i n  n u c l e a r  f i e l d s ?  

j. FY 1982 Appropria- N/A 
t i o n  Act, Sec. 511 W i l l  a s s i s t a n c e  be 
provided f o r  t h e  purpose  o f  a i d i n g  t h e  
e f f o r t s  o f  t h e  goverment o f  such coun- 
t r y  t o  r e p r e s s  t h e  l e g i t i m a t e  r i g h t s  o f  
t h e  popu l a t i on  of  such  coun t ry  c o n t r a r y  
to  t h e  Universa l  D e c l a r a t i o n  of  Human 
Righ ts?  

k .  FY 1982 Appropria- Yes. 
t i o n  A c t ,  Sec. 515. To be used f o r  
p u b l i c i t y  o r  propaganda purposes  w i t h i n  
U.S. n o t  a u t h o r i z e d  by Congress? 



PROJECT DESIGN SUMMARY Llfo of Prolect: 

t2zo .zm t l . 7 s l  (INSTRUCTION: THIS ISAN OPTIONAL 
From FY 82 to F Y  85 

, L ~ O L  EVtwT 1 O R  H I  c B E  E D  Total U. S. ~ ~ ~ d ~ ~ d  1  o . o m i l l i o n  
P r i v a t e  Sec to r  Export C r e d i t  515-0187 R E P O R T .  TO ORGANIZING I T  H E E D  D A T A  NOT FOR B E  R E T A I N E D  T I ~ E  P A R  

D , , ~ ~ P ~ ~ ~ ~ ~ ~ ~ :  8  
Proiect T ~ t l e  6 Number: - OR S V B M I T T E D J  PACE 1 

IMPORTANT ASSUMPTIONS 

Assumpt~onr fa o c h ~ e v ~ n ~  goal torgets: ( A - 4 )  

1. Other  economic f a c t o r s  
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1 .  To a s s i s t  wi th  t h e  reso-  
l u t i o n  of  t h e  c u r r e n t  produc- 
t i v e  p r i v a t e  s e c t o r  l i q u i d i t y  
c r i s i s  , 

2. TO enhance t h e  capac i ty  
o f  t h e  p roduc t ive  p r i v a t e  s e c  
t o r  t o  e a r n  f o r e i g n  exchange 

3 .  To r e e s t a b l i s h  t h e  v i ab i -  
l i t y  of COFISA a s  a develop- 
ment o r i e n t e d  f i n a n c i a l  i n s -  
t i t u t i o n  

2. Dol la r  denominated 
sublendings t o  p r iva t e '  
s e c t o r  t o t a l l i n g  $10.0 
m i l l i o n  

1. Colon denominated 
sublendings equ iva len t  
t o  $5 m i l l i o n  t o  t h e  pro-  
duc t ive  p r i v a t e  s e c t o r .  , 

3 .  Steady growth of t h e  
COFISA c a p i t a l  base 

o COFISA records  and re-  
p o r t s  

4.. A s p e c i f i c a l l y  
scheduled t r a n s i t i o n  of  
a des ignated  p o r t i o n  of  
COFISA1s sublending por t -  
f o l i o  t o  developmental.  
subloans 

o Audit of  COFISA reco rds  
a s  necessary 

o Subborrower in t e rv iews  
a t  scheduled p o i n t s  'of 
p r o j e c t  eva lua t ion  
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t o  comply with t h e  cond i t ions  
of  i t s  rescheduled bank deb t  

o S u f f i c i e n t  cont inued demand 
, f o r  c r e d i t  

o S t a b l i z a t i o n  o f  t h e  economy 
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o d o l l a r  subloan por t fo l io ,  
including re f  lows 

o new share cap i t a l  subs- 
cribed 
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(C-3) 

NARRATIVE WuMAilY 
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BEST AVAILABLE COPY 

OBJECTIVELY VERIFIABLE INDICATORS 

Mopnitude of  output^: (C-2) 

Disbursement records 

COFISA records and re- 
por t s  

Audits and evaluations 
scheduled 
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IMPORTANT ASMMPTIONS 

k,,urnptnons lor ochaering outpuli: (C-4) 

o COFISA's long-term a b i l i t y  
t o  comply with the condi- 
t i ons  of i ts  rescheduled 
bank debt 

o Suf f ic ien t  continued d e x a ~ 5  
f o r  credi-t 

o S tab l iza t ion  of the economy 
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o A I D  l oan  dol la rs  

o GOCR loan  colones 

o Share capital dol la rs  
issue 

COFISA records and re- 
ports 
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I IMPORTANT ASSUMPTIONS 
A s s u m p ~ o o n s  for providing input*: (D-4)  

lo COFISA' s long-term a b i l i t y  
to  comply w i t h  t h e  condi t ions  
of i t s  rescheduled bank debt  

o S u f f i c i e n t  con t inued  demand 
for c red i t  

1 0  S t a b i l i z a t i o n  of the economy 
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- S U ~ J E C T : C O S T A  RICA' PRIVATE S E C T O R  EXPORT CREDIT PIC KEVIEW 

, TYE DAEC REVIEWED APiD APPROVED THE SUBJECT P I D  ON 
JUVE 12, 1982. TEE F O L L C K I K G  COKPENTS AND GUIDANCE ARE 
PKCVIDED T 3  A S S I S T  I ~ f I S S I O K  I N  PROJECT DEVELOPMENT AND 

- ' PPEFARATIOK OF THE FROJECT PAPER ( P P ) .  

.2 STOCKHCLDER P A R T I C I P A T I O N  

O. C O F I S A  IS@ASKIt4C- I T S  CREDITORS TO RESCHEDULE T H E I R  
CUTSTAKDING LCANS AND HAS FEQUESTED N E k  F I N A N C I N G  FROM 
I THEREFORE I T  APPEARS D E S I R A Z L E  T 9  ASK C O F I S A ' S  
SFASEH!ILDE!?S ALSO TO I N D I C A T E  SOME CCMHITMENT -TO 
C C F I S A .  I T  I S  CLEAR THATn'.THE UNCERTA'IK COSTA R I C A  
ECC.hrJ!+IC ENVIRCRHENT AND THE F I N A N C I A L  C O N D i T I C N  C F  
C C F I S A - ( T E R f U G H  XO F A U L T  OF I T S  OWN) ARE NOT CONGUCIVE 
TO FUFTHEF INVESTMENT AT PRESENT A N C  T h A T  COF,SA K I L L  
NOT B E  I N  A STROKG ENOUGF F I N A N C I A L  P O S I T I O N  TO PAY 
CIIVIDEXDS- FOR A LCNG P E R I O D  P F  T I M E .  EOWEVEF, THE PP 
SHOULD I N C L U D E  A PLAE; TC MAKE C O F I S A  ATTRACTIVE F C R  

FUTURE STOCKHOLOER INVESTMENT. TO THE EXTEYT POSSIBLE,  
CUFGEKT STOCKHOLDERS SHOULD 9 E  URGED TO S U E S C 5 I B E  TO 
C O F I S A  STOCK, 

1 3. TFlE DAEC DISCUSSED THE PROPOSED S P E C I A L  STOCK 
PUGCEASE PLAN, I N  SDME D E T A I L .  I T  APPEARS THAT THE ONE 
PELCENT SURCHARGE ON EACH SUELOAN FOR THE PURCFASE OF 
STLCK ACTUALLY TRANSLATES I N T O  C O F I S A  r IAK ING LOANS AT A 
1 FEGCEKT DISCDUNT. FUETHE?, THE PLAN WDULD NOT 
COKTEIBUTE TO FURTHER C A P I T A L I Z A T I G N  S I N C E  A L L  EARNINGS 
FROM THE A ID-F INANCED PORTFOLIO ARE C A P I T A L I Z E D  I N  ANY 
EVEhT. THEREFGRE, T u E  DAEC CONCLUDED THAT T H I S  F.EATURE' 
K O T  BE U T I L I Z E D  AS PART OF THE PROJECT, 

3 . 0 -  LEGAL ISSUES,  

A, TEE DAEC SUGGESTS THAT THE M I S S I O N ,  N I T H  TKE 
ASSISTANCE CF GC/LAC, COKTRACT A .U.S. AS k 'ELL AS A COSTA 
R I C A ~  ATTDRNEY ~ I T H  EXPERIENCE IN ISSUES R E L A T E D  TD 



UNCLASSIFIED 
I 

PESCHEDULIKG' DEBT  T O  ASSIST WITH FIIAL PROJECT DESIGN, 
TC P Z V I S S  M I S S I C N  K I T H  KESFECT TO kESC!-lEDULIh!G OF 
CCFISAGEGT k I T H  THE CCtMMERICIAL BANKS ANC TO FECOMMEND' 
L A Y S  TP FRCTECT A I D ' S  I N T E F E S T S  I N  C D F I S A .  . 

. . 

e m  B A S E D  ON THE F A C T  T H A T  THE AID L O A N  IS I ~ S T R U M E N T A L  
TO C O F I S A ' S  RECOVERY, AND TNAT A I D  PUST ASSURE RECCVERY 
OF I T S  LOAN BY A L L  A V A I L A B L E  MEANS THE DAEC COhCLUDED 
THAT THE EXTENSIOK AGFEEKENT BEThEEN THE CREDITOR EAKKS 
AND C C F I S A ,  THE I N T E E - C E E D I T O R  AGREEMENT BETLEEK THE 
BANKS AND A I D ,  AND THE PFOJECT AGREEMENT SHOULD PROVIDE 
F O R  A I D  TO HAVE F I R S T  L I E N  NOT ONLY ON T F E  A I D  F I N A N C E D  
F @ F T F O L I O  BUT PN A L L  C O F I S A ' S  E X I S T I N G  AND SUESEQUENTLY 
ACQUIFED ASSETS AS L E L L ,  A I D / h  I S  CURRENTLY N E G O T I A T I N G  
T H I S  F O S I T I O N  h I T N  C O F I S A ' S  CREDITOR BANKS AND K I L L  
A O V I S E  Y I S S I O N  OF GUTCOME I N ' S E P T E L .  I T  SHOULD 6 E  NOTED 
THAT EXCEPTIONS T C  T H I S  CONDIT IOW COULD BE SUBSEQUENTLY 
K E G C T I A T E D  I F  hECESSARY I N  CONNECTION W I T H  NEW C O F I S A  
GOFFOkINGS 

C. CONCE'IN k A S  EX.PGESSED B Y  THE DAEC AS T O  lrHETHER 
C C F I S A  INTERNATIONAL'$ STATUS biAS ADEQUATELY SECURE TO 
GUAkD A G A I N S T  THE P R O V I S I O N S  OF THE CESTA RICAN.E@P;ETARY 
L A k  h H I C H  P E R M I T  TKE PAYMENT OF DOLLAR DENOMINATED LOANS 
I h :  COLOh!ES AT THE O F F I C I A L  EXCHAKGE KATE CP. TO GUAFD 
A G A I N S T  OTHER COSTA R I C A N  LAK.  THE.REFoRE,THE P P  SHOULD 
I h C L U D E  AN A K A L Y S I S  OF C O F I S A  I N T E R N A T I O N A L  TO ASSURE 
THAT I T  I S  LEGALLY RECARDED I N  COSTA R I C A  AS A  
PAKA!AKIAN E N T I T Y  WHICH CAN R E C E I V E  COLLAR PAYMENTS;_ 

LEGAL C P I N I E N S  ON T H I S  SUBJECT SHOULC BE I K C L U D E D  I N  
P f .  THE A N A L Y S I S  SPOULP I N C L U D E  THE EFFECT OF P E S S I B L E  
COSTA F I C A N  EXCHANGE RATE REGIMES A M  PROCEDURES ON T H E -  
A E I L I T Y  OF COSTA R I C A N  BORRGWERS TO R E M I T  DOLLAR 
REPAYMENTS TO C O F I S A  I N T E R N A T I O N I L .  A  D I S C U S S I C N  CF THE 
ACTIOKS k H I C H A R E  B E I N G  UNDERTAKEk @ Y  THE 5CCF TO 
DEVELCF A  COHEFEhT STRATEGY TO INCREASE T!!E*'AVAILABILITY * 
OF FOPEIGK EXCHANGE TO THE P R I V A T E  SECTOR SHOULD ALSO BE' 
I h C L U D E D  I N  THE ANALYSIS ,  F A I L U R E  TO GESOLVE THE 
PPCgLEM OF FCREIGN EXCHANGE A V A I L A S I L I T Y  TO 
SUB-BCEOhERS k I L L  PRNBABLY MAKE I T  I M P O S S I O L E  F08TERR-  
LENCIKGPROGRIM TO GO FORWARD. 

C R E D I T  . 

Am I K  ORDER TO A V O I D  M I S S I O K  P A K T I C I P A T I O N  I N  SU3LOAN 
APPGGVALS, THE PP SHOULD D E S C R I E E  I N  D E T A I L  L E N G I N G  
P Q L I C I E S  AND C k I T E R I A  FOR THE DOLLAR AND COLGNES 
POFTFGLIOS TC BE FOLLOkED BY C O F I S A .  THE PRCJECT 
AGREEVENT SHOULD I N C L U D E  A  COVENANT N H I C H  E S T A E L I S H E S  A  
MAXIMUM FOR T H E  AVERAGE S I Z E  OF LOAKS *Ii<' mF iUFFFCt I0 ' 
AND k H I C H  S P E C I F I E S  A  MAXIPUY LOAN AMOUNT, I F  
APPFOPRIATE (HOPEFULLY C O F I S A  L I L L  RE ABLE TO O B T A I N  ' 

UNCLASSIFIED 
4 
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. . 
C O F I N A K C I N G  FOG LARGER P F O J E C T S  1. CvHEREAS I b l  TPE  PAST ,  
A I D  I-!AS O F T E N  B E E N  I N V C L V E D  I N  R E V I E k I K G  SUB-LOANS W H I C H  
EXCEED A  MAXIMUM AMCLhT ,  I T  I S  FECOMMEhDED T K A T  T h E  , 

C F I T E R I A  SHOULD B E  S P E C I F I C  ENOUGH TC SET  FOFTI-! 
PFTCZDURES AND G U I D E L I N E S  SC AS TO A V O I D  M I S S I O N  
IKVCLVEI-!ENT. I b i  A D D I T I C b ' ,  THE P P  SHOULD D E S C R I B E  
ASEGUACY OF I N T E R N A L  CONTROLS TO ASSUSE T H A T  LOAN 
C E I T E K I A  ARE A P P L I E C  TO A L L  SUSSORROWEFS, I N C L U D I N G  
C O F I S A  PERSONNEL,  D I 2 E C T O R S  AND STOCKHOLDERS. 

@. DUE TO THE CECREASE I N  DEMAND FOR D O L L A R  C R E D I T  AS A  
R E S U L T  OF I N E X F E N S I V E  CCLON C E E D I T  AKD THE U N C E R T A I N T Y  
CPCATED 9 Y  COSTA F I C A ' s  CLIRREKT F O R E I G N  EXCHCKGE S E G I M E ,  
THE  P P  SHOULD D I S C U S S  I h  D E T A I L  THE R A T I O N A L E ,  PROGLEMS 
AND R I S K S  OF DOLLAR L E R D I N G  B Y  C C F I S A  I N T E R N A T I O N A L .  A  
CEPAND STUDY D E M O N S T R A T I N G  E V I D E N C E  T H A T  
P ~ C D L ! C E K S / E X P O R T E R S  A R E  A B L E  AND WILLI~G T O  BCRRON 
D O L L A E S  ACCCRDING TO THE SCHEDULE PKOPGSED I N  THE PP 
SHOULD B E  PRESENTED.  

C. THE F O L L C K I K G  I S S U E S  SPOULD EE D I S C U S S E D  I N  REGARD 
TO THE L Q C A L  CUF;F.EhCY PCRTFCIL IO:  1 )  'THE E F F E C T  OF THE  
LOCAL  CUFRENCY L E K D I N G  ON THE V I A G I L I T Y  OF C O F I S A ,  2) 
THE L E G A L  M E C F A k I S M  PROFCSED TO TRANSFER L O C A L  C U k R E h C Y  
TO C O F I S A ' I N C L U D I N G  k H O  N I L L  HAVE T I T L E  T O  T h E  L O C A L  

CURFENCY COUf iTEGPART AND TO T H E  REFLOWS' AND 3). Ah' 
I N T E F E S T  RATE  SCHEDULE SHE-ULD BE PROPOSED W H I C H  KOULC 
ENHANCE THE P O S S I 2 I L I T Y  T H A T  A  R E A L  P O S I T I V E  I K T E F E - S T  
h A T E  ( A F T E R  A D H I b ! I S T F A T I V E  AND O E F A U L T  EXPENSES 1 K I L L  BE 
R E A L I Z E O  OVE!? T I M E  I N  3 R D E R  T O  M A I N T A I N  THE V A L U E  5 F  THE 
COLCN PORTFEL  10. G I V E N  T H E  C U E 2 E N T  ECONOMIC C L I M A T E  AND 
THE F A C T - T H A T  G u S I N E S S ~ ' ~ E N  k I L L  3 E  H E S I T A N T  T O  6E T I E D  TO . 
A H I G H  R G H I K A L '  I N T E R E S T  R A T E  AND T H A T  A I D '  I S  P E O V I D I K G  
C Z F I S A  t J I T H  FUbr3S A T  A  LOW K A T E  CF - I N T E R E S T ,  L H I C H  G I V E S  
C C F I S A  A  GREAT DECREE C F , F L E X I B I L I T Y ,  THE M I S S I O N  , 
S V C U L D C O N S I D E R '  F R C P E S i h G  F L E X I Q L E  OR F L O A T I N G  I N T E R E S T  
R A T E S  FOR C O F I S A  OR L I Y I T I N G  CQLEN LOANS TO SHGPT TERMS 
U N T I L  F I N A N C I A L  S T A E I L I T Y  I S  A C H I E V E D .  

5. R I S K  M I N I M I Z A . T I O N  FUND. THE R A T I O F i A L E  A b D  B E N E F I T S  
FClF THE USE CF T H E  R I S K  M I K I M I Z A T I C N  F U N 9  ( R K F )  SHOULD 
6 E  C L E A R L Y  A K T I C U L A T E D  AND C,CVER THE F O L L C h I k G  P O I N T S :  
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i H O ~  THE S C M F  PROVIDES M O R E  ASSURANCE O F  REPAYMENT OF 
TPE C I G  L E A N  THAN I F  FUNDS ALE PLACED I R  RETb. INED 
E A F h I N E S ,  ( 2 )  hHETPEFi THE EMF, AS AS ASSET CL THE 
EALANCE SHEET CF C C F I S A ,  h W L D  STFEbICTFEP! I T S  F I R k k C I A L  
P 5 S I T I 3 N  F E E  FGTUEE CREDITORS,  ( 3 )  HOW THE PAYMEPiTS I N T O  
T!iE FUND kOULD EE I K V E S T E O ,  ( 4 )  KHETKER THE SAME E I S K  
M I h ' I M I Z A T I C l K  O B J E C T I V E S  ( V I S - A - V I S  A I G  COLILG EE 
A C E I E V E T  I F  THE FUt iD 1\'E;iE NOT CREATED AND THE FEFLCCrS 
hERE USED FOR L E N D I N G  AND ( 5 )  WPETFIER' I T  'AOULD BE 
F E A S I S L E  T a  EE-LEKD THESE FUbJDS FOR LOhER R I S K  
DEkELFPMEMT PROJECTS*  

60 F I R A h C I A L  ANALYSIS .  THE A I C - F I h A N C E D  P O F T F O L I O  AND 
I T S  EAi?NINGS SHOULD 6 E  KEPT SEPAZATE FkOM T P E  REST OF 
C C F I S A ' S  P C E T F C L I 2  U N T I L  A  10 TO 1 D E B T / E Q U I T Y  R A T I O  I S  
FEAChEC AhD b ' k I b ~ T A I N E D ,  FATHER THAN I N G E F I h A T E L Y  AS 
FFGFGSED I N  THE P I D .  THE F I N A N C I A L  A R A L Y S I S  I h  THE PP 
SHOULI! G ISCUSS THE I V P L I C A T I O N S  OF T q I S  S E P A E A T I O N  AKD 
TKE T I V E  PFOJECTED TO A C H I E V E  THE 10 TC 1 DEET E Q U I T Y  
F A T I S ,  E S P E C I A L L Y  K I T P  REGARD T!l SCHEDULING THERE 
FAYMEET OF CCIFISA'S CC,;.1?1EFCIAL DEBT AND THE T I M I K G  AND 
A G I L I T Y  OF C Z F I S A  TC G'EPPY THE A I D  LOAP AND TO PAY . 
D I V I D E t 4 C S o  DUE TO THE FACT T F A T  AW O h - L E N 3 I k G  'RATE I S  
UVFFEDICTAGLE , S E N S I T I V I T Y  AhALYSES SYEULD 6 E  UhDERT AKEN 
TC SPCh EFFECTS OF C I F F E k E h T  DISSURSEMENT RATES AND 
D I F F E F E N T  I N T E F E S T  FATE SPFEADS; AND A  B E S T  AND WORST 
CASE SHOULD BE D I S C U S S E D *  

70 I N T E Q E S T  FATE OF A 1 9  LCAN. CONCERN HAS EEEN 
EXFFESSED 3 Y  PEE AND PPC THAT THE USE CF A I D ' S  MOST 
CCNCESSICNAL I N T E R E S T  RATES TO C O F I S A ,  ARE S  EFIOUS 
I M P E D I H E N T S  TC C A P I T A L  MARKET FOEMULATICN A k C  " K I V A T E  

EKTERPRISE I K V E S T P E N T S ,  Ah'D C I S T O R T  PROPER A L L O C A T I O N  OF 
SCAFCE F I N A N C I A L  RESOURCES FOR COMMERCIALLY V I A B L E  
6 U S I K E S S E S o  I T  HAS BEEN SUGGESTED THAT C O F I S A  SHOULD BE . 
AELE TE DEMONSTRATE THAT I T  I S  A  VIAEL< . F I N A K C I A L  
I N S T I T U T I O N  CAPABLE OF R E C E I V I N G  F U k D S  A T  ? lAkKET RATES 
OF I K T E F E S T .  THE PP SHOLILD TREAT T H I S  I S S U E  AND EXPLORE 
k H Y  A I D  I S  L E N D I N G  TO C D F I S A  A T  A I D ' S  T R A D I T I O h i A L  
CDNC<SSIONAL RATES. 

8. "DEVELOPMENTAL" LENDING.  C R I T E R I A  AND G U I D E L I N E S  
FOR C C F I S A ' S  "DEVELOPKENTAL" L E N D I N G  SHOULD EE F U L L Y  
E X F L A I h E D  I W  THE FP. I K  A D D I T I O K ,  THE'  TYPES OF T L A I N I N G  
AKD MANAGEr'ENT CHANGES NECESSARY TO REORIENT C O F I S A  
TCb'AFD"3EVELOPMEh'TAL1' L E N P I h G  AND THE T I M I N G  AND 
F I N A N C I K G  3 F  NECESSARY ASSISTANCE I K  THESE AREAS SHOULD . . 

6 E  ELABORATED AND GUDGETED I N  THE PP. SHULTZ 



ANNEX C 
E x h i b i t  1 
Page 1 o f  8 

RESUME 

ALBERTO DENT MARTINEZ 

PRES IDENT 

Mr. Dent ~ a r t i n e z  was born o n  September 16 ,  1910 i n  San J o s h ,  C o s t a  
Rica .  H e  a t t e n d e d  h i g h  s c h o o l  a t  t h e  "Coleg io  Seminar ion  i n  San Jose 
and l a t e r  o b t a i n e d  h i s  B. S. d e g r e e  from t h e  U n i v e r s i t y  o f  C a l i f o r n i a ,  
S a n t a  Cla ra .  

H i s  e x c e p t i o n a l  a p t i t u d e  i n  banking l e d  to  a p o s i t i o n  as member o f  
t h e  Board o f  Directors o f  t h e  Banco Anglo C o s t a r r i c e n s e  d u r i n g  a n  e i g h t  
y e a r  p e r i o d  beginning i n  1940. During t h e  l a s t  f o u r  y e a r s  o f  t h a t  
p e r i o d  he s e r v e d  as  P r e s i d e n t  o f  t h e  Board. For  28 y e a r s  he h a s  been 
t h e  manager o f  Dent e Hijos, one o f  t h e  most p r e s t i g e o u s  l a w  f i r m s  i n  
t h e  c o u n t r y .  H i s  e x t e n s i v e  knowledge i n  t h e  a c t i v i t i e s  o f  c o f f e e  
g rowers  h a s  been m a n i f e s t e d  by h i s  a c t i o n s  as member o f  t h e  Board o f  
Directors o f  t h e  Chamber o f  Cof fee  Growers, o f  which he  s e r v e d  as  
p r e s i d e n t  f o r  v a r i o u s  y e a r s .  H e  also s e r v e d  i n  t h e  Directorate o f  t h e  
I n s t i t u t e  f o r  t h e  Defense  of  C o f f e e  (1940-1945) and i n  t h e  O f f i c e  o f  
C o f f e e  Quotas  (1940-1946). During 1945 he s e r v e d  o n  t h e  Board o f  
Directors o f  t h e  newspaper ~ a c i h n ,  S. A. A l s o ,  he  was e l e c t e d  
Vice -Pres iden t  o f  t h e  Board o f  t h e  C e n t r a l  Bank o f  C o s t a  R i c a  (1968-69) 
and h a s  s e r v e d  as  a member o n  t h e  boards  o f  d i r e c t o r s  o f  t h e  f o l l o w i n g  
b u s i n e s s e s  and i n s t i t u t i o n s :  N a t i o n a l  Chamber o f  C o f f e e  Growers; Dent 
e Hijos, S. A.; Haciendas  Unidad, S. A.t P a s a i e  C e n t r a l ,  S. A.; La 
Antigua,  S. A.; and t h e  C o s t a  R ican  C o f f e e  Company, Inc .  ( V i g i l a n c e  
Committee) . 
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RAMON AGUILAR CASTRO 

VICE-PRESIDENT 

Mr. Aguilar  Cas t ro  was born on A p r i l  13, 1912 i n  San Jos6,  Costa  
Rica. He a t t ended  high school  i n  t h e  U.S. and l a t e r  s tud ied  law f o r  f o u r  
y e a r s  a t  t h e  Un ive r s i t y  of Costa Rica. Due t o  h i s  d i s t i n g u i s h e d  
performance he has occupied t h e  fol lowing important  pos i t i ons :  member of 
t h e  Board of Directors of  t h e  Banco Anglo Cos ta r r i cense  and p r e s i d e n t  of 
i ts  board f o r  t h r e e  yea r s ;  member of t h e  Board of D i r e c t o r s  and P res iden t  
of t h e  Nat iona l  Insurance  I n s t i t u t e ;  member of t h e  Economic Consul t ing 
Committee dur ing  t h e  presidency of O t i l i o  Ula te  (1949-53); member of both 
t h e  D i r e c t o r a t e  of t h e  Coffee O f f i c e  and t h e  Chamber of Coffee Growers f o r  
va r ious  yea r s ;  and co-founder of t h e  newspaper La ~ a c i h n ,  S. A. and i ts 
d i r e c t o r  f o r  va r ious  years .  Mr. Aguilar  has  a l s o  served as: P r e s i d e n t s  
of t h e  board of d i r e c t o r s  of t h e  Union Club and t h e  Costa Rica Country 
Club; and Costa  R ica ' s  S p e c i a l  Ambassador and Plenipotentiary i n  t h e  
s p e c i a l  mission s e n t  t o  t h e  inaugura t ion  of Mexico's P re s iden t  Adolfo 
L6pez Mateos. 

P re sen t ly ,  M r .  Aguilar  is a n  a s s o c i a t e  and manager of t h e  fol lowing 
businesses:  Hacienda La ~ n i h n  Ltda. ; ~ g r i c o l a  Aguilar ,  Ltda. ; and 
Benef i c i o  San ~ n d r 6 s ,  S. A. 

RESUME 

ENG. MARIO URBINA SALAZAR 

SECRETARY 

Mr. Urbina Sa laza r  was born i n  Costa  Rica on March 28, 1925. H e  
graduated from Texas, A M  Un ive r s i t y  i n  1917 a s  a c i v i l  engineer .  Mr. 
Urbina is  a member of both t h e  Costa Rican Assoc ia t ion  of Engineers  and 
A r c h i t e c t s  and t h e  American Socie ty  of C i v i l  Engineer. A l s o ,  he is 
manager of Construcciones Urbina, Ltda and d i r e c t o r  of t h e  fol lowing 
business:  I n d u s t r i a  Nacional d e  Cemento, S .A. ; Inve r s iones  
Suizo-Costarr icense,  S.A.; I n d u s t r i a  Nacional d e  Papel ,  S.A.; E d i t o r i a l  
L a  ~ a d n ,  S.A.; Inversora  ~ a r o n i ,  S.A.; I n d u s t r i a l  Orinoco, g.; 
R i c a l i t ,  S.A.; and Super-Servicio S.A. 
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EDMONDO WOODBRIDGE MANGEL 

DIRECTOR 

Mr. Woodbridge was born i n  Cos ta  Rica  o n  November 24, 1920. H e  
completed h i s  pr imary and secondary educa t i on  i n  San Jos&, Cos ta  Rica 
and rece ived  a diploma i n  s c i e n c e  and l e t t e r s .  H e  also s t u d i e d  c i v i l  
eng inee r i ng  f o r  t w o  y e a r s  a t  t h e  a g r i c u l t u r a l  and Mechanical  Col lege ,  
Col lege  S t a t i o n ,  Texas. 

I n  1948, M r .  Woodbridge was appoin ted  Costa Rica's d e l e g a t e  to  t h e  
Uni ted Nat ions  S e c u r i t y  Counc i l  and was a member of  t h e  f i r s t  U.N. 
Miss ion to  v i s i t  Tanganyka and Ruanda Urundi, E a s t  Af r i c a .  H e  was a l s o  
Cos ta  R i c a ' s  d e l e g a t e  t o  t h e  U.N. Genera l  Assembly i n  P a r i s .  

During 1948-49 Mr. Woodbridge was a member of  t h e  Board o f  
D i r e c t o r s  of  t h e  C e n t r a l  Bank of  Costa  Rica. I n  1953 he was s e n t  by 
Cos t a  Rica as an  obse rve r  to  t h e  Investment  Conference he ld  i n  N e w  
Orleans .  Between 1950 and 1960 he se rved  as manager o f  Covic,  Ltda.  
H e  also r ep re sen t ed  Casas  E x t r a n j e r a s  and was t h e  las t  Genera l  Agent 
f o r  A i r  France i n  Cos ta  Rica. H e  is an  ex-pres iden t  of  t h e  Na t i ona l  
Chamber o f  Banana Growers and is p r e s e n t l y  Vice-President  of  t h e  
I n d u s t r i a  Nac iona l  d e  Cemento, S .A. 

RESUME 

JACK S. HARRIS WEISS, Ph.D. 

DIRECTOR 

Dr. Harris was born on  J u l y  13,  1912 i n  Chicago, I l l i n o i s ,  U.S.A. 
I n  1936 he r ece ived  h i s  Bachelor  of  S o c i a l  Sc i ence  deg ree  a t  Northwest 
U n i v e r s i t y  and i n  1940 h i s  Ph.D from t h e  U n i v e r s i t y  o f  Columbia. 

P r e s e n t l y ,  D r .  Harris is P r e s i d e n t  of  t h e  Board of Directors of 
Rical i t ,  S.A.; P r e s i d e n t  of t h e  I n d u s t r i a  Nacional  d e  Pape l  S.A.; 
Vice-President of  I n v e r s i o n e s  Su izo-Cos ta r r icense ,  S.A.1 and Director 
of  both t h e  f n d u s t r i a  Nacional  d e  Cemento, S.A. and Super S e r v i c i o  S.A. 
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JORGE ROSS I CHAVARRIA 

DIRECTOR 

M r .  Rossi  Chavarr ia  was born i n  Cartago, Costa Rica on January 25, 
1922. He completed h i s  primary educa t ion  i n  Car tago ' s  p u b l i c  schools  
and h i s  secondary educa t ion  a t  Coleqio Seminario y Liceo d e  Costa  Rica 
i n  San J O S ~ .  M r .  Rossi s tud ied  a t  t h e  school  of Law of t h e  Un ive r s i t y  
of Costa Rica and graduated a s  a l i cenced  lawyer i n  1945. 

M r .  Rossi has  served i n  t h e  fol lowing p u b l i c  pos i t i ons :  D i rec to r  
of t h e  C e n t r a l  Bank of Costa Rica (1948-53 and 6 5 ) t  Min i s t e r  of Housing 
(1953-56); P re s iden t  of t h e  National  Product ion Council  (1953-56)~ 
P r e s i d e n t i a l  Candidate (1958) 1 Vice-President of Costa Rica (1970-74) 8 
and P res iden t  of t h e  Cen t r a l  Bank of Costa Rica (1971). 

M r .  Rossi  is a p ro fe s so r  a t  t h e  Univers i ty  of Costa Rica and i n  
t h i s  c a p a c i t y  has  t augh t  i n  both t h e  Economic and S o c i a l  Sc iences  
Department (1945-57) and t h e  llgronomy Department (1972-82) , where he 
p r e s e n t l y  t eaches  "Agrarian P o l i t i c s " .  He i s  a l s o  t h e  founder and 
d i r e c t o r  of t h e  fol lowing businesses: Envases I n d u s t r i a l e s  d e  Costa  
Ricat I n d u s t r i a  Nacional de  Cementot Corredores  ~ a r i t i m o s  y Aduaneros, - 
S.A.1 ~ompafl ia  de  Desa r ro l lo  de San ta  C l a r a ?  and Brangus d e  Costa  - 
Rita. Presen t ly ,  he is t h e  Manager of Corredores  ~ a r i t i m o s  y - 
Aduaneros, S. A. 

RESUME 

CARUS PINTO GONZALEZ 

DIRECTOR 

M r .  P i n t o  was born i n  Costa Rica on May I, 1931. He graduated from 
t h e  Univers i ty  of Texas a s  a mechanical engineer .  

M r .  P i n t o  has  served a s  d i r e c t o r  of t h e  fol lowing bus iness  and 
i n s t i t u t i o n s :  Cen t r a l  Azucarera E l  Tempisque, S.A. t h e  Sugarcane 
League and, Financiers d e  Productos Nacionales.  Also, he is an  
Ex-President of Productos Al iment ic ios  Nacionales (PANASA) and has been 
P res iden t  of Ingenio Costa  Rica, S.A. f o r  t h e  l a s t  25 years .  
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MR. OMAR DENGO OBRECON 

DIRECTOR 

BORN : - San J O S ~ ,  Cos ta  Rica ,  1920 

HIGHER EDUCATION: Lawrence C o l l e g e  (now U n i v e r s i t y )  , Wisconsin ,  
1939-43, B .A. ( b u s i n e s s  and economics) ; George 
Washington U n i v e r s i t y ,  D.C., 1952-54, completed 
c o u r s e s  f o r  M.A. i n  economics. 

WORK EXPERIENCE: U n i v e r s i t y  of C o s t a  Rica: P r o f e s s o r  o f  S t a t i s t i c s  
and Economics, 194 5-5 0, and 1955-66. 

Banco Nac iona l  d e  C o s t a  Rica, 1947-49 was 
t r a n s f e r r e d  i n  1950 to  new 

Banco C e n t r a l  d e  C o s t a  Rica, as a s s i s t a n t  c h i e f  o f  
Economic Research.  

Pan American Union, I n s t i t u t e  of S t a t i s t i c s ,  1951-54. 

Banco C e n t r a l  d e  Cos ta  Rica: Member o f  Board o f  
Director, 1955-58 and 1966-671 Manager (Governor) , 
1967-70. As Manager was Governor o f  I.M.F. d u r i n g  
same p e r i o d  and P r e s i d e n t  of C e n t r a l  American 
Monetary Counc i l ,  1969-70. 

C e n t r a l  American Exchange Bank, Grand Cayman 
s u b s i d i a r y  of C i t i z e n s  and Southern  N a t i o n a l  Bank, 
P r e s i d e n t ,  1971 t o  d a t e .  

COFISA: Founding member, 196 3, and Director 1963-67 
and 1978 to  d a t e .  
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RESUME 

ERNEST0 ROHRMOSER GARCIA 

GENERAL MANAGER 

Mr. Rohrmoser Garcia  was born i n  San ~ 0 ~ 6 ,  Costa Rica on A p r i l  12, 
1930. H e  completed h i s  primary and secondary educa t ion  a t  t h e  Colegio Los 
Angeles, and received h i s  diploma i n  1947. H e  s tud ied  economics and 
bus iness  a d m i n i s t r a t i o n  i n  t h e  United S t a t e s .  Mr. Rohrmoser is a p r i v a t e  
accountant  and member of t h e  P r i v a t e  Accountant 's  Assoc ia t ion  of Costa 
Rica. H e  has  a l s o  served i n  t he  fol lowing p o s i t i o n s :  General  Manager of 
t h e  Costa Rican I n d u s t r i a l  Finance Corporat ion ( s i n c e  May 14,  1964);  
P re s iden t  of t h e  La t in  American Assoc ia t ion  of Development Finance 
I n s t i t u t i o n s  (ALIDE); P re s iden t  of t h e  Nat iona l  Ex te rna l  Finance Council;  
Government of Costa Rica; and Di rec to r  of t h e  Caja Cos t a r r i cense  d e  Sequro 
S o c i a l  (C.C.S.S.). H e  is a l s o  Di rec to r  of va r ious  i n d u s t r i a l  and 
a g r i c u l t u r a l  bus inesses .  

OSCAR GOMEZ ARMIJO 

MANAGER 

Mr. G6mez Armijo was born i n  Costa Rica on January 19, 1935. H e  
completed h i s  primary and secondary educa t ion  i n  San J O S ~ ,  Costa Rica and 
graduated with a  diploma i n  "Science and Le t t e r s " .  H e  began h i s  s t u d i e s  
i n  Economics and Business  Administrat ion i n  t h e  U.S. and l a t e r  t r a n s f e r e d  
t o  t h e  School of Economic and S o c i a l  Sc iences  of t h e  Univers i ty  of Costa 
Rica, where he graduated.  

H e  worked i n  t h e  Foreign Department of t h e  Bank of Costa Rica f o r  11 
y e a r s  and on J u l y  1, 1964 rece ived  a  p o s i t i o n  a t  t h e  ~ o r p o r a c i 6 n  > 

Presen t ly ,  he is  Pres iden t  of t h e  Board of D i r e c t o r s  of t h e  Costa Rica 
Country Club and one of t h e  d i r e c t o r s  of t h e  ~ o r p o r a c i 6 n  d e  Boston, S. A. 
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RESUME 

DIEGO GUILLERMO SERRANO PINTO 

ASSISTANT MANAGER 

M r .  S e r r a n o  P i n t o  was born i n  Cos ta  R i c a  on December 16, 1943. H e  h a s  
b a c h e l o r ' s  d e g r e e s  i n  economic and s o c i a l  s c i e n c e s ,  and b u s i n e s s  
a d m i n i s t r a t i o n .  H e  h a s  a l s o  s t u d i e d  management, banking, and f inance .  

Mr. Se r r ano  is  a n  ex-employee of t h e  C e n t r a l  Bank of Cos ta  Rica and 
h a s  worked i n  v a r i o u s  i n d u s t r i e s .  
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RESUME 

ALBERTO L. ARCE MONESTEL 

FISCAL 

VIGILANCE COMMITTEE 

M r .  A r c e  Monestel  was born i n  San J O S ~ ,  Cos ta  Rica On December 6 ,  
1908. He s t u d i e d  bus ines s  a d m i n i s t r a t i o n  a t  t h e  Un ive r s i t y  of  Missour i  
and a t  C h i l l i c o t h e  Bus iness  Col lege.  H e  is t h e  founder  of Sociedad 
Comercial  "A lbe r t0  L. Arce, S.A." and p r e s i d e n t  of  t h e  fo l l owing  
bus ines se s  and a s s o c i a t i o n s :  A l b e r t o  L. Arce, S.A., C e n t r a l  ~ g r i c o l a  d e  
Cartago,  S.A., Cos ta  Rican Road and Highway Assoc i a t i on ,  and Arce 
~ e r n h d e z ,  S.A. H e  is a l s o  a n  ex-pres iden t  of t h e  San Jos6 Rotary Club 
and a n  a d v i s o r  t o  t h e  Cos ta  Rica Country Club. 

ANTONIO ORLICH BOWRCICH 

FISCAL 

VIGILANCE COMMITTEE 

M r .  O r l i c h  Bolmarcich was born i n  Sari, Rarndn, Cos ta  R i c a  on August 
28, 1911. H e  completed h i s  secondary educa t i on  a t  Liceo  d e  Cos ta  Rica 
and la ter  r ece ived  h i s  B.S. i n  agronomy from t h e  Un ive r s i t y  o f  Iowa. 

Mr. O r l i c h  has  been a c o f f e e  grower f o r  many y e a r s  and was t h e  head 
o f  Cos ta  Rica's d e l e g a t i o n  t o  t h e  Coffee  Conferences  he ld  i n  B r a z i l ,  
Mexico, Guatemala, E l  Sa lvador ,  and o t h e r  Caribbean c o u n t r i e s .  H e  was 
a l s o  head of t h e  Cos ta  Rican d e l e g a t i o n  which helped negoc i a t e  t h e  
United Nat ions  I n t e r n a t i o n a l  Cof fee  Agreement of  1962. I n  1961 he was 
s e n t  as  Cos ta  Rica's d e l e g a t e  t o  t h e  con fe r ence  he ld  i n  Punta  d e l  E s t e ,  
Uruguay and from 1962 t o  1966 was t h e  head o f  Cos ta  R i c a ' s  d e l e g a t i o n  
to  t h e  annua l  meet ings  of  t h e  I n t e r n a t i o n a l  Cof fee  Organ i za t i on  i n  
London . 

Mr. O r l i c h  is t h e  founder  of t h e  Cos ta  Rican Coffee  Company 
(CAFESA) and se rved  as V i c e  P r e s i d e n t  of t h e  Coffee  O f f i c e  from 1962 t o  
1966. 
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I. OWNERSHIP AND ORGANIZATIONAL STRUCTURE OF COFISA, S. A. 

A d iagram of  t h e  o r g a n i z a t i o n a l  s t r u c t u r e  o f  COFISA, S. A. i s  
p r e s e n t e d  i n  Tab le  1. A b r i e f  d e s c r i p t i o n  o f  t h e  r e s p o n s i b i l i t i e s  and 
f u n c t i o n s  o f  t h e  v a r i o u s  o f f i c i a l s  and d e p a r t m e n t s  o f  COFISA is prov ided  
below. 

A. COFISA S h a r e h o l d e r s  

COFISA h a s  i s s u e d  498,329 s h a r e s  o f  s t o c k  which a r e  h e l d  by 454 
i n d i v i d u a l s ,  companies,  and i n s t i t u t i o n s .  A breakdown o f  s h a r e h o l d e r s ,  
accord ing  t o  t h e  number o f  s h a r e s  h e l d ,  is a s  fo l lows :  

COFISA STOCK DISTRIBUTION 

No. S h a r e s  No.  S h a r e h o l d e r s  - ( % I  T o t a l  S h a r e s  - ( % I  

20,000 - 24,430 
15,000 - 19,999 
10,000 - 14,999 

5,000 - 9,999 
1 ,000 - 4,999 

500 - 9 99 
1 - 4 99 

TOTAL 

S h a r e  d i s t r i b u t i o n  r a n g e s  from ownersh ip  o f  1 t o  24,430 s h a r e s .  
A t o t a l  o f  264,587 s h a r e s  (53.1%) is c o n t r o l l e d  by 20 s h a r e h o l d e r s  o r  4.4% 
o f  t h e  t o t a l  number o f  s h a r e h o l d e r s .  These 20 s h a r e h o l d e r s  i n c l u d e  6 
i n d i v i d u a l s  and 14 independen t  companies.  N o  one  i n d i v i d u a l  or company 
c o n t r o l s  more t h a n  4.9% o f  COFISA's s t o c k .  COFISA I n t e r n a t i o n a l  h a s  
r e t a i n e d  c o n t r o l  o v e r  10 ,091  s h a r e s  (2 .0%) ,  w h i l e  members o f  COFISA 
management own a t o t a l  of 51,149 s h a r e s  ( i n c l u d i n g  s o n s  and d a u g h t e r s )  or 
10.3% of  a l l  s h a r e s .  The v a s t  m a j o r i t y  o f  s h a r e  h o l d e r s  (70.3%) own 
between 1 t o  499 s h a r e s  o r  a t o t a l  o f  36,199 s h a r e s  (7 .3%).  

B. Board o f  D i r e c t o r s  

The Board o f  D i r e c t o r s  is composed o f  e i g h t  i n d i v i d u a l s  who elect 
a P r e s i d e n t ,  Vice -Pres iden t ,  and S e c r e t a r y  from among its members. The 
board is r e s p o n s i b l e  f o r :  

-Approval o f  p e r i o d i c  f i n a n c i a l  and economic s t a t e m e n t s .  

-Approval of  c r e d i t  a p p l i c a t i o n s .  
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ORGANIZATIONAL STRUCTURE OF COFISA, S .  A. 

SHAREHOLDERS 'T 
I BOARD OF DIRECRlRS I 

P r e s i d e n t  
V i c e - P r e s i d e n t  

Secretary 

EXTERNAL 
AUDITOR 

GENERAL MANAGER 7 1- - 4 LEGAL 1 
COUNSEL 

CONTROLLER I MANAGER a ASSISTANT 

I 

CREDIT 
DEPARTMENT 

I 1 
OPERATIONS DATA PROCESSING 

DEPARTMENT 
INTERNATIONAL 

DEPARTMENT 
EXECUTIVE 
SECRETARY 
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-Author iza t ion  of s a l a r y  i n c r e a s e s  f o r  COFISA personnel .  

-F ina l  approva l  of COFISA's g e n e r a l  budget. 

-Author iza t ion  of changes i n  COFISA's c h a r t e r .  

C. C r e d i t  Committee 

The c r e d i t  committee has  t h e  fol lowing func t ions :  

-Prepara t ion  of  t h e  agenda f o r  t h e  Board of D i r ec to r s .  

-Prel iminary a n a l y s i s  of c r e d i t  a p p l i c a t i o n s .  

D. Ex te rna l  Auditor 

The e x t e r n a l  a u d i t o r  ha s  t h e  fol lowing r e s p o n s i b i l i t i e s :  

-Expresses op in ions  on f i n a n c i a l  and economic s ta tements .  

-Analizes and reviews COFISA' s i n t e r n a l  c o n t r o l  and account ing 
systems. 

-Recommends changes i n  c o n t r o l ,  account ing and a d m i n i s t r a t i v e  
systems t o  correct d e f i c i e n c i e s  and weaknesses. 

-Responds d i r e c t l y  t o  c o n s u l t a t i o n  r e q u e s t s  from t h e  Board of 
D i r e c t o r s  or o t h e r  a d m i n i s t r a t i v e  u n i t s .  

E. Legal Counsel 

The Legal Counsel c a r r i e s  o u t  t h e  fol lowing func t ions :  

-Prepara t ion  and review of a l l  c o n t r a c t s  made by COFISA. 

-Legal r e p r e s e n t a t i o n  of COFISA be fo re  t h e  c o u r t s  and o t h e r  
i n s t i t u t i o n s .  

- I n t e r p r e t a t i o n  of l e g a l  d i s p o s i t i o n s  a f f e c t i n g  COFISA. 

- I n i t i a t e s  l e g a l  a c t i o n s  necessary  t o  safeguard COFISA's 
i n t e r e s t s ,  which inc lude  personnel  a c t i o n s ,  f r aud ,  t h e f t ,  and 
breach of c o n t r a c t .  

- ~ e g o c i a t e s  o r  approves c o n t r a c t  terminology of  loans.  
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F. General Manager 

The General Manager has the following responsibilities: 

-External relations with banks and other institutions. 

-Acquisition and administration of funds. 

-Utilization of COFISA personnel. 

-Resolution of specific problems. 

-Preparation of operational reports and policy recommendations 
for the Board of Directors. 

-Planning and implementation of activities and programs approved 
by the Board of Directors. 

G. Controller 

The controller, among other functions, acts as COFISA' s internal 
auditor and in this capacity coordinates actions with those of the 
external auditor. The controller has the following responsibilities: 

-Verification and evaluation of COFISA's accounting registers. 

-Monitors information flow and overall efficiency of 
administrative, accounting, and control systems. 

-Participation in the development of new systems. 

-Verification of the implementation of COFISA's policies. 

H. Manager 

The Manager is responsible for administering COFISA' s 
investments, resolving exchange-rate problems resulting from Central Bank 
credit lines, and supervising and coordinating transactions with other 
banks. This official also monitors and directs the operation of the 
following units or departments. 

1. Credit Department 

The functions of the Credit Department are as follows: 

-Establishment of credit policies. 
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-Interview loan applicants and prepare necessary 
documentat ion. 

-Investigation of loan applicants. 

-Monitoring of loan payments. 

-Analysis of COFISA's financial s tatus.  

-Product and market research. 

2. ~n te rna t iona l  Department 

The functions of the International Department are as  follows: 

-Provide l e t t e r s  of credit .  

-Registration a t  the Central Bank of a l l  COFISA l i a b i l i t i e s .  

-Execution of a l l  fund transfers. 

-Billing of COFISA cl ients .  

3.  Executive Secretary 

The Executive Secretary has the following responsibili t ies:  

-Record minutes a t  Board of Directors meetings. 

-Review credi t  applications before passing t o  Board of 
Directors. 

-Recruitment of personnel. 

-Maintain personnel records. 

4. General Services 

General services is responsible for  the following: 

-General maintenance of off ices and buildings. 

-Procurement of supplies and equipment. 

-Equipment maintenance. 

-Supervision of messengers and maintenance personnel. 
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I. A s s i s t a n t  Manager 

The A s s i s t a n t  Manager is r e spons ib l e  f o r  p rovid ing  f i n a n c i a l  and 
account ing s t a t i s t i c s  t o  management, monitor ing t h e  l o c a l  s t ock  exchange, 
and t h e  supe rv i s ion  of  t h e  fo l lowing  departments:  

1. Opera t iona l  Department 

The f u n c t i o n s  of t h i s  department  a r e  a s  follows: 

-Analysis  of documentation provided by loan  a p p l i c a n t s .  

-Prepara t ion  and f i n a l i z a t i o n  of l oan  documentation t o  be 
presen ted  t o  Board of  D i r ec to r s .  

-Modif icat ion of c r e d i t  o p e r a t i o n  according t o  d e c i s i o n s  of 
Management and t h e  Board of D i r ec to r s .  

-Monitor  l o a n  payments of COFISA c l i e n t s .  

2. Data Processing Department 

The f u n c t i o n s  of t h i s  department  a r e  a s  fol lows:  

-Prepara t ion  of account ing and f i s c a l  r epo r t s .  

-Management of  Data Process ing  Center .  

-F inanc i a l  a n a l y s i s .  

-Monitor ing of  c a s h  flow. 

-Prepara t ion  of COFISA's g e n e r a l  budget. 

-Management of  T r u s t  Fund. 
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LEGAL ANNEX 

T h i s  annex c o n t a i n s  t h r e e  r e p o r t s  p repared  by t h e  Legal Firm of 
Vargas, ~ i m e n e z  & P e r a l t a .  

Report Number One i n c l u d e s  ( a )  a thorough a n a l y s i s  of a s e l e c t i o n  
of COFISA I n t e r n a t i o n a l ,  S .A. (Panama) sub loan  documentation, i nc lud ing  
sub loan  repayment p r o v i s i o n s  and o t h e r  p e r t i n e n t  p rocedures ,  l e g a l  
s t r u c t u r e s  and c o n s i d e r a t i o n s ;  and (b) a n  assessment  of t h e  deg ree s  t o  
which t h e  c u r r e n t  sub loan  p o r t f o l i o  of COFISA Panama is a t  r i s k  under 
A r t i c l e  5 and 6 of t h e  Currency A c t  of Costa  Rica. I n  t h i s  r e p o r t  
COFISA's p o r t f o l i o  i s  subdivided according t o  t h e  d e g r e e s  o f  r i s k  
a f f e c t i n g  subloan recovery i n  U.S. d o l l a r s  o r  i n  co lones  a t  a f r e e l y  
c o n v e r t i b l e  commercial rate. 

Report  Number Two p rov ides  s p e c i f i c  recommendations regard ing  l e g a l  
s t r u c t u r e s ,  p rocedures  s a f egua rds ,  etc. neces sa ry  t o  p r o t e c t  f u t u r e  
d o l l a r  denominated lend ing  by COFISA from t h e  r i s k s  h e r e i n  r e f e r r e d .  

Report  Number Three p rov ides  l e g a l  op in ions  on  ( a )  t h e  e f f e c t  o f  a 
COFISA I n t e r n a t i o n a l  bankruptcy on t h e  d o l l a r  o b l i g a t i o n s  of f u t u r e  
borrowers? and (b) t h e  t a x  s t a t u s ,  under Costa Rican law, of  f u t u r e  
COFISA I n t e r n a t i o n a l  t r a n s a c t i o n s .  
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CABLE: INCAP 
TELEX 2 6 5 2  

J u l y  31, 1982 

Agency f o r  I n t e r n a t i o n a l  Development 
United S t a t e s  A. I. D. Mission t o  Costa Rica 
Embassy o f  t h e  United S t a t e s  o f  America 
San Jos6 ,  Costa Rica 

A t t en t ion :  M r .  Will iam Phelps 

Dear S i r s :  

You have r eques t ed  us a  r e p o r t  (Report  Number One, Order 
N o  203-82)of ( a )  a  thorough a n a l y s i s  o f  a  s e l e c t i o n  o f  COFISA 
INTERNATIONAL, S. A. (Panamd) subloan documentation,  i n c l u d i n g  
subloan repayment p r o v i s i o n s  and o t h e r  p e r t i n e n t  p rocedures ,  
l e g a l  s t r u c t u r e s  and c o n s i d e r a t i o n s ;  and ( b )  an assessment  o f  
t h e  deg ree ( s1  t o  which t h e  c u r r e n t  subloan p o r t f o l i o  o f  COFISA 
Panamd i s  a t  r i s k  under A r t i c l e s  F ive  and S i x  o f  t h e  Currency 
A c t  o f  Costa Rica. The r e p o r t  should subd iv ide  t h e  p o r t f o l i o  
a s  neccesary t o  r e f l e c t  degrees  of  r i s k  a f f e c t i n g  subloan re- 
covery i n  U. S. d o l l a r s  o r  i n  co lones  a t  a  f r e e l y  c o n v e r t i b l e  
commercial r a t e .  

1. A ~ ~ l i c a b l e  laws 

W e  view a s  d e c i s i v e  t o  p rov ide  our  r e p o r t  S e c t i o n s  4 ,  5 ,  
6, 7  and 8  of t h e  Currency A c t  ( o f  Costa R i c a ) ,  Law No. 1367 
of October 19,  1951, and Sec t ion  771 o f  t h e  C i v i l  Code. A 
t r a n s l a t i o n  of  t h o s e  s e c t i o n s  ( a r t i c l e s )  s t a t e s :  

A r t i c l e  4.- The means of  l e g a l  payment i n  t h e  Re- 
p u b l i c  s h a l l  be c o n s t i t u t e d  by b i l l s  and c o i n s  is- 
sued and pu t  i n t o  c i r c u l a t i o n  by t h e  Banco C e n t r a l  
de Costa Rica ( C e n t r a l  Bank of  Costa Rica) i n  abso 
l u t e  accordance wi th  t h a t  p r e s c r i b e d  by i t s  o rgan ic  
Law and by t h i s  a c t .  

A r t i c l e  5.- The r e f e r r e d  t o  b i l l s  and c o i n s  s h a l l  
have,  i n  t h e  t e r r i t o r y  o f  t h e  Republ ic ,  un l imi t ed  
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cancelling power and can be used to settle all types 
of pecuniary obligations, both public and private. 

Article 6.- In all determination of prices, setting 
of salaries, daily waqes, fees, pensions and all 
types of remunerations, indemnizations or severance 
pay, the levying of rights, taxes and contributions, 
and in any other obligations, public or private, that 
imply the use of money and that should be paid in 
Costa Rica, the corresponding amounts must necessar- 
ily be expressed in colones. 

However, contracts and obligations may be made 
in foreign currencies, with the debtor having the 
option to cancel in colones at the official exchange 
rate in effect at the date of payment. 

Article 7.- In addition, the following shall be ex 
empt from the limitations and prohibitions establizhed 
in the above articles: 

1) The obligations and contracts which estab 
lish payments from Costa Rica to foreign- 
countries or vice versa and those directly 
related with the financing of the same and 
with the transactions of the national export - 
ing and importing; 

2) The remunerations and expenses of diplomats 
and career consuls accredited in Costa Rica 
and the members of foreign government agen- 
cies or of international institutions estab - 
lished in the country; 

3 )  The remunerations and expenses that shall 
be paid to persons or entities domiciled over - 
seas, in payment of services rendered to 
persons or entities of the country; 
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4 )  The o b l i g a t i o n s  incu r red  and payable  t o  
p u b l i c  law e n t i t i e s ,  t h a t  due t o  s p e c i a l  
laws should be pa id  i n  s p e c i e s  o r  monies 
o r  f o r e i g n  exchange; 

5) The s e c u r i t i e s  t h a t  were i s sued  by t h e  
S t a t e  o r  by t h e  Cen t ra l  Bank according t o  
t h e  law; 

6 )  The d e p o s i t s  i n  fo re ign  c u r r e n c i e s  c o n s t i  - 
t u t e d  i n  t h e  banks of  t h e  count ry ;  

7 )  The t r a n s a c t i o n s  of minor amounts made by 
t o u r i s t s  and t r a v e l e r s ,  which s h a l l  be sub 
j e c t  t o  t h e  r u l e s  t h a t  t h e  Cen t ra l  Bank mgy 
decree ;  and 

8) The t r a n s a c t i o n s  t h a t ,  accord ing  t o  t h e  law, 
s a i d  Bank e s p e c i a l l y  a u t h o r i z e s .  

A r t i c l e  8.- The o b l i g a t i o n  t o  pay any sum of  money 
i n  n a t i o n a l  currency s h a l l  be s e t t l e d ,  f o r  i t s  nomi 
n a l  va lue ,  upon p r e s e n t a t i o n  of  b i l l s  and co ins  is- - 
sued and pu t  i n t o  c i r c u l a t i o n  by t h e  Cen t ra l  ~ a n k T  

Therefore ,  any s t i p u l a t i o n  t h a t  e s t a b l i s h e s  
an o b l i g a t i o n  of  payment i n  colones  i n  a  c e r t a i n  
r e l a t i o n  with  gold ,  s i l v e r  o r  another  prec ious  m e  
t a l ,  o r  wi th  a  c e r t a i n  f o r e i g n  currency,  s h a l l  n o t  
have any v a l i d i t y  i n  law. 

A r t i c l e  771.- When t h e  deb t  i s  a  sum of  money, pax  
ment must be made i n  t h e  currency s t i p u l a t e d ;  i f  t h e r e  
is  no s t i p u l a t i o n ,  i n  t h e  currency t h a t  w e r e  i n  
c i r c u l a t i o n  a t  t h e  t i m e  t h e  deb t  was con t rac t ed ;  
and i n  t h e  c a s e  t h a t  t h e  deb t  cannot be p a i d  i n  t h e  
currency due, it s h a l l  be done i n  t h e  usua l  and 
s t anda rd  upon v e r i f i c a t i o n  o f  payment, computing it 
according t o  t h e  commercial and e f f e c t i v e  va lue  t h a t  
it has  a t  t h e  t i m e  i n  r e l a t i o n  wi th  t h e  currency due. 
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The Currency A c t  o f  1951 r epea l ed  a  former law on t h e  
same s u b j e c t ,  enac t ed  i n  1947. The f i r s t  paragraph o f  sec 
t i o n  s i x  of  t h e  law now i n  f o r c e  i s  t h e  s t a t u t e  o f  s e c t i o z  
f i v e  o f  t h e  former law, which d i d  n o t  mention t h e  p o s s i b i l  - 
i t y  of  e x p r e s s i n g  an  o b l i g a t i o n  i n  f o r e i g n  cur rency  nor  
t h e  o p t i o n  o f  t h e  d e b t o r  t o  pay i n  co lones  a t  t h e  o f f i c i a l  
exchange r a t e ,  excep t  as i n  s e c t i o n  s i x  when a  t r a n s a c t i o n  
was payable  from Costa R i c a  t o  a  f o r e i g n  count ry  o f  v i c e  
v e r s a ,  now contemplated i n  s e c t i o n  seven ,  s u b s e c t i o n  1 of  
t h e  Currency A c t  o f  1951. 

Costa R i c a ' s  economic h i s t o r y  o f  a weak ba l ance  of  
i n t e r n a t i o n a l  payments, d e f i c i e n t  f o r e i g n  exchange r e s e r v e s  
and t h e  n o n - c o n v e r t i b i l i t y  of  i t s  monetary u n i t ,  demand t h a t  
payment o f  an o b l i g a t i o n  payable  abroad be made i n  a  f o r e i g n  
cur rency  used cus tomar i ly  f o r  t h e  s e t t l i n g  o f  i n t e r n a t i o n a l  
payments and such i s  t h e  s p i r i t  of  s u b s e c t i o n s  1 and 3  of  
the Currency A c t  o f  1951. The C e n t r a l  Bank of  Cos ta  Rica ,  
i n  r e p l y  t o  an op in ion  r eques t ed  by Congressman Alvaro To - 
rres, e p r e s s e d  on October 3 ,  1951: 

"Tampoco podr fa  e x i g i r s e  que se a c e p t e  n u e s t r a  
moneda en pago de  s e r v i c i o s  que se p r e s t a n  en  
e l  e x t r a n j e r o ,  como podr fa  ser e l  caso  de  l a s  
compafifas de  t r a n s p o r t e  i n t e r n a c i o n a l ,  p r e c i -  
samente porque e l  c o n t r a t o  no se e j e c u t a  en 
n u e s t r o  p a f s  . " 

The U. S. d o l l a r  and B r i t i s h  pound s t e r l i n g  have been 
t h e  t r a d i t i o n a l  u n i t s  of  account  and media of  exchange i n  
i n t e r n a t i o n a l  t r a n s a c t i o n s ,  w r i t e s  Andreas I?. Lowenfeld, - The 
I n t e r n a t i o n a l  Monetary System, v o l .  I V ,  p.  1. 

The o p t i o n  q iven  i n  g e n e r a l  t o  every  d e b t o r  o f  an o b l i -  
g a t i o n  denominated i n  a  f o r e i g n  cur rency  t o  pay,  under a r t i -  
c le  6 ,  paragraph 2 ,  a t  t h e  o f f i c i a l  exchange r a t e ,  l i m i t s  
t h e  u se  of  a  f o r e i g n  cur rency  a s  a  s h i e l d  a g a i n s t  t h e  deva lu  
a t i o n  of  t h e  colon.  Therefore ,  t o  s eek  t h a t  k ind  o f  p r o t e c z  
t i o n ,  a  l end ing  c o n t r a c t  would have t o  be  a s s i m i l a t e d  t o  
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an i n t e r n a t i o n a l  t r a n s a c t i o n .  

The e x a c t  meaning of  t h e  words "currency s t i p u l a t e d "  i n  
s e c t i o n  771 o f  t h e  C i v i l  Code i s  t h a t  payment can n o t  be  made 
i n  s t e r l i n g  pounds o r  g u i l d e r s  i f  d e l i v e r y  of  c h i l e a n  money 
is  s t i p u l a t e d  (Supreme Court ,  Cassa t ion  No. 68, 2:30 p.m. 
J u l y  15,  1943) .  Commercial and e f e c t i v e  va lue  i n  t h e  l a s t  
sen tence  of  s e c t i o n  771 means co lones  a t  t h e  f r e e  market r a t e  
( "Sa la  Primera C i v i l  de l a  Corte  Suprema de J u s t i c i a " ,  No. 
132, 9:05 a.m. A p r i l  25, 1972, wi thout  s p e c i f i c  r e f e r e n c e  t o  
s e c t i o n  771) .  

2 .  Supreme Court  p receden t s  

I n  December o f  1980 t h e  P r e s i d e n t  and t h e  M i n i s t e r  o f  
Finance (Acuerdo E jecu t ivo  N o  136 o f  December 24, 1980) re - 
solved: 

(i) t o  suspend t h e  then  p r e s e n t  exchange r e l a -  
t i o n  o f  t h e  colon wi th  r e s p e c t  t o  t h e  U.  S.  
d o l a r ;  

(ii) t o  e s t a b l i s h  immediately a  system o f  f l u c t u a  - 
t i o n  o f  o u r  exchange system. 

A s  a  r e s u l t  of  t h e  f l o t a t i o n  of  t h e  co lon ,  which was 
beginning i t s  downward f a l l  and l o s i n g  va lue  s t e a d i l y  t o  
t h e  d o l l a r ,  Cof i sa  and o t h e r  l end ing  i n s t i t u t i o n s  demanded 
payment of  i ts  d o l l a r  denominated loans  a t  t h e  d a i l y  f l o a t  - 
i n g  r a t e .  

Not conformed wi th  t h e  inc reased  c o s t  --in colones-- 
of  an ou t s t and ing  loan  i n  U. S. d o l l a r s ,  Benef ic iadora  San 
t a  Elena ,  S. A., a  l o c a l  co rpora t ion ,  depos i t ed  i n  colones- 
i t s  d e b t  w i th  a  Court of  San J o s e  and subsequent ly  f i l e d  a  
complaint  of  u n c o n s t i t u t i o n a l i t y  be fo re  t h e  Supreme Court ,  
c la iming  t h e  f l o t a t i o n  o f  t h e  colon t o  be u n c o n s t i t u t i o n a l .  
The Court ,  i n  a  r e s o l u t i o n  handed down on t h e  14th of  J u l y ,  
1981, r u l e d  t h a t  t h e  "Acuerdo No. 136" of t h e  Execut ive  
Power had indeed v i o l a t e d  t h e  c o n s t i t u t i o n  and ordered  it 
i n a p p l i c a b l e ,  t o g e t h e r  w i th  o t h e r  s t a t u t e s  named i n  t h e  
complaint  b u t  no t  having a d i r e c t  connect ion wi th  t h e  scope 
o f  t h i s  r e p o r t .  A s  a  r e s u l t ,  t h e  o f f i c i a l  exchange r a t e  of  
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of c8.60 t o  $1.00 was rees tabl ished.  

The decision of the  Supreme Court named above d id  not 
touch, however, on a r t i c l e s  6 and 7 of t he  Currency Act 
because, a s  s t a t e d  e a r l i e r ,  t he  debt  of Beneficiadora San - 
t a  Elena, S. A. was contracted o r i g i n a l l y  with a Costa 
Rican corporat ion and San Jose was designated a s  the  place 
of payment. However, the  c r e d i t o r  company assigned t h e  
debt t o  a Panamanian corporation and n o t i f i e d  t h e  debtor  
t h a t  a l l  f u tu re  payments t h e r e a f t e r  s h a l l  be made i n  Pana 
md, t o  which the  debtor d id  not  p ro t e s t .  F ina l  decision- 
on the  currency of t he  con t rac t  i s  s t i l l  pending i n  t he  
Courts. 

In the  meantime, Corporacidn Costarr icense de Financia - 
miento I n d u s t r i a l ,  S. A. (COFISA), domiciled i n  San Jose ,  
t o  avoid the  f lood of payments a t  $8.60, f i l e d  another corn 
p l a i n t  of uncons t i tu t iona l i ty  aga ins t  t he  second paragrapK 
of sec t ion  6 of the  Currency Act of 1951 --et a1.-- based 
on philosophical  and moral considerat ions concerning c e r t a i n  
p r inc ip l e s  of reasonab i l i ty  of the  laws and publ ic  order .  
Cofisa f u r t h e r  contends t h a t  the  pr iv i ledge vested on the  
debtor by the  second paragraph of sec t ion  s i x  of t he  Cur- 
rency Act of 1951 amounts t o  an expropriationwithout com - 
pensation. 

A decis ion on Cof i s a l s  complaint i s  s t i l l  pending and 
i t s  outcome i s  uncertain a t  b e s t ,  bu t  whatever course the  
Court may follow t h i s  time the  J u s t i c e s  have t o c l e a r l y  de 
f i n e  the  i s sue  a r i s i n q  out  of t he  ob l iga t ions  of cof isaT 
I f  denied, it should rea f f i rm which debtors  o r  borrowers 
a r e  not e n t i t l e d  t o  a conversion a t  the  o f f i c i a l  r a t e  of 
exchange and what debts  a r e  ex ig ib le  i n  a fore ign currency. 

3 .  The loans made by Cofisa In t e rna t i ona l ,  S. A. 

The present  p o r t f o l i o  of Cofisa In ternacional ,  S. A,  of 
over 2 3  mil l ion d o l l a r s  comprises loans made between August 
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1975 and t h e  f i r s t  h a l f  of  1981 (see Annexes # 2  and 3 ) .  

To w r i t e  t h i s  r e p o r t  w e  have s t u d i e d  t h e  documentation 
of  88 loans  s e l e c t e d  a t  random and e x t r a c t e d  t h e  most r e l e  - 
van t  c h a r a c t e r i s t i c s ,  which a r e  p re sen ted  i n  Annex #l. 

Four types  of  documents were fundamentally used t o  e v i  - 
dence t h e  indebtedness  of  t h e  borrowers:  

(i) promissory no te s  

(ii) mortgages 

(iii) c h a t t e l  mortgages 

( i v )  d r a f t s  

The most n o t i c e a b l e  f e a t u r e  i n  ou r  a n a l y s i s  i s  t h e  s t i p u  - 
l a t i o n  of t h e  p l a c e  o f  payment of t h e  o b l i g a t i o n s ,  which ex- 
c e p t  f o r  minor and i n s i g n i f i c a n t  language v a r i a t i o n s  i s  c o n s i s  - 
t e n t l y  " t h e  o f f i c e s  o f  t h e  c r e d i t o r " ,  exc luding  some d r a f t s  
which c a l l  f o r  t h e  domici le  of  t h e  company and some mortgages 
wi th  no s t i p u l a t i o n  a t  a l l .  

Cof i sa  I n t e r n a c i o n a l ,  S.  A. was formed t h e  28th o f  October,  
1 9 7 4  as a Panamanian co rpora t ion  domici led i n  t h e  c i t y  o f  Pana 
md, Republic o f  Panamd. The Board o f  D i r e c t o r s  may change t h e  
domic i le  of  t h e  company, accord ing  t o  c l a u s e  s i x  of  t h e  c h a r t e r  
and u n t i l  a  r e s o l u t i o n  i s  passed t o  t h a t  e f f e c t  t h e  domic i le  o f  
t h e  co rpora t ion  s h a l l  be i n  t h e  c i t y  o f  Panamd. It may appoin t  
agents  o r  e s t a b l i s h  branches i n  o t h e r  c o u n t r i e s .  W e  are no t  
aware of  any such r e s o l u t i o n  e s t a b l i s h i n g  a new domic i le  o r  
branch.  Both Panamanian and Costa  Rican law f a l l o w  t h e  p r in -  
c i p l e  o f  t h e  s o  c a l l e d  " e l e c t i v e  domici le"  a s  s t a t e d  i n  t h e  
c h a r t e r  o f  a law e n t i t y  ( f i r m ) ,  which p r e v a i l s  over  t h e  p l ace  
where t h e  d i r e c t i o n  o r  a d m i n i s t r a t i o n  o f  t h e  company is  loca t ed .  

When t h e  company w a s  formed t h e  law f i r m  o f  "Galindo, 
Ar ias  & L6pez1', wi th  o f f i c e s  a t  V i a  Espaiia No. 2 0 0 ,  ~anarnd,  was 
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appoin ted  "Agente Regis t rado"  (Reg i s t e r ed  Agent) .  Under Pa 
namanian law, t h e  r e g i s t e r e d  agent  a c t s  a s  an a t t o r n e y  for-  
t h e  c o r p o r a t i o n  ( A r t i c l e  4 4 4  o f  t h e  Commercial Code). 

However, i n  t h e  op in ion  o f  t h e  Panamanian counse l  f o r  
Cof i sa  I n t e r n a c i o n a l ,  S. A.,  t h e  company d i d  n o t  have a 
"phys i ca l  presence"  i n  Panamd u n t i l  J u l y  o f  1981, when i t s  
name was l i s t e d  i n  t h e  d i r e c t o r y  o f  t h e  b u i l d i n g  " E d i f i c i o  
F i d u c i a r i o " ,  7 t h  f l o o r ,  V i a  Espaiia No. 200, and i t s  r e g i s -  
t e r e d  agent  provided wi th  r e c e i p t s a n d  s e a l s  o f  Cof i sa  I n t e r  
n a c i o n a l ,  S. A. ,  w i t h  i n s t r u c t i o n s  t o  r e c e i v e  payments froK 
i ts  borrowers.  

Hence t h e  g i s t  o f  t h e  problem, which rests on t h e  i s s u e  
of  t h e  p l a c e  o f  payment des igna t ed  i n  t h e  c r e d i t  documents 
and t h e  l a c k  o f  o f f i c e s  of  t h e  c r e d i t o r  a t  t h e  p l a c e  o f  pay  
ment. The l i t i g a n t  borrowers o f  C o f i s a  a rgue  t h a t  because 
t h e  company d i d  n o t  have o f f i c e s  i n  Panamd when t h e  d e b t s  
were c o n t r a c t e d  t h e  cor responding  o b l i g a t i o n s  do n o t  e s t a b  
l i s h  payments from Costa  Rica t o  a f o r e i g n  count ry  as i n  sec - 
t i o n  7, s u b s e c t i o n  1 of  t h e  Currency Act o f  1951. I n  f a c t ,  
t hey  contend t h a t  t h e  o f f i c e s  o f  ~ o f i s a  I n t e r n a c i o n a l .  S. A. 
were co loca t ed  w i t h  t h o s e  of  Corporaci6n C o s t a r r i c e n s e  de  F i  - 
nanciamiento I n d u s t r i a l ,  S. A. a t  Urbanizacidn Tournon, i n  
San J o s e  and t h a t ,  t h e r e f o r e ,  t h e  payments due a r e  n o t  of an 
i n t e r n a t i o n a l  n a t u r e .  Borrowers f u r t h e r  base  t h e i r  a s s e r t i o n  
on a number o f  c o n t r i b u t o r y  arguments which w i l l  be examined 
wi th  t h e  "consignaciones"  o r  Court d e p o s i t s  made by them a t  
t h e  o f f i c i a l  exchange r a t e  demanding f u l l  s e t t l e m e n t  o f  t h e i r  
cor responding  o b l i g a t i o n s .  

Meanwhile, w e  view t h e  d r a f t i n g  o f  t h e  p l a c e  o f  payment 
c l a u s e s  ambiguous, except  i n  t h e  case o f  a l i m i t e d  number of  
d r a f t s  which c l e a r l y  s t i p u l a t e  t h e  p l a c e  o f  payment t o  be  t h e  
domic i le  o f  t h e  l e n d e r  and which, a s  w e  have seen ,  can be 
n e a t l y  determined.  

With r e s p e c t  t o  t h o s e  mortgages t h a t  omit  complete ly  t h e  
p l a c e  o f  payment ( l o a n s  565D, 465D, and 548D) , t h e  omiss ion 
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should be reso lved  i n  favor  of Cofisa  I n t e r n a c i o n a l ,  S. A. 
based on s e c t i o n  503 of o u r  Commercial Code. Sa id  s e c t i o n  
i n d i c a t e s  t h a t ,  sav ing  agreement t o  t h e  c o n t r a r y ,  payment 
of a loan s h a l l  be made a t  t h e  domici le  of t h e  c r e d i t o r .  
Our only o b j e c t i o n  is t h a t  t h e  domici le  of  t h e  c r e d i t o r  does 
n o t  appear i n  t h e  d r a f t s .  

I n  some loans  we found a s e p a r a t e  agreement t h a t  r eads  
a s  fol lows:  

"The i n d i c a t e d  t r a n s a c t i o n  should be pa id  i n  do1 
l a r s ,  currency of t h e  United S t a t e s  of ~ m e r i c a ,  
a s  agreed,  whereas, i n  an express  manner, w e  a c  
knowledge t h a t  i f  Cof i sa  I n t e r n a c i o n a l ,  S. A.  & 
any occasion o r  even i n  a r epea ted  o r  permanet 
manner, accep t s  t o  r e c e i v e  t h e  corresponding 
payments of p r i n c i p a l  o r  i n t e r e s t  i n  i t s  equiva - 
l e n t  i n  Costa Rican colones  c a l c u l a t e d  a t  t h e  
exchange r a t e  e s t a b l i s h e d  f o r  t h a t  day i n  t h e  
Bolsa Nacional de Valores ,  S. A. o f  t h i s  p lace ,  or a t  
another  r a t e  t h a t  i n  i ts  judgement r e s u l t s  more 
f avorab le ,  t h i s  w i l l  be due s o l e l y  and exclusively 
t o  a grac ious  concession of t h a t  company, t h a t  
i n  no way o r  under any t i t l e  gene ra t e s  any r i g h t  
i n  f avor  of t h e  deb to r  nor  does it modify i n  any 
way t h e  cond i t ions  and form of payment o r i g i n a l l y  
agreed upon and i n  t h e  event  t h a t  it w e r e  s o ,  t h e  
deb to r  i r r e v o c a b l e  waives t h a t  r i g h t  from t h i s  
moment. " 

While t h i s  covenant is  n u l l  and void under a r t i c l e  8 ,  
paragraph 2 ,  of  t h e  Currency Act of 1951 ( i n  t h i s  c o n t e x t ,  
Tr ibunal  Super ior  C i v i l ,  Resolut ion No. 964, 8:30 a.m., 
August 1 4 ,  1981) ,  i t s  e x i s t e n c e  is  no t  a t  a l l  f r u i t l e s s  
because it can be used t o  c o r r e c t l y  i n t e r p r e t  t h e  i n t e n t i o n  
of t h e  p a r t i e s  t o  d e l i v e r  t o  t h e  l e n d e r  U. S. d o l l a r s  and 
nothing else. 
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A few loans  w e r e  d i s b u r s e d  by C o f i s a  I n t e r n a c i o n a l ,  S. A. 
i n  co lones  and t h e  rest i n  U. S. d o l l a r s .  Management e x p l a i n s  
t h a t  t h o s e  d i s b u r s e d  i n  co lones  are t h e  r e s u l t  o f  s p e c i f i c  
i n s t r u c t i o n s  o f  t h e  borrowers t o  enab le  them t o  f u l l f i n  l o c a l  
o b l i g a t i o n s .  On t h i s  p o i n t ,  t h e  l a w  and t h e  d o c t r i n e  g r a n t s  
s u f f i c i e n t f r e e d o m  t o  t h e  p a r t i e s  f o r  agreement and t h e  con 
t racts  are g e n e r a l l y  b ind ing  provided t h a t  t h e  purpose is- 
l awfu l  . 

The r e f e r e n c e  t o  "Anotado T r i b u t a c i 6 n W  i n  Annex #1 h a s  
t h e  fo l lowing  meaning : 

By Law No. 6450 o f  J u l y  15,  1981, Congress r e q u i r e d  t h a t  a l l  
promissory n o t e s  i s s u e d  a f t e r  t h e  p u b l i c a t i o n  o f  t h e  l a w  
August 8 t h  of  t h e  same y e a r ,  b e  anno ta t ed  a t  t h e  General  Tax 
O f f i c e  i n  o r d e r  t o  p r e s e r v e  i n t a c t  t h e i r  r i g h t  t o  summary 
proceeding  i n  t h e  even t  o f  d e f a u l t .  The promissory n o t e  o f  
Loan No. 589D made January 21, 1981 l a c k s  a n n o t a t i o n  and,  
t h e r e f o r e ,  i s  depr ived  o f  executory  a c t i o n .  C o l l e c t i o n  
would have t o  be demanded i n  a " J u i c i o  Ord ina r io"  ( o r d i n a r y  
o r  d e c l a r a t o r y  p roceed ings ) .  

Approximately $ 297,000 worth  o f  Matra (Maquinaria y  T r a c  
t o r e s  Limited,  C a t e r p i l l a r ' s  d e a l e r  i n  Costa  R i c a )  c h a t t e l  
mortgage c e r t i f i c a t e s  were bought o r  d i s coun ted  by C o f i s a  In- 
t e r n a c i o n a l ,  S. A. Upon review of  t h e  unde r l ay ing  documents 
it appears  t h a t  t h e  pu rchase r s  of  equipment c o n t r a c t e d  w i t h  
Matra payment i n  U. S. d o l l a r s  o r  i t s  e q u i v a l e n t  i n  co lones  
a t  t h e  o f f i c a l  exchange r a t e .  The "Tr ibuna l  S u p e r i o r  C i v i l "  
i n  i t s  Reso lu t ion  No. 1238 o f  8:35 a .m .  September 30th ,  1981, 
d i d  n o t  have t o  e l a b o r a t e  much t o  a f f i r m  t h e  sale o f  t h e  
mortgaged equipment i n  d o l l a r s  o r  i t s  e q u i v a l e n t  i n  co lones  
( a t  t h e  o f f i c i a l  exchange ra te )  . 
4 .  The "Consignaciones" a g a i n s t  Cof i sa  I n t e r n a c i o n a l .  S. A. 

Theprocedure  beg ins  w i t h  a cash  o f f e r  made by t h e  bor- 
rower i n  San J o s e  t o  t h e  l e g a l  r e p r e s e n t a t i v e s  o f  t h e  c r e d i  
t o r  company i n  t h e  presence  of  a n o t a r y  p u b l i c .  The company 
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e i t h e r  den ie s  t h e  payment f o r  i n s u f f i c i e n t  o r  d e c l i n e s  t o  
r e c e i v e  t h e  borrower and t h e  no ta ry  p u b l i c .  The amount 
o f f e r e d  is  subsequent ly  depos i t ed  by t h e  borrower w i th  a  
C i v i l  Court of  San Jose .  Cof i sa  I n t e r n a c i o n a l ,  S. A. re- 
f u s e s  t o  t a k e  t h e  d e p o s i t  and f o r e c l o s e s  t h e  c r e d i t  docu - 
ments i n  a  s e p a r a t e  a c t i o n  a g a i n s t  t h e  borrower. 

Under Costa Rican law t h e  v a l i d i t y  of  t h e  payment by 
tgconsignaci6nn i s  d i scussed  i n  a  p r o t r a c t e d  " J u i c i o  Ordina - 
r i o n  b u t  i f  l i t i g a t i o n  i s  a l r e a d y  pending f o r  c o l l e c t i o n  
o f  t h e  d e b t ,  it can be v e n t i l a t e d  i n  " v i a  i n c i d e n t a l "  ( i n  - 
c i d e n t a l  p roceed ing ) .  

For t h i s  r e p o r t  w e  s t u d i e d  i n  t h e  Courts  t h e  f i l e s  o f  
t h e  proceedings  of  t h e  most noteworthy " c o n s i g n a ~ i o n e s ' ~ ,  
13  i n  t o t a l  (see Annex # 4 ) ,  and e x t r a c t e d  t h e  fo l lowing  a r  - 
guments: 

Borrowers : 

( a )  The on ly  known o f f i c e s  o f  t h e  c r e d i t o r  company a r e  l o  - 
c a t e d  a t  E d i f i c i o  Cof i sa ,  Urbanizacidn Tournon, San 
Jose .  Cof i sa  I n t e r n a c i o n a l ,  S. A. s e n t  o u t  m a t u r i t y  
n o t i c e s  which i n d i c a t e  t h e  number of  C o f i s a ' s  colon 
and d o l l a r  accounts  w i th  Banco Anglo C o s t a r r i c e n s e ,  f o r  
payment. 

( b )  The loans  were formal ized  and s igned  a t  E d i f i c i o  Cof i sa .  

(c)  Payments were h a b i t u a l l y  made by t h e  borrowers and re- 
ce ived  by t h e  c r e d i t o r  i n  t h a t  same b u i l d i n g  and a re - 
c e i p t  i s s u e d  t h e r e .  

( d )  The c a s h i e r  of  E d i f i c i o  Cof i sa  r e c e i v e s  payments i n d i s  - 
t i n c t i v e l y  f o r  Corporacidn C o s t a r r i c e n s e  de F inanc ia -  
miento I n d u s t r i a l ,  S. A. and Cof i sa  I n t e r n a c i o n a l ,  S. A. 

(e)  Cof i sa  I n t e r n a c i o n a l ,  S. A. does n o t  have o f f i c e s  i n  Pa 
namd nor  a  p o s t  o f f i c e  box, a commercial o r  i n d u s t r i a l -  
l i c e n s e ,  is  n o t  r e g i s t e r e d  i n  t h e  Chamber o f  Commerce 
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o f  Panamd, d o e s  n o t  have  a  t e l e p h o n e  number, i s  n o t  re 
c o r d e d  w i t h  t h e  M u n i c i p a l i t y  o f  Panamd n o r  r e g i s t e r e d -  
a t  t h e  Coldn F r e e  Trade  Zone. 

( f  1 The d i r e c t o r s  and management o f  C o f i s a  I n t e r n a c i o n a l ,  S. A. 
and o f  Corporac idn  C o s t a r r i c e n s e  d e  F i n a n c i a m i e n t o  I n  - 
d u s t r i a l ,  S. A ,  a r e  t h e  same p e r s o n s .  

( g )  The l o a n s  were d i s b u r s e d  i n  c o l o n e s .  

( h )  The o b l i g a t i o n s  o f  t h e  b o r r o w e r s  are governed by a r t i  
c le  6 o f  t h e  Currency Law o f  1951 and n e v e r  by a r t i c i e  
7 o f  s a i d  l a w ,  n o t w i t h s t a n d i n g  t h e  f a c t  t h a t  t h e  c r e d i  - 
t o r  i s  d o m i c i l e d  i n  Panamd. 

(i) C o f i s a  I n t e r n a c i o n a l ,  S. A. r e c e i v e d  c o l o n e s  i n  payment 
o f  d o l l a r  o b l i g a t i o n s .  

('j) The d o m i c i l e  o f  C o f i s a  I n t e r n a c i o n a l ,  S. A. i s  i n  Cos- 
t a  R i c a ,  a c c o r d i n g  t o  s e c t i o n  30 o f  t h e  C i v i l  Code o f  
Cos ta  R ica  and t h e  f a c t  t h a t  t h e  l e g a l  r e p r e s e n t a t i v e s  
o f  t h e  company r e s i d e  i n  C o s t a  R i c a .  

Respondent:  

(a) Argument o f  bor rowers  i n  c o n n e c t i o n  w i t h  t h e  p l a c e  o f  
payment i s  n o t  t r u e  b e c a u s e  C o f i s a  I n t e r n a c i o n a l ,  S. A. 
h a s  a lways  had i t s  o f f i c e s  i n  t h e  c i t y  o f  Panamd. C o f i  
sa I n t e r n a c i o n a l ,  S. A. b a s e s  i t s  r e b u t t a l  on a cert ify - 
cate i s s u e d  by t h e  M e r c a n t i l e  R e g i s t r y  o f  C o s t a  R ica  
t h a t  shows C o f i s a ' s  d o m i c i l e ,  a d d r e s s  and o f f i c e s  i n  t h e  
c i t y  o f  Panamd, from a r e c o r d a t i o n  o f  powers d a t i n g  back 
t o  February  o f  1982. The m a t u r i t y  n o t i c e s  can  n o t  s e r v e  
t o  a l t e r  t h e  c o r p o r a t e  c h a r t e r  n o r  c a u s e  t h e  d o m i c i l e  
t o  b e  t r a n s f e r r e d  t o  a f o r e i g n  c o u n t r y .  Payments re- 
c e i v e d  a t  t h e  o f f i c e s  o f  Corporac idn  C o s t a r r i c e n s e  d e  
F i n a n c i a m i e n t o  I n d u s t r i a l ,  S. A. o r  i n  t h e  d e s i g n a t e d  
a c c o u n t s  w i t h  Ranco Anglo C o s t a r r i c e n s e  c a n  o n l y  b e  i n -  
t e r p r e t e d  as f a c i l i t a t i n g  payments t o  C o f i s a  I n t e r n a c i o  - 
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n a l ,  S. A. by i t s  borrowers ,  bu t  never  a s  modifying 
t h e  cur rency  o f  t h e  c o n t r a c t  and o t h e r  p e r t i n e n t  co  - 
venants .  

( b )  The f a c t  t h a t  t h e  l oans  were formal ized  and s i g n e d  a t  
E d i f i c i o  Cof i sa  i s  of  no consequence. 

(c)  Corporacidn C o s t a r r i c e n s e  de  Financiamiento I n d u s t r i a l ,  
S. A. performs s e r v i c e s  f o r  Cof i sa  I n t e r n a c i o n a l ,  S. A. 

( d )  Same as above. 

(e)  Cof i sa  I n t e r n a c i o n a l ,  S. A. has  i t s  own agen t s  i n  t h e  
Republ ic  of  Panamd t o  c a r r y  o u t  i ts  a c t i v i t i e s  and uses  
t h e  f a c i l i t i e s  of  i t s  agen t s .  

( f )  The d i r e c t o r s  and management be ing  t h e  same i s  irrele-  
v a n t .  The n a t i o n a l i t y  o f  t h e  d i r e c t o r s  does n o t  d e t e r  - 
mine t h e  domic i le  of  a  f i r m ,  whose e x i s t e n c e  i s  inde-  
pendent o f  t h e  d i r e c t o r s ,  managers and s h a r e h o l d e r s .  

( g )  It i s  a b s o l u t e l y  f a l s e  t h a t  t h e  l o a n s  were d i s b u r s e d  i n  
co lones .  Checks i n  d o l l a r s  a r e  i n t roduced  as evidence.  

W e  wish t o  p o i n t  o u t  t h a t  i n  t h e  "consignacidn" o f  T i e  
r r a  yCafie, S. A. t h e  borrower i n t roduced  as ev idence  i n  the- 
" J u i c i o  Ord inar io"  a  m a t u r i t y  n o t i c e  from Cof i sa  I n t e r n a c i o  
n a l ,  S. A. which c o n t a i n s  a legend i n s t r u c t i n g  t h e  borrower  
t o  make h i s  payment a t  t h e  o f f i c e s  o f  Corporacidn C o s t a r r r i  
cense  de Financiamiento I n d u s t r i a l ,  S. A . ,  l o c a t e d  a t  ~ r b a z  
n i z a c i d n  Tournon, S. A. ,  San J O S ~ ,  Costa  Rica.  The borrower 
is  us ing  t h a t  n o t i c e  t o  e s t a b l i s h  the  o f f i c e s  o f  Cof i sa  I n t e r  
nac iona l ,  S. A. a t  E d i f i c i o  Cof i sa  i n  San J o s e  and t o  invoke- 
t h e r e o f  the o p t i o n  i n  paragraph 2  of  s e c t i o n  6  of  Currency 
Law o f  1951 p e r m i t t i n g  payment i n  co lones .  Two i n s t a l l m e n t s  
were made by t h e  borrower A p r i l  21, 1981 f o r  $ 120,455.08 
r ece ived  f o r  US$ 6,483,05 and J u l y  28, 1981 f o r  US$ 2,347.84, 
t h i s  t i m e  i n  d o l l a r s ,  which C o f i s a  I n t e r n a c i o n a l ,  S. A. i n t e r  - 
p r e t s  a s  a  r e c o g n i t i o n  of  a  d o l l a r  o b l i g a t i o n .  Many o t h e r  
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borrowers a l s o  made payments i n  colones  and i n  d o l l a r s .  
When colones  were rece ived  they  were taken  a t  t h e  f r e e  mar - 
k e t  r a t e ,  because i n  C o f i s a l s  op in ion  t h e  o b l i g a t i o n s  o f  
t h e  borrowers were c o n t r a c t e d  f r e e l y  and w i l l i n g l y  wi th  a  
f o r e i g n  c r e d i t o r  t o  be p a i d  i n  Panamd and, f o r  t h a t  r ea son ,  
borrowers assumed an i m p l i c i t  exchange r i s k .  

I n  a l l  ca ses  Cof i sa  I n t e r n a c i o n a l ,  S. A.  contends t h a t  
t h e  o f f e r s  were i n s u f f i c i e n t  t o  adequate ly  cover  t h e  f u l l  
p r i n c i p a l  and i n t e r e s t  due, i n  a d d i t i o n  t o  various formal  de  - 
f e c t s .  

A number o f  appea ls  of  Court r e s o l u t i o n s  handed down 
i n  t h e  f o r e c l o s u r e  proceedings  i n i t i a t e d  by Cof i sa  I n t e r n a  - 
c i o n a l ,  S. A . ,  l e d  t o  r u l i n g s  by t h e  "Tr ibuna l  Supe r io r  
Primero C i v i l " ,  o r d e r i n g  t h e  c o n t i n u a t i o n  of  t h e  proceedings  
i n  U. S. d o l l a r s  wi thout  any r e f e r e n c e  t o  co lones ,  excep t  a s  
i n d i c a t e d  b e f o r e  i n  c o l l e c t i o n s  o f  no te s  d i scounted  t o  Matra. 
We a t t r i b u t e  p a r t i c u l a r  importance t o  t h e  fo l lowing  d e c i s i o n s  
of  t h e  "Tr ibuna l  Super ior  Primero C i v i l " :  

Resolut ion No. 1274 of  8:20 a.m. October 7 th ,  1981: 

The Super ior  Judges cons idered  t h a t  i n  a  summary proceed 
i n g  f o r  c o l l e c t i o n  o f  a  d e b t  t h e  Court can n o t  change t h e  in- 
t e n t i o n  o f  t h e  p a r t i e s  expressed  i n  t h e  c o n t r a c t  (Cof i sa  1nTer - 
national, S. A .  vs .  Xatgo, S. A . ) .  

Resolut ion No. 1133 o f  9:30 a.m. September 11, 1981: 

Defendant agreed i n  a  mortgage t o  pay t o  t h e  branch i n  
Costa Rica of  a  North Dakota c o r p o r a t i o n  a  c e r t a i n  amount of 
money i n  U. S. d o l l a r s ,  payable  a t  t h e  o f f i c e s  o f  t h e  c r e d i t o r .  
The Court a f f i rmed payment i n  U. S. d o l l a r s  and d i d  n o t  accep t  
a  d e p o s i t  i n  colones  a t  g8.60 t o  $1.00 t o  suspend t h e  a u c t i o n  
ning o f  t h e  mortgaged p rope r ty  (Bismark Cont rac t ing  Company 7s. 
Keaton Dean Vandermark). 

For t h e  moment, t h e r e  i n  on ly  one important  d e c i s i o n  
handed down i n  a  " J u i c i o  O r d i n a r i ~ ~ ~ ,  d e c l a r i n g  t h a t  t h e  powers 
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o f  the a t t o r n e y s  o f  C o f i s a  I n t e r n a c i o n a l ,  S. A. i n  C o s t a  R i  
ca a r e  i n s u f f i c i e n t  t o  r e spond  t o  t h e  c o m p l a i n t  ( T r i b u n a l  s u  
p e r i o r  P r imero  C i v i l ,  R e s o l u t i o n  No. 317, 8:00 a . m .  J u n e  2n3., 
1982,  Aauedo Vargas Jimgnez v s .  C o f i s a  I n t e r n a c i o n a l ,  E. A . ) .  

W e  are n o t  aware o f  any m a t e r i a l l y  a d v e r s e  d e c i s i o n  on 
t h e  merits a g a i n s t  C o f i s a  I n t e r n a c i o n a l ,  S.  A. t h u s  f a r .  

5. Aspec t s  o f  p r o c e d u r e  

According t o  o u r  Code o f  C i v i l  P r o c e d u r e ,  t h e  v a l i d i t y  o f  
t h e  " c o n s i g n a c i o n e s ~ ~  is d i s c u s s e d  e i t h e r  i n  " J u i c i o  O r d i n a r i o "  
o r  i n  " v i a  i n c i d e n t a l t t  ( " i n c i d e n t e  d e  p a g o " ) ,  as e x p l a i n e d  
b e f o r e .  

I n  t w e l v e  of  t h e  " c o n s i g n a c i o n e s "  t h a t  we  s t u d i e d  w e  
found a summary p r o c e e d i n g  f o r  c o l l e c t i o n  o f  t h e  c r e d i t  i n  
s t r u m e n t s  and a n  o r d i n a r y  p r o c e e d i n g  f o r  t h e  d i s c u s s i o n  o f  
t h e  v a l i d i t y  o f  t h e  c o r r e s p o n d i n g  t1consignaci6n" .  And i n  
e v e r y  summary p r o c e e d i n g  t h e  bor rowers  f i l e d  a n  " i n c i d e n t e  d e  
pago" t o  f o r e s t a l l  t h e  sale  o f  p r o p e r t y  o f  t h e  d e f e n d a n t .  
However, i n  l i g h t  o f  t h e  d e c i s i o n s o f  t h e  S u p e r i o r  Cour t  p r e  
v i o u s l y  ment ioned t h e  summary p r o c e e d i n g s  are advanc ing  a n h  
some sales have  been performed b u t  n o t  approved.  F i n a l  a p  
p r o v a l  o f  t h e  sales is  pend ing  r e s o l u t i o n  o f  t h e  " i n c i d e n t e s  
d e  pago". Y e t  t h e  J u d g e s  w i t h  j u r i s d i c t i o n  o v e r  t h e  " i n c i d e n  
tes d e  pago" are r e s t r a i n e d  by t h e  Supreme C o u r t  t o  p ronounce  
judgement on t h e  c o n t r o v e r s y  o f  payment u n t i l  C o f i s a ' s  uncon- 
s t i t u t i o n a l ~  c o m p l a i n t  i s  v o t e d .  

The o r d i n a r y  p r o c e e d i n g s  w i l l  t a k e  many y e a r s  t o  b e  d e  - 
tided and u n t i l  a f i n a l  judgement i s  p a s s e d  on t h e  m e r i t s ,  
t h e  c o n f l i c t  s h a l l  n o t  be  c o n s i d e r e d  ad judged  o r  c o n c l u s i v e  
of  t h e  r i g h t s  o f  t h e  p a r t i e s  (res j u d i c a t a ) .  

The p r o c e d u r e  d e s c r i b e d  above a p p l i e s  t o  a l l  t h e  c r e d i t  
documents,  e x c l u d i n g  t h e  summary p r o c e e d i n g  f o r  c o l l e c t i o n  o f  
a c h a t t e l  mortgage c e r t i f i c a t e  which,  i n  accordance  w i t h  a 
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very r e c e n t  m a j o r i t y  d e c i s i o n  o f  t h e  "Tribunal  Supe r io r  P r i  
mero C i v i l " ,  No. 1194 o f  9:55 a.m. J u l y  2 1 ,  1982: t h e  col-  
l e c t i o n  proceedings  a r e  suspended u n t i l  t h e  con t rove r sy  is  
ad jud ica t ed  i n  t h e  " J u i c i o  Ordinar io"  and t h e  r i g h t  t o  a t t a c h  
p rope r ty  o f  t h e  defendant  ad i n t e r i m  i s  denied.  

6 .  Other  c o n s i d e r a t i o n s  

To g ive  o u r  op in ion  r ega rd ing  t h e  d e g r e e ( s )  t o  which 
t h e  p r e s e n t  p o r t f o l i o  o f  Cof i sa  I n t e r n a c i o n a l ,  S. A .  is  a t  
r i s k  under t h e  a p p l i c a b l e  laws,  w e  f u r t h e r  t a k e  i n t o  consid- 
e r a t i o n :  

(i) The a c t s  and mode of  performance of a  c o n t r a c t  
s e r v e  t o  i n t e r p r e t  t h e  i n t e n t i o n  of  t h e  p a r t i e s .  
This  is a  g e n e r a l l y  accepted p r i n c i p l e  i n  doc- 
t r i n e  and jur i sprudence .  See P l a n i o l  and R i p e r t ,  
Tratado P r d c t i c o  de  Derecho C i v i l  Frances ,  vo l .  
V I ,  p. 519, and Supreme Court ,  Cassa t ion  No. 68 
of  2:30 p.m. J u l y  15,  1943, c o n s i d e r a t i o n  No. 5. 

(ii) I n  c a s e  of doubt a  c o n t r a c t  c l a u s e  is i n t e r p r e t e d  
i n  f avor  o f  t h e  o b l i g a t e d  p a r t y  and a g a i n s t  t h e  
p a r t y  t h a t  d r a f t e d  t h e  c l a u s e  (Messineo, Manual 
d e  Derecho C i v i l  y Comercial,  v o l .  IV, p . 4 9 0 ) .  

7 .  Conclusion 

Based upon t h e  foregoing ,  and havina  r e g a r d  f o r  t h e  l e g a l  
c o n s i d e r a t i o n s  which w e  deem r e l e v a n t ,  w e  a r e  of t h e  op in ion  
t h a t  : 

( a )  Recovery i n  Court  i n  U. S. d o l l a r s  o r  i n  co lones  a t  
a  f r e e l y  c o n v e r t i b l e  commercial r a t e  of l oans  d i s -  
counted t o  Matra i s  a t  h igh  r i s k .  

( b )  Recovery i n  U. S. d o l l a r s  o r  co lones  a t  a  f r e e l y  con 
v e r t i b l e  commercial r a t e  of  l oans  evidenced by o t h e r  
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c h a t t l e  mortgage c e r t i f i c a t e s  now under l i t i g a -  
t i o n  due t o  a " c o n s i ~ n a c i b n "  is  d o u b t f u l ,  because 
of a  very  complex procedural ,  j u d i c i a l  i n t e r p r e t a  
t i o n  s u b j e c t i n g  t h e  p a r t i e s  t o  p r o t r a c t e d  l i t i g a  
t i o n  and,  meanwhile, denying t h e  c r e d i t o r  summgry 
proceedings  and t h e  r i g h t  t o  a t t a c h  i t s  borrowers 
( sup ra  No. 5 ) .  

( c )  Although, s t r i c t l y  speaking,  w e  can n o t  p r e d i c t  
t h e  r e s u l t  of a matter submi t ted  t o  j u d i c i a l  de- 
t e r m i n a t i o n ,  judgina from t h e  p r e s e n t  development 
of  t h e  l i t i g a t i o n  and o t h e r  c o n s i d e r a t i o n s  expressed  
h e r e i n ,  recovery  of  U. S. d o l l a r s  o r  co lones  a t  a  
f r e e l y  c o n v e r t i b l e  commercial r a t e  i n  t h e  " J u i c i o s  
Ord ina r io s"  is a l s o  doub t fu l  a t  t h i s  s t a g e .  The 
" J u i c i o  Ord inar io"  i s  c h a r a c t e r i z e d  by a  very  ex t en  - 
s i v e  deba te  exposing t h e  p a r t i e s  t o  a l l  k inds  of  
de fenses  and appea l s .  The s u i t s  r e c e n t l y  began and 
most of  t h e  non-documentary ev idence  has  y e t  t o  be 
rece ived .  The complexity of  t h e  l i t i g a t i o n  and t h e  
t e c h n i c a l i t i e s  involved i n  t h i s  t ype  o f  p roceeding  
o f t en t imes  nega te  a  j u s t i f i a b l e  cause .  

( d )  Based a lone  i n  t h e  f a v o r a b l e  r u l i n g s  a l r e a d y  ob ta ined  
by Cof i sa  I n t e r n a c i o n a l ,  S.  A. i n  t h e  "Tr ibuna l  Supe 
r i o r  Primero C i v i l "  and t h e  p o s s i b i l i t y  t o  continue- 
w i th  t h e  c o l l e c t i o n s  i n  s e p a r a t e  summary proceedings  
e x t r a  " J u i c i o  Ord inar io" ,  i n  o u r  op in ion  t h e  p o r t f o  - 
l i o  of  l oans  r e p r e s e n t e d  by promissory n o t e s  and 
mortgages p r e s e n t s  t h u s  f a r  a  b e t t e r  recovery  oppor 
t u n i t y  i n  U.  S.  d o l l a r s  o r  co lones  a t  a f r e e l y  conve r t  - 
i b l e  commercial rate,  i n  comparison wi th  t h e  preced- 
i ng  s u b d i v i s i o n  of  t h e  p o r t f o l i o .  

(e) Regarding t h e  d r a f t s  and o t h e r  c r e d i t  documents which 
c l e a r l y  s t i p u l a t e  payment of t h e  o b l i g a t i o n s  a t  t h e  
domic i le  of t h e  c r e d i t o r ,  t h e  chance of recovery  of 
t h e  l o a n s  i n  U. S. d o l l a r s  o r  co lones  a t  a  f r e e l y  
c o n v e r t i b l e  commercial r a t e  should  be  good. 
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Report Number Two will contain specific recommenda- 
tions to mitigate the degree(s) of risk. 

Respectfully submitted, 
n 

MEP : sm 



C o f  i..ia I n t e r n a c i o n a l ,  S. A.  
.- 

Annex No. 1 

' O p .  No. 

810 D 

566 C 

2066 D 

766 D 

2106 D 

-- -- -- - 
992 D 

Desembolso 

$ 

$ 

.- 

. . -- - - 
$ 

-- 

. 

- 

1027 D 

-- 
2007 D 

1044 D 

1076 D 

2169 D 

L 
2033 D 

2063 D 

T i p o  d e  d o c i  
mento  

L e t r a  d e  cambio  

L e t r a  d e  cambio  

P a g a r 6  

P a g a r 6  

P a g a r é  

P a g a r 6  

- 

it 

Lugar  d e  p a g o  

Oficinas de l  acreeüor -- - 
Danicilio d e l  acreedor, 
sin incliciirlo 

Oficina d e l a c r e e d o r  
m nbneda corrj.ente 

Oficina de l  acreedor 
en mneda corr ien te  -- 
Of i c i n a  de l  acreedor 
en mneda corr ien te  

Oficina de l  acreedor 
en n o n d a  corr ien te  

- - -- 
$ 

$ 

$ 

$ 

Oficina d e l  acreedor 
en moneda corr ien te  

Danicilio d e l  acreedor, 
s i n  indicar lo  

Danicilio d e l  acreedor, 
s i n  indicar lo  

-. 

Las of ic inas  de la  acree 
dora o en L=.;yue ésta iii - 
dique 

Oficina d e l  acreedor 
en mneda w r r i e n t e  
h n i c i l i o d e l a c r e e d o r ,  
s i n  indicar lo  

m l a s o f i c i n a c d e l a  

P a g a r é  

L e t r a  d e  cambio  

L e t r a  d e  cambio  

.-.. 

H i p o t e c a  

P a g a r é  

L e t r a  d e  cambio  

acreedora o en las que 
ésta indique 

S a l d o  

$ 24.980,43  

$393.000,00 

$ 2 5 . 4 1 6 , 6 7  

$ 83.386,57 

$ 13.0 55 ,9  7 

$ 58.611,58 

H i p o t e c a  

S 25.000,OO 

S 75.000 ,O0 

$166.189,22 

$ 34.789,12 

S 3 1 .6 5 5 , 8  4 

S 50.000,OO 

$ 50.000,OO 

1 

Anotado TrA 
b u t a c i ó n  

S f 

P a g a r é  d e l  
16-1-80 

S f 

P a g a r é  d e l  
16-6-80 

P r  a-. 

I 

O t r ~ s  o b v e r v a c i o n o s  

- *,, 

-- 

Omrpraniso expreso de pagar en dólares, 
por aparte. 

Ccs~iprcmiso expreso de pagar en dólares, 
por apart-bro Judic ia l .  

P a g a r é  d e l  
7-7-80 

m u l a  hipotecaria  de prirrer grado p r  
~300.000,OO. 

(inpraniso expreso de pagar e11 dólares, 
por aparte. 

H i p t e c a  de segundo grado. 

S f 

Cmprcmiso eupreco de  pagar en &lares, 
por aparte. 

C b p r m i s o  expreso de pagar en &laxes, 
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Op. NO. 1 1 Desembolso T i p o  d e  d o c g  I Lugar d e  pago 
mento 

- 
2113 D $ Hipoteca  En las oficinas de l a  

acreedora o en l a s  c p e  
ésta indique 

Oficina d e l  a c r d r  
en mneda corriente 

836 D l l  I Pagar6 Oficina del acreedor 
en mneda mrr ien te  

868 D 

Oficina de l  acreedor 
en mneda corriente 

Pagar6  

Prenda 

$ 

Oficina d e l  acreedor 
en mneda corriente 

loficinas de l a  acreedora 

Pagaré  

1 en mneda corriente 

Oficina de l  acreedor 
en mneda mrr ien te  

760 D 

S a l d o    notado Trl .  
- I O t r a s  o b s e r v a c i o n e s  

bu t a c i d n  

Hipoteca  

(3cmpnmniso expreso de pagar en dólares, 
por aparte. 
Cobro Judicial. 

Oficinas de l a  acreedora 
o en las  que ésta indique 

Caripraniso expeso  de pagar en &lares, 
por aparte. 
Céd. Hip. por $65.000,00 pagadera en 
San José, a favor de Cofisa Internacig 
nal, S. E. 
Cabro Judicial. 

$ 3.164,61 

$ 3.160,66 

$ 26.396,62 

P a g a r é  d e l  
26-2-80 

Pagaré  d e l  
12-3-80 

$300.000,00 

Pagaréendosadoparaeloobm judicial. 

Pagaré  d e l  
26-3-80 

Pagaré  d e l  
27-3-80 

$ 19.316,90 

$ 6.506,21 Pagaré  d e l  Garantía: Prenda s/acciones. 
22-11-77 C c m p d s o  expreso de pagar en dólares, 

P r  aparte. 
aobm Judicial. 

- 

Garantía: Pagarépr$50.000,00. 

Certificado de Prenda cksmntado a Ma- 
quinaria y T r a m e s  Limitada, de San 
José, w n  opci6n de pago en w l o ~ s  a l  
t ipo  de &io o f ic ia l .  

$ 7.684,51 Cobro Judicial. 
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Op. No. 

941  D 

L 

294 C 

307 C 

156 C 

155 C 

E l  endoso aparece en blanco. 

- 
I 

Desembolso 

$ 

Tipo d e  d o c g  Lugar de pago S a l d o  Anotado Tr' O t r a s  o b s e r v a c i o n e s  
mento b u t a c i d n  

L e t r a  de  cambio 

Prenda 

Pagar6 

Prenda 

. 

Prenda 

Dcmicilio del  acreedor, 
sin indicarlo 

Oficinas de la acreedora 

Oficina del  acreedor 
en mneda corriente 

Oficinas de la acreedora 

Oficinas de la acreedora 

S 27.123,02 

S 9.6 4 6,19 

S 98.946,08 

$ 9.037,98 

S 7.075,48 

Pagaré  d e l  
27-7-78 

- 

Cobro Judicial. 

- 
Certificado de Prenda descontado a Ma 
quinaria y Tractores M t a d a ,  de sañ 
José, con opcibn de pago en colones 
a l  tipo de d i o  of ic ia l .  

- 
Certificado de Prenda descontado a Ma 
quinaria y Tractores Limitada, de 
José, con opción de pago en coloiies 
a l  t ipo de cambio of ic ia l .  
Hay un aviso de l a  gerencia a l  deudor 
notificándole e l  endoso a Cofisa In t ' l .  
e informtuidolc que todo pago d&rd ha - 
cer lo  en las oficinas de Corp. Cost. 
de Financiamiento industrial ,  S. A. 
en l a  Urb. ?burnbn, San José. 
El endoso aparece en blan OR. 
Certificado de Prenda descontado a 1% 
quinaria y Tractores Limitada, de S% 
José, w n  opción de pago en o>loi;es 
a l  t ipo de c~ambio of ic ia l .  
Hay un aviso de l a  gerencia a l  deudor 
notificándole el endoso a Cbfisa In t ' l .  
e informándole que todo pago deberd ha - 
cer lo  en las oficinas de (33rp. Ost. 
de Financiamiento Industrial, S. A. 
en l a  Urb. ?burnbn, San José. 
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Anotado T r l  
b u t a c i d n  

T ipo  de docu - 
mento 

Lugar de pago Saldo Otras o b s e r v a c i o n e e  

Prenda Oficinas de l a  acreedora $ 5.008,00 l Certificado de Prenda descontado a Ph 
quinaria y Tractores Limitada, de 6 
José, con opción de pago en colcnes 
a l  t ipo  de cambio o f ic ia l .  
Cobro Judicial .  

Micina del  acreedor 
en mneda oorriente 

Pagar6  d e l  
23-4-79 

Pagar6  d e l  Ccrrprcmiso expreso de pagar en dólares 
6-6-79 

Oficina del acreedor 
e n  rnoneda corriente 

Pagaré  Oficina de l  acreedor $400.000,00 Pagar6 d e l  Garantfas: 2 Cédulas I i ip teca r ias  
en mneda corriente 5-9-79 por !2200900 cada una. 

565q-$ca 

$ Pagaré  e Oficina del acreedor 
en mricda corriente o 
en l a s  que és te  indique 

No s e  indica 

F a l t a  1 Cobro Judicial  
l 

$ 18.392,52 

1 Hipoteca  

$ Oficina del  acreedor 

1 Pagar6 Oficina del acreedor $ 9.405,68 Pagar6 d e l  
en mneda oorriente 13-7-77 

Ccmpromiso expreso de pagar en da la  
res  por aparte. 

Pagaré  Oficina del acreedor $100.000,00 Pagar6  d e l  
en mneda corriente 6-7-79 

- 
Prenda Oficina del  acreedor 

- 
Certificado de Prenda origincllrrrnte 
a l a  orden de Cofisa I n t ' l . ,  S. A. 
cedido y descontado a Maquinaria y 
Tractores Limitada, de San José. 
Hay un aviso de l a  qerencia a l  deudo]: 
notificándole e l  endoso a Cbfisa I n t ' l .  
e inform6ndole que todo pago deberd 1% 
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Op. No. 

3 4 3  D 

496  D 

4 0 8  D 

5 7 5  D 

5 7 7  D 

6 8 1  D 

6 5 7  D 

6 8 7  D 

7 9 3  D 

7 2 8  D 

9 3 7  D 

Desembolso 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

Tipo de docg 
mento 

Pagar6 

---- 
Pagaré 

Pagaré 

Pagaré 

Pagaré 

Pagaré 

Letra de cambio 

Pagaré 

Pagaré 

Pagaré 

Pagar6 

Lugar de pago 

Oficinadelac~eedor 
en mneda corriente 

Oficina del acreedor 
en mneda corriente 

Oficina del acreedor 
en mneda corriente 

Oficinadelacreedor 
en mneda corriente 

Oficina del acreedor 
en mneda corriente 

Oficina del acreedor 
en mneda corriente 

Oficinas del acreedor 

Oficina del acreedor 
en mneda mrriente 

Oficina del acreedor 
en pneda mrriente 

Oficina del acreedor 
en mneda mrriente 

Oficina del acre-r 
en mneda corriente 

Saldo 

$ 29.843,75Pagaré  

$ 9 4 4 . 7 0 9 , 2 7  

$ 4.000,OO 

$ 2 8 . 4 5 7 , 0 8 P a g a r é  

S 200.000,OO 

$ 9 0 . 0 4 1 , 0 8  

S 1 1 7 . 3 8 1 , 6 3  

$ 1 3 . 9 5 3 , 5 0  

$ 912,07 
, 
$ 7 4 . 8 7 0 , 9 8  

4 . 1 3 2 , 4 8  

Anotado T r i  
butaci6n 

del  
2-10-78 

Pagaré de l  
26-6-79 

Pagaré de l  
12-1-79 

del  
5-9-79 

Pagaré d e l  
5-9-79 

Pagaré d e l  
21-11-79 

Pagaré de l  
26-11-79  

Pagaré d e l  
31-1-60 

Pagaré d e l  
14-12-79 

Pagaré d e l  
12-5-80 

Otras observaciones 

- 
cerse en las oficinas de Corp. Cost. de 
Financiamiento Industrial, S. A. en l a  
Urb. Tournbn, San José. 
El endoso aparece en blanm. 

Garantfa: 4 3 a c c i o n e s d e R i c a l i t , S . A .  
de g1.000 cada una. 

(lnpxmdso expreso de pagar en alares 
por aparte. 

C 

Cknpranisoexpmsodepagarendólares 
por aparte. 

Garantfa: Cédula Hipotecaria por 
$200.000,00 

Garantfa: accionesdeCofisa 

Garantfa: acciones 
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Op. No. 

- 7  

Pagar6 Oficina del acrecdor 
en mneda mrriente 1- 

Desembolso 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

Lugar de  pago 

Oficina del acreedor 
en mneda corriente 

Oficinadelacreedor 
en mneda mrriente 

Oficina del acreedor 
en mneda mrriente 
daniciliodel acmedar, 
sin indicarlo 

Oficina del acreedor 
en mneda mrriente 

Oficinadelacreedor 
en mneda corriente 

Oficina del acreedor 
en mneda corriente 

Oficina del acreedor 
en mneda corriente 

Oficinas del acreedor 

Oficina del acreedor 
en mneda corriente 

Oficina del acreedor 
en mneda mrriente 

Tipo de docg 
mento 

Pagar6 

Pagar6 

Pagaré y 

Letra de cambio 

Pagar6 

Pagar6 

Pagar6 

Pagar6 

Letra de cambio 

Pagaré 

Pagar6 

$ 11.398,84 

Saldo 

$ 400,OC 

$ 34.881,37 

S 799.870,91 

S 2.041,51 

$ 1.408,91 

$ 10.914,08 

c 16.666,67 

$ 48.458,38 

S 41#031,52 

$ 11.092,68 

pagaré de l  
17-6-80 

L l 

Anotado T r i  
butacidn 

Pagar6 d e l  
12-3-80 

Pagar6 de l  
25-2-80 

Pagar6 d e l  
4-3-80 

S I  

S l 

S 1 

S 1 

Pagaré d e l  
23-6-80 

Otras observaciones 

Garantía: Pagaré 

Garantla: Prenda sobre acciones y @dg 
las Hipotecarias en colones. 

CcPripramiso expreso de pagar en dólares 
por aparte. 

crrnpmmiso expreso de pagar en d6lares 
por aparte. 

CDbro Juüicial 
Canpromiso expreso de pagar en dólares 
p r  aparte. 
Garantía: Bonos. 

Conpromico exprcso de pagar en dólares 
por aparte. 

Cobro Judicial 

T T  
por aparte. 
Garantfa: Certificados de defisito a 
plazo del Banco entra1 del BCCR y le  
tra de carr33io en colones. 

Pagaréendosa&paraeldroldcial .  

5 
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01).  No. 

9 7 9  D 

2087  D 

2 0 3 9  D 

4 7 0  D 

204 C 

2 0 9  C 

2 6 9  C 

Saldo 

$ 2 .4  9  3 , 7 8  

$ 4  1 . 6  6  6 , 6  7  

$ 246 .526 ,44  

$ 1 0 . 1 4  2 ,54 

$ 8 6 . 5 1 6 , 4 7  

$ 4  . 8  5  5 , 4  6  

S 3 3 . 7 8 1 , 3 6  

Cobro Judicial pendiente de p~sentación. 
Campraniso expreso de pagar en ddlares 
por aparte. 

Campmmiso expreso de pagar en d6lares 
por aparte. 

Garantía: acciones 

Anotado Tri - 
butacidn 

Pagar6 d e l  
10-6-80 

S í  

S f 

pagar6 d e l  
23-4-79 

Pagaré d e l  
30-1-78 

- 4 6 5  D 

4 8 2  D 

5 4 8  D 

5 5 9  D . 

560  D 

Lugar de pago 

Oficina del acreedor 
en mneda corriente 

Of icina del acreedor 
en n-oneda corriente 

Oficinadelacreedor 
en mneda mrriente 

Oficina del acreedor 
en mneda corriente 

Lhmiciliodelacreedor 

Oficina del acreedor 
en mneda corriente 

- 

Oficinadelacreedor 

Desembolso 

$ 

$ 

$ 

@ 

Otras observacionec 

Y 
Garantía: acciones 

Chpraniso expreso de pagclr en dólares 
por aparte. 

CaTpmniso expreso de pagar en d6lares 
por aparte. 
Garantía: acciones 

Garantf a: Vale de Prenda en colones 

Cobro Judicial 
Campraniso expreso de pagar en dólares 
por aparte. 

Garantía: acciones 
Pagar6 endosado para e l  a b r o  judicial. - 

Tipo de docu - 
mento 

Pagaré 

Pagar& 

Pagaré 

Pagaré 

C e r t i f i c a d o d e  
Prenda 

Pagaré 

-pp 

Cert i f icado de 

$ 

$ 

$ 

$ 

Prenda 

Hipoteca 

Cer t i f i cado  de 
Prenda e 
Hipoteca 

Hipoteca 

Pagaré 

Pagar& 

N o  se indica 

Oficina del acreedor 

Oficinas de l a  acreedora 
o en las que ésta indi- 
w 

No $e indica 

Oficina del acreedor 
en n-oneda corriente 

Oficinadelacreedor 
en mneda corriente 

l 

$ 6 . 3 9 1 , 4 7  

$L. 29 1 .O 5  3 , 2  7  

S 8 . 4 9 2 , 4 5  

$ 1 8 . 2  1 0 , 1 2  

$ 8 . 7 3 5 , 5 8  

Pagaré d e l  
29-8-79 

P a g a r e d e l  
29-8-79 



Op. No. 

709 D 

710 D 

716 D 

717 D 

719 D 

722 D 

723 D 

877 D 

878 D 

879 D 

Lugar de pago 

Oficinadelacreedor 

Oficina del acreedor 

Oficinas de la  acreedora 
o en las que ésta indi- 
gue* 

Oficinas de la acreedora 
o en las que ésta indi- 
que. 

Oficiriasde laacreedora$ 
o en las qw ésta indi- 
que- 

Oficinas de la acreedora 
O en las quc ésta indi- 
que. 

Oficinas de la  acreedora 
o en las que ésta indi- 
gue. 

Oficina del acreedor 

Oficinas de la acreedora 
o en las que ésta indi- 
gue* 

Oficinas de la  acr&!ra 
o en las que ésta indi- 
W- 
Oficinadelacreedor 

Desembolso 

---- 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

Tipo de docu - 
mento 

Ce r t i f i c adode  
Prenda 

Certif icado de 
Prenda 

Hipoteca 

Hipoteca 

Hipoteca 

Hipoteca 

Hipoteca 

Certif icado de 
Prenda 

Hipoteca 

Iiipoteca y 

Certif icado de 
Prenda 

Saldo 

S 6.155,37 

$ 26.038,31 

$ 35.790,86 

$ 16.250,53 

194.893,15 

$ 14 .4 6 3 ,O7 

$ 10.420,68 

$ 23.741,94 

$ 351.104,65 

$ 53.628,04 

Anotado Tri - 
butacián 

Otras observaciones 

Cubro Judicial pendiente de presentacián. 

Hipoteca de Segundo Grado. 

Cabro Judicial 

Ccdsro Judicial 

Qbro Judicial 



Cnf',a I n t e r n a c i o n a l ,  S. A. 
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Lugar d e  pago 

Oficina del  acreedor 

Oficina del  aaee&r 

Oficina del  acreedor 

S 

Otras o b s e r v a c i o n e s  - 
l r t r a  de c d i o  a favor de Cbfisa In t ' l . ,  
S. A. a pagar en su  domicilio, suscri ta 
por Servicios y Equipos Mcánicoc, S. A., 
que garantiza l a  obligación principal. 

S a l d o  

$ 14.590,72 

$ 12.007,25 

S 34.948,43 

T i p o  d e  docu - 
mento 

C e r t i f i c a d o  d e  
Prenda 

C e r t i f i c a d o  d e  
Prenda 

C e r t i f i c a d o  d e  
Prenda 

01). No. 

884 D 

1005 D 

1006 D 

1013 D C e r t i f i c a d o d e  Oficina&lacree&r S 12.743,41 

Anotado Tri - 
butac ió i i  

Desembolso 

$ 

$ 

$ 

2076 D 

2084 D 

488 C 
488-2C 

$ 

$ 

Pagaré  

Hipo teca  

Hipoteca  

Oficina de l  acreedor 
en mneda oorriente 

Oficinasde l a a c r d r a  
o en las que esta indi- 
¶"e. 

Oficinas & l a  acreedora 
o en las que &ta indi- 
que 

S 48.138,41 

5 67.834,14 

S 12  9.3 3 9 ,19 

$7.557.173,82 

i 

S 1 C c m p d s o  expreso de pagar en dólares 
por aparte. 
Garantía: Cédulas Hipotecarias en oolg 
nes . 
Ccmpramiso expreso de pagar en dólares 
por aparte. 

Cabro Judicial pendiente de presentación. 
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MANUEL E. PERALTA 
MARIO A. BRENES 
CLAUD10 A. OUIROS 

APARTAOO 2727 

SAN JOSE, COSTA RlCA 
- 

TELEFONO 2 2 - 8 6 - 2 2  
CABLE: INCAP 
TELEX 2 6 5 2  

August 1 0 ,  1982 

Agency f o r  I n t e r n a t i o n a l  Development 
Uni ted  S t a t e s  A. I. D.  Miss ion  t o  Cos ta  R ica  
Embassy o f  t h e  Uni ted  S t a t e s  o f  America 
San J o s e ,  Cos ta  R ica  

A t t e n t i o n :  M r .  Wi l l i am P h e l p s  

Dear S i r s  : 

A second r e p o r t  which you r e q u e s t e d  us  (Repor t  Number 

Two, Order  N o  203-82) s h a l l  p r o v i d e  s p e c i f i c  recommendations 

r e g a r d i n g  l e g a l  s t r u c t u r e  (s  ) , p r o c e d u r e  (s ) , s a f e g u a r d s ,  e tc .  

n e c e s s a r y  t o  p r o t e c t  f u t u r e  d o l l a r  denominated l e n d i n g  by 

C o f i s a  I n t e r n a c i o n a l ,  S. A. from t h e  r i s k s  r e f e r r e d  t o  i n  

Repor t  Number One, d a t e d  J u l y  3 1 s t  and s u b m i t t e d  t o  you 

August 3rd .  

I n  a d d i t i o n ,  w e  ment ioned i n  Repor t  Number One t h a t  

t h i s  second r e p o r t  would c o n t a i n  s p e c i f i c  recommendations 

t o  m i t i g a t e  t h e  d e g r e e s  o f  r i s k  a f f e c t i n g  t h e  p r e s e n t  p o r t -  

f o l i o  o f  C o f i s a  I n t e r n a c i o n a l ,  S. A. 

W e  s h a l l  f o r  t h e  purpose  o f  t h i s  second  r e p o r t  s u b d i -  

v i d e  t h e  e x i s t i n g  p o r t f o l i o  o f  l o a n s  i n t o  two c a t e g o r i e s  a c  - 
c o r d i n g  t o  t h e  a c t i o n  t a k e n  f o r  c o l l e c t i o n  and p r e s e n t  o u r  

v iews on f u t u r e  o p e r a t i o n s  i n  a  s e p a r a t e  s e c t i o n  a t  t h e  end 
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of t h i s  r e p o r t .  

1. Loans n o t  under l e g a l  a c t i o n  

Any adverse Court dec i s ion  i n  t h e  "consignaciones" 

f i l e d  a g a i n s t  Cofisa  I n t e r n a c i o n a l ,  S. A. i s  l i k e l y  t o  a f  - 
feet t h e  recovery i n  U. S. d o l l a r s  of t h e  p o r t f o l i o  n o t  

under l e g a l  a c t i o n .  A por t ion  of t h e  borrowers of Cofisa  

In te rnac iona l ,  S. A. would n a t u r a l l y  seek t o  t a k e  advantage 

of  any r u l i n g  allowing payment i n  colones a t  t h e  o f f i c i a l  

exchange r a t e .  

However, w e  t h i n k  t h a t  Cofisa I n t e r n a c i o n a l ,  S. A.  i s  

i n  a  good p o s i t i o n  t o  reasonably p r o t e c t  i t s  p r e s e n t  p o r t f o  - 
l i o  of subloans and t o  preserve  it from such an ocurrence.  

The very severe  f i n a n c i a l  c r i s i s  of Costa Rica brought 

about by t h e  devalua t ion  of  t h e  colon has had s e r i o u s  conse- 

quences f o r  many Costa Rican bus inesses  wi th  heavy indebted- 

ness  i n  fo re ign  cur renc ies ,  t o  which Cofisa  I n t e r n a c i o n a l ,  

S. A. has no t  been inmune. To allow f o r  t h e  recovery of  i t s  

p o r t f o l i o  Cofisa  In te rnac iona l ,  S. A. is  proposing a  resched- 

u l i n g  of i t s  own o b l i g a t i o n s  t o  a  group of fo re ign  banks i n  

o rde r  t o ,  i n  t u r n ,  extend t h e  matur i ty  o r  reschedule most 

of i t s  de l inquent  and de fau l t ed  subloans.  P ress ing  payment 
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does not seem, prima facie, a viable alternative for Cofi - 
sa Internacional, S. A. on account of the present deterio - 
ration of the economy and could lead in some degree to aggra - 
vate the legal problems thus far encountered. 

To mitigate the degrees of risk which we determined 

in our first report Cofisa Internacional, S. A. should as 

soon as possible initiate a very intensive rescheduling pro - 
gram covering all of its delinquent and defaulted borrowers 

and requiring new documentation and a revised place of pay- 

ment clause in the same form and language that shall be used 

for future operations. 

Loans that are now current and being serviced regularly 

should not be included in the rescheduling program until and 

when a manifest delinquency shall occur. 

Whenever possible the new loan agreements and credit 

documents should reflect a new loan made available in an 

amount equal to refinance the outstanding indebtedness due. 

Minimization of the degrees of risk shall be contingent 

upon the effectiveness of the rescheduling program. 
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2. Loans under l e g a l  ac t ion  

A t  f i r s t  glance, it appears t o  be too l a t e  t o  attempt 

t o  reschedule the  ob l iga t ions  of t he  borrowers t h a t  e l ec t ed  

t o  deposi t  colones i n  t h e  Courts. However, t h e  "consigna- 

ciones" a r e  now reduced t o  88 cases from a t o t a l  of 1 0 6  a t  

t h e  beginning of t h e  year .  The number of "consignaciones" 

s e t t l e d  thus f a r  demonstrates t h a t  t h e r e  i s  s t i l l  resolu-  

t i o n  t o  negociate  on t h e  p a r t  of t h e  l i t i g a n t  borrowers 

and t h a t  Cofisa can by se t t lement  o r  ref inancing o r  a  com - 
bina t ion  of both ad ju s t  many more d isputes .  

Of course,  t he r e  s h a l l  be l e f t o v e r  a  nwbe r  of "consiq 

naciones" where no se t t lement  a t  a l l  is poss ib le .  In t h i s  

regard, management together  with own counsel should consider: 

( a )  Delaying a s  much a s  poss ib le  a  decis ion  of t h e  "inciden - 
t e s  de pagov t o  allow Cofisa Xnternacional, S. A. more 

t i m e  t o  implement t h e  rescheduling program here in  pro - 
posed. 

(b) Pleading separa te ly  t h e  exception i n  Subsection 3 ,  Sec - 
t i o n  7 of t h e  Currency Act of 1951. We a r e  of t h e  

opinion t h a t  t h e  business of lending of f a c i l i t a t i n g  
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c r e d i t  is  a  t y p i c a l  s e r v i c e  and t h a t  Cofisa  I n t e r n a c i o  - 
n a l ,  S. A. i s  an e n t i t y  l e g a l l y  domiciled abroad. Only 

those  two condi t ions  need t o  be proper ly  e s t a b l i s h e d  

t o  p e t i t i o n  t h e  g ran t ing  of s a i d  exception. Proving 

and arguing it may g ive  t h e  judges something t o  grasp  

a t  t o  r e a f f i r m  t h e i r  prel iminary dec i s ions  i f  t h e  issue 

of t h e  p lace  of payment t u r n s  d i f f i c u l t  t o  s u s t a i n  f o r  

Cofisa.  

( c )  Using t h e  s e p a r a t e  agreement r e f e r r e d  t o  i n  page 9 of 

Report Number One, t o  d i s p e l  any doubt i n  connection 

with t h e  t r u e  i n t e n t i o n  of t h e  p a r t i e s  t o  d e l i v e r  U. S. 

d o l l a r s  and nothing e l s e .  

(d )  Examining t h e  a p p l i c a b i l i t y  of  Sec t ion  778 of  t h e  Civi l  

Code which conta ins  a  r e fe rence  t o  an implied designa- 

t i o n  of t h e  p lace  of payment (Panamd) vis-5-vis an ex- 

p ress  des ignat ion .  

( e )  Representing Cofisa In te rnac iona l ,  S. A .  no t  only a s  a 

lender  bu t  a l s o  a s  a  borrower of funds ( C D ' S ,  loans ,  

e t c . )  with r e l a t e d  o b l i g a t i o n s  i n  U. S. d o l l a r s .  

( f )  I n s i s t i n g  on t h e  urgent  need of e x t e r n a l  c r e d i t  i n  Cos - 
t a  Rica and i n s u r i n g  repayment i n  t h e  currency s t i p u -  

l a t e d  a s  a  condi t ion  t o  r ece ive  e x t e r n a l  f inancing.  
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3 .  F u t u r e  o p e r a t i o n s  

The p r o t e c t i o n  of  f u t u r e  d o l l a r  denominated  l e n d i n g  by 

C o f i s a  I n t e r n a c i o n a l ,  S. A. f rom t h e  r i s k s  r e f e r r e d  t o  i n  

Repor t  Number One depends  on  S e c t i o n  7 o f  t h e  Currency A c t  

o f  1951,  by conforming h e r e a f t e r  a l l  i t s  l e n d i n g  c o n t r a c t s  

and c r e d i t  documents t o  a g e n u i n e  i n t e r n a t i o n a l  t r a n s a c t i o n  

under  S u b s e c t i o n s  1 and 3 .  

The f o l l o w i n g  s t e p s  are recommended t o  a c h i e v e  t h a t  

o b j e c t i v e :  

(a)  Opening and s t a f f i n g  a n  i n d e p e n d e n t  o f f i c e  i n  t h e  c i t y  

o f  Panamd t o  a t t a i n  u n d i s p u t e d  p h y s i c a l  p r e s e n c e  i n  Pa - 
namd and p r o v i d e  cus tomers  w i t h  a c a s h i e r  where payments 

can  b e  e f f e c t e d  and  t h e n  d e p o s i t e d  i n  a bank a c c o u n t  i n  

Panamb. A t  least  one  p e r s o n  s h a l l  have  p e r t i n e n t  powers 

o f  a t t o r n e y .  

( b )  R e d r a f t i n g  t h e  p l a c e  o f  payment c l a u s e  on  a l l  f u t u r e  

l o a n  agreements  and  c r e d i t  documents.  A l l  payments o f  

p r i n c i p a l  and i n t e r e s t  due ,  commissions,  f e e s ,  e tc .  

s h a l l  b e  made t o  C o f i s a  I n t e r n a c i o n a l ,  S. A. a t  t h e  o f  - 
f i c e  o f  t h e  c r e d i t o r  i n  t h e  c i t y  o f  Panamd, f o l l o w e d  
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by the exact address of the office of the company. 

Each loan agreement and credit document shall contain 

an statement or acknowledgment by the maker and guaran - 
tors to the effect that the obligation incurred estab- 

lishes payments from Costa Ricatoaforeign country, that 

the creditor is a financial institution domiciled in 

the city of Panamd and providing credit services from 

abroad and that, therefore, all payments due thereunder 

shall necessarily be made in U. S. dollars, in accor- 

dance with Section 7, Subsections 1 and 3 of the Cur- 

rency Act. 

All payments due shall be free and clear of, and with - 
out deduction or withholding for or account of, any 

present and future taxes. 

Consent or submission to Panamanian or Costa Rican ju- 

risdiction, at the election of the holder of the credit 

documents, should also be made a part thereof. 

The loan agreements and credit documents shall be valid, 

binding and enforceable under Panamanian law as well. 

Filing an application to the Government of Panamd for a 
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"F inanc ie ram License t o  p r o t e c t . t h e  f i n a n c i a l  a c t i v i -  

t ies  o f  Cof i sa  I n t e r n a c i o n a l ,  S. A. The requi rements  

are n o t  r i g o r o u s ,  t h e  c o s t  i s  very  low and it can be 

ob ta ined  very  qu ick ly .  

Such l i c e n s e  e n t i t l e s  a c o r p o r a t i o n  t o  make loans  i n  - 
s i d e  and o u t s i d e  Panamd and t o  domic i le  t h e  repayment 

o f  t h e  loans  i n  Panamd. It p r o h i b i t s ,  however, t a k i n g  

demand o r  term d e p o s i t s  a t  t h e  o f f i c e s  of  t h e  corpora-  

t i o n  i n  Panamd, even i f  t h e  d e p o s i t o r s  r e s i d e  o u t s i d e  

Panamd . 
To l e g a l l y  accep t  d e p o s i t s  i n  Panamd an " I n t e r n a t i o n a l  

Banking License" i s  r e q u i r e d  and t o  q u a l i f y  Cof i sa  I n  - 
t e r n a c i o n a l ,  S. A. would have t o  be reorganized  as a 

bank, f i l e  r e f e r e n c e s ,  b r i n g  a w e l l  known, first class 

bank a s  a sha reho lde r  w i th  an 18% t o  25% i n t e r e s t  and 

comply wi th  a minimum c a p i t a l  of  3 m i l l i o n  d o l l a r s .  

The l a s t  two are n o t  l e g a l  p r e r e q u i s i t e s ;  t hey  form 

p a r t  of a very s e l e c t i v e  c r i t e r i a  be ing  enforced  i n  Pa - 
namd by t h e  Nat iona l  Banking Commission i n  t h e  g r a n t i n g  

of  new l i c e n s e s .  Even though it i s  n o t  r e q u i r e d  t o  p ro  - 
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t ec t  new d o l l a r  denominated l e n d i n g  by C o f i s a  I n t e r n a  - 
c i o n a l ,  S. A.,an i n t e r n a t i o n a l  l i c e n s e  s h o u l d  b e  contem - 
p l a t e d  i n  a f u t u r e  p l a n  o f  expans ion  and c o u n t r y  d i v e r -  

s i f i c a t i o n  o f  b u s i n e s s .  

( d )  Keeping t h e  a c c o u n t i n g  books and r e c o r d s  o f  C o f i s a  I n t e r  - 
n a c i o n a l ,  S. A. i n  Panamd and d o i n g  t h e r e  t h e  c o r r e s p o n d  - 
i n g  e n t r i e s .  

How t o  f a c i l i t a t e  t h e  r e p a y n e n t  o f  t h e  o b l i g a t i o n s  o f  

f u t u r e  bor rowers  o f  C o f i s a  I n t e r n a c i o n a l ,  S. A.  i s  o u r  n e x t  

c o n s i d e r a t i o n .  It i s  i n  t h e  b e s t  i n t e r e s t  o f  t h e  c r e d i t o r  

t o  a v o i d  u s e l e s s  i n c o n v e n i e n c e s  on  t h e  d e b t o r  f o r  t h e  p e r -  

formance o f  t h e  o b l i g a t i o n .  C o f i s a  I n t e r n a c i o n a l ,  S. A. can,  

w i t h o u t  d e t r i m e n t  t o  i ts  r i g h t s ,  a p p o i n t  o n e  o r  v a r i o u s  non- 

e x c l u s i v e  a g e n t s  i n  San J o s g  t o  t r a n s f e r  payments i n  U.  S. 

d o l l a r s  t o  C o f i s a  I n t e r n a c i o n a l ,  S. A. The a g e n t s  s h a l l ,  

however,  a b s t a i n  from i s s u i n g  r e c e i ~ t s  of  payment and a c c e p t  - 
i n g  c o l o n e s .  T h e i r  r o l e  s h a l l  b e  l i m i t e d  t o  t h e  t r a n s f e r e n c e  

of  funds  t o  C o f i s a  I n t e r n a c i o n a l ,  S. A. a t  a d e s i g n a t e d  ac- 

c o u n t  i n  U. S.  d o l l a r s  i n  Panamd, i n  exchange f o r  a nominal  
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f e e  and upon s p e c i f i c  i n s t r u c t i o n s  i s sued  by t h e  borrowers 

and acknowledged i n  w r i t i n g  by t h e  agents .  Receipts  f o r  

payments thus  made s h a l l  only be i s sued  by Cofisa  I n t e r n a c i o  - 
n a l ,  S. A. i n  Panamb, a f t e r  confirmation of t h e  c r e d i t i n g  of 

t h e  funds,  and mailed t o  t h e  borrowers. 

Our l a s t  observa t ion  concerns t h e  p resen t  c a p i t a l  s t r u c  - 
t u r e  of  t h e  two Cofisa  companies. The e n t i r e  s t o c k  of  Cofi  - 
s a  In te rnac iona l ,  S. A. is now held  by Corporacidn C o s t a r r i -  

cense de Financiamiento I n d u s t r i a l ,  S. A. c r e a t i n g  a  s i t u a -  

t i o n  which does no t  he lp  t o  accomplish a  sepa ra t ion  of  t h e  

two companies and t h e  s e t t i n g  abroad of Cofisa  I n t e r n a c i o n a l ,  

S. A. Perhaps forming a  holding company o u t s i d e  Costa Rica 

t o  own t h e  s tock  of Cofisa  In te rnac iona l ,  S. A. would be l e s s  

no t i ceab le  than t h e  p resen t  arrangement. Considerat ion should 

be given i n  due course t o  t h e  t r a n s f e r r i n g  of t h e  s t o c k  of 

Cofisa  In te rnac iona l ,  S. A. t o  another company incorpora ted  

abroad, beyond t h e  reach of  any p o l i t i c a l  o r  n a t i o n a l  au- 

t h o r i t y .  

Respect fu l ly  submitted,  
n 
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CLAUDlO A. OUIR'3-C 

APARTADO 2727 

SAN JOSE, COSTA RlCA 

TELEFONO 22-86-22 

CABLE: INCAP 
TELEX 2652 

August 16 ,  1982 

Agency f o r  I n t e r n a t i o n a l  Development 
Uni ted  S t a t e s  A. I. D. Miss ion t o  Cos ta  Rica  
Embassy o f  t h e  Uni ted  S t a t e s  o f  America 
San J o s e ,  Cos ta  Rica  

A t t e n t i o n :  M r .  Wi l l iam Phe lps  

Dear S i r s :  

I n  a d d i t i o n  t o  o u r  r e p o r t  o f  August 1 0 t h  and i n  r e p l y  t o  

o r a l  q u e s t i o n s ,  w e  a r e  o f  t h e  o p i n i o n  t h a t :  

1. A bankruptcy o f  C o f i s a  I n t e r n a c i o n a l ,  S. A. w i l - l  n o t  a f f e c t  

t h e  d o l l a r  o b l i g a t i o n s  o f  f u t u r e  bor rowers ,  made i n  a c c o r  - 
dance  w i t h  o u r  recommendations f o r  f u t u r e  o p e r a t i o n s .  

Such borrowers  s h a l l  c o n t i n u e ,  upon t h e  occu r r ence  o f  a  

bankrup tcy ,  o b l i g a t e d  t o  pay t h e  sums due by them t o  t h e  

t r u s t e e  o r  t h e  s u c c e s s o r s  o f  t h e  bankrup t  c r e d i t o r  i n  U .  S. 

d o l l a r s  o r  i n  co lones  a t  a  f r e e l y  c o n v e r t i b l e  commercial 

r a t e .  

The income o f  pe r sons  o r  e n t i t i e s  domic i l ed  i n  a  f o r e i g n  

c o u n t r y  is  s u b j e c t  on ly  t o  a  w i thho ld ing  t a x  due and paya- 

b l e  by t h e  r e m i t t o r  and c a l c u l a t e d  a s  a  p e r c e n t a g e  ( 1 0 %  i n  

most c a s e s )  o f  t h e  i n t e r e s t  r e m i t t e d  abroad.  I f  t h e  c r e d i  - 
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tor is a financial institution recognized by the Central 

Bank of Costa Rica and the loan is invested in an agricul - 
tural or industrial enterprise, the remittor is exempt of 

the withholding obligation and the transaction is not taxed. 

Sincerely yours, 
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CREDIT DEMAND ANALYSIS 

Three c r e d i t  demand surveys  were conducted w i t h i n  t h e  p a s t  t h i r t e e n  
months i n  connect ion wi th  t h r e e  s e p a r a t e  p r i v a t e  s e c t o r  p r o j e c t s  spon- 
sored  by USAID/Costa Rica. Each survey was s l i g h t l y  d i f f e r e n t  i n  
scope, bu t  a l l  t h r e e  concern e x p o r t e r s  of Costa Rican i n d u s t r i a l  and 
a g r i c u l t u r a l  products .  The f i r s t  survey was conducted i n  J u l y ,  1981 
and included 26 producers/exporters  of n o n t r a d i t i o n a l  products .  A l l  
t h e  interviewed f i r m s  expressed a  l a t e n t  demand f o r  d o l l a r  c r e d i t s .  
The t o t a l  demand c i t e d  dur ing  t h i s  survey was $10.3 mi l l i on ,  of which 
$3.8 m i l l i o n  e n t a i l e d  long term investments.  The bulk of t h e  l a t e n t  
demand ($6.5 m i l l i o n )  was r e l a t e d  to t h e  need f o r  short- term working 
c a p i t a l  f inanc ing  t o  import raw ma te r i a l s ,  and it involved 20 of t h e  26 
f i rms  t h a t  were contacted.  

The second survey took p l a c e  e i g h t  months l a t e r  (March, 1982) and 
it included 23 producers/exporters  of n o n t r a d i t i o n a l  products .  Of 
t hese ,  12 had p a r t i c i p a t e d  i n  t h e  f i r s t  survey. Seve ra l  new f e a t u r e s  
and c o n s t r a i n t s  a f f e c t i n g  t h e  demand f o r  c r e d i t  which d i d  not  previous- 
l y  e x i s t ,  were i d e n t i f i e d  dur ing  t h e  second survey. Some of t h e s e  new 
f e a t u r e s  were r e l a t e d  t o  e x t e r n a l  f a c t o r s ,  such as: t h e  announcement 
by t h e  GOCR i n  August, 1981 t h a t  it was temporar i ly  suspending t h e  pay- 
ments and se rv i c ing  of its f o r e i g n  deb t  o b l i g a t i o n s .  This  announcement 
p r e c i p i t a t e d  t h e  s h u t t i n g  o f f  and cu r t a i lmen t  of s u p p l i e r  and f o r e i g n  
bank c r e d i t s  t o  t h e  p r i v a t e  s e c t o r .  Consequently, t h i s  exacerbated t h e  
c r e d i t  needs of l o c a l  f i r m s  i n  terms of amounts and new sources  of 
funds. For example, even though t h e  second survey involved fewer f i r m s  
t h a n  t h e  f i r s t  one (23 vs. 2 6 ) ,  t h e  l a t e n t  demand expressed by those  
t h a t  were interviewed was equ iva l en t  t o  $19.9 m i l l i o n .  Th i s  l a t t e r  
f i g u r e  was roughly twice t h e  s i z e  of t h e  demand s t a t e d  during t h e  f i r s t  
survey. 

I n  add i t i on ,  s e v e r a l  i n t e r n a l  (domestic) f a c t o r s  were a l s o  in- 
f luenc ing  t h e  c h a r a c t e r i s t i c  of t h e  l a t e n t  c r e d i t  demand expressed dur- 
ing t h e  second survey. I n  October,  1981, t h e  C e n t r a l  Bank (BCCR) ru led  
t h a t  t he  e n t i r e  proceeds from expor t  s a l e s  ( f o r e i g n  exchange) should be 
turned  over to  t h e  banking system (SBN). Hence, e l imina t ing  t h e  e x i s t -  
ing methodology (compensaci6n p r e v i a )  t h a t  allowed f i r m s  t o  deduct  from 
t h e i r  g r o s s  expor t  proceeds t h e  d o l l a r  c r e d i t  o b l i g a t i o n s  t h a t  were 
incur red  from raw m a t e r i a l  imports. The October,  1981 BCCR's r u l i n g  
a l s o  s t a t e d  t h a t  t h e  demand f o r  f o r e i g n  exchange by t h e  product ive  sec- 
t o r  and t h e  gene ra l  p u b l i c  would be a t tended  by t h e  SBN and t h e  author-  
ized  (non-banking) exchange houses. The C e n t r a l  Bank a l s o  announced 
t h a t  a  new "interbank" exchange r a t e  was being e s t a b l i s h e d  a t  a  l e v e l  
of approximately co lones  37 per  d o l l a r .  This  placed on equal  foo t ing  
the  exchange r a t e s  of t h e  SBN and the  exchange houses. 

By t h e  time t h e  second survey was conducted ( s i x  months l a t e r ) ,  
t h e r e  was a  co lones  8 d i f f e r e n c e  between t h e  exchange r a t e  of t h e  SBN 
and t h a t  of t h e  non-banking houses (co lones  37 v s  co lones  45 
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respectably). The supply of dol lars  through the SBN had become quite 
limited and most firms (exporters and nonexporters) were satisfying 
part ,  or a l l  of their  dollar requirements through the exchange houses. 
On the other hand, most exporters (the exception being exporters of 
t radi t ional  products) s t i l l  had t o  l iquidate their  gross export pro- 
ceeds through the SBN. The SBN maintained a nominal rate  of exchange 
a t  approximately colones 37 per dollar.  However, the highest effective 
rate  paid was s l ight ly  over colones 35 for  nontraditional exports. The 
difference between the two rates  came about as  a result  of a new tax 
that  was levied over the nominal inter-bank rate  in  December, 1981, 
when the o f f i c i a l  exchange rate  was changed by the Legislative Assembly 
t o  colones 20 per dollar. 

A l l  these events were reflected during the second credi t  demand 
survey. O f  the 23 firms that were interviewed, 20 stated a need for 
working capi ta l  financing. However, 15 of these expressed the i r  c redi t  
needs in colones (a t o t a l  of colones 588 million) and not i n  dollars,  
a s  had been the case w i t h  a l l  the firms interviewed (26)  during the 
f i r s t  survey. In addition, the new relationship between working capi- 
t a l  needs and long-term investment requirements was 4 t o  1 versus the 2 
t o  1 r a t i o  of the f i r s t  survey. T h i s  indicated that  the entreprenurial 
mood was such (March, 1981), that  long-term investment plans were being 
canceled or postponed. A l l  the firms contacted in March, 1981 per- 
ceived a colon l iquidi ty shortage within the SBN. Many stated that  it 
was d i f f i cu l t  t o  have access t o  available l iquidi ty because of their  
recent operating de f i c i t s  (alleged t o  be c r i s i s  related) and/or due t o  
outstanding dollar l i a b i l i t i e s .  T h i s  meant that the SBN often consi- 
dered such firms as  not being e l ig ib le  for additional credit .  

In summary, the conditions a t  the time of the second survey were a s  
follows: 

- Increased undercapitalization due t o  the curtailment of exter- 
nal credi t  sources, and as  well as the loss  of purchasing 
power of the firms' own resources because of rising price le- 
vels. 

- Large colon demand exceeding the apparently limited l iquidi ty 
of SBN funds. 

- Difficult  access t o  available S B N ' s  l iquidi ty because of 
emerging nonbankable s tatus of many f i r m s .  

- A strong aversion t o  assume new dollar debts because of the 
limited avai labi l i ty  of foreign exchange through the SBN 
(interbank r a t e ) ,  a s  well as, due t o  the rising colon cost of 
available dol lars  a t  the exchange houses. The use of these 
l a t t e r  dol lars  tended t o  make some export transactions unpro- 
f i tab le ,  and made it very d i f f i cu l t  for most firms t o  estab- 
l i s h  adequate export prices. 
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- A gene ra l i zed  p e s s i m i s t i c  e n t r e p r e n e u r i a l  ou t look  concerning 
t h e  short- term f u t u r e .  

- A c l i m a t e  of u n c e r t a i n t y  about  t h e  s p e c i f i c  p o l i c i e s  and me- 
thodology t o  s o l v e  t h e  economic c r i s i s  t h a t  would be fol lowed 
by t h e  newly e l e c t e d  a d m i n i s t r a t i o n  which was due t o  assume 
p o l i t i c a l  c o n t r o l  and power on May 8, 1982. 

A. Third C r e d i t  Demand Survey (August, 1982) 

A t h i r d  survey was conducted du r ing  t h e  f i r s t  ha l f  of August, 
1982. The purposes  of  t h e  survey were: t o  i d e n t i f y  t h e  c u r r e n t  demand 
f o r  d o l l a r  c r e d i t s ,  and t o  understand t h e  impact of t h e  ongoing modifi-  
c a t i o n s  t o  t h e  f o r e i g n  exchange system t h a t  were introduced by t h e  BCCR 
i n  June 11, 1982. The mod i f i ca t i ons  involved t h e  pub l i sh ing  of l i s t  of 
items of s t r a t e g i c  importance (raw m a t e r i a l s  and spare  p a r t s )  which 
could be imported a t  t h e  in te rbank  r a t e  ( c u r r e n t l y  f l u c t u a t i n g  around 
co lones  38 per  d o l l a r )  . Accompanying t h e  June, 1982 mod i f i ca t i ons  was 
t h e  dec l a r ed  i n t e n t i o n  by t h e  BCCR t o  provide  a l l  t h e  f o r e i g n  exchange 
r equ i r ed  by product ive  s e c t o r  members t h a t  wish t o  purchase ( o r  pay 
d o l l a r  l oans  r e l a t e d  t o  t h e  import o f )  items included i n  t h e  above men- 
t i oned  list.  A subsequent  mod i f i ca t i on  t o  t h e  f o r e i g n  exchange system 
(August 12, 1982) outlawed t h e  e x i s t a n c e  of nonbanking exchange houses,  
and passed complete o f f i c i a l  c o n t r o l  over  f o r e i g n  c u r r e n c i e s  to  t h e  
BCCR, through t h e  p a r t i c i p a t i o n  of t h e  SBN and o t h e r  au tho r i zed  banking 
( p r i v a t e  s e c t o r )  i n t e rmed ia r i e s .  

A t o t a l  of 34 f i r m s  were interviewed dur ing  t h e  t h i r d  survey. 
Of t he se ,  26 (75%) s t a t e d  a  w i l l i ngnes s  t o  assume d o l l a r  l i a b i l i t i e s .  
A l l  34  f i r m s  expressed s a t i s f a c t i o n  with t h e  June,  1982 mod i f i ca t i ons  
because a  marked improvement has  been observed ( to -da te )  i n  t h e  a v a i l -  
a b i l i t y  of d o l l a r s  a t  i n t e rbank  r a t e s .  I t  was s t a t e d  t h a t  t h e  average 
wai t ing  per iod  t o  o b t a i n  d o l l a r s  a t  i n t e rbank  r a t e s  has  f l u c t u a t e d  be t -  
ween t w o  t o  t h r e e  weeks. Under t h e  p r e s e n t  system, impor te rs  of p r io-  
r i t y  items can  r e g i s t e r  new d o l l a r  l i a b i l i t i e s  ( p r i n c i p a l ,  i n t e r e s t  and 
f e e s )  with t h e  BCCR. P r i o r  t o  t h e  maturing of such d o l l a r  l i a b i l i t i e s ,  
t h e  f i r m s  r eques t  d o l l a r s  a t  t h e  in te rbank  r a t e ,  and once t h e  t r a n s -  
a c t i o n  has  been au tho r i zed  ( a  t w o  t o  t h r e e  w e e k  wai t ing  per iod)  , t h e  
e n t e r p r i s e s  have up to  f i v e  days  t o  purchase with co lones  t h e  d o l l a r s  
necessary t o  c a n c e l  t h e  above mention d o l l a r  loans.  

The 8 f i r m s  t h a t  d id  no t  s t a t e  a  demand f o r  d o l l a r  c r e d i t s  
were medium-size e n t e r p r i s e s  t h a t  a l r eady  have cons ide rab l e  d o l l a r  l i a -  
b i l i t i e s .  The managers mentioned t h a t  they  a r e  r e l u c t a n t  t o  increment 
t h e i r  f o r e i g n  exchange exposure ( r i s k )  u n t i l  t hey  have reduced t h e  s i z e  
of t h e i r  p r e s e n t  d o l l a r  o b l i g a t i o n s .  I n  a d d i t i o n ,  t hey  a l s o  remarked 
t h a t  they  p r e f e r  to  wa i t  a  few more months i n  o r d e r  t o  observe  t h e  
performance of t h e  June and August, 1982 mod i f i ca t i ons .  I f  in te rbank  
d o l l a r s  con t inue  t o  be r e l a t i v e l y  a v a i l a b l e ,  and t h e  r a t e  of exchange 
remains f a i r l y  s t a b l e ,  t h e s e  f i r m s  w i l l  aga in  a t t empt  to  borrow d o l l a r s  
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because o f  t h e  lower cost of  c a p i t a l  a s s o c i a t e d  dollar loans .  Presen t -  
l y ,  l o c a l  d o l l a r  l o a n s  carry a n  annua l  c o s t  ranging between 16 to 19%, 
whi le  c o l o n  l o a n s  t o  t h e  same f i r m s  c a n  have a n  annua l  i n t e r e s t  r a t e  
cost t h a t  ranges  betwen 25 to  30%. 

The t h i r d  su rvey  v a r i e d  from t h e  f i r s t  two i n  t h a t  it inc luded  
f i v e  i n t e r v i e w s  w i th  p roduce r s / expo r t e r s  o f  t r a d i t i o n a l  p roduc ts .  

B. Q u a n t i f i c a t i o n  of  L a t e n t  D o l l a r  C r e d i t  Demand Among In te rv iewed  
Firms 

The c r e d i t  demand o f  t h e  26 f i r m s  t h a t  are c u r r e n t l y  w i l l i n g  
t o  borrow d o l l a r s ,  i s  found i n  t h e  summary t a b l e  on t h e  fo l l owing  
page. T h i s  d o l l a r  credit  demand l i s t e d  i n  t h e  t a b l e  t o t a l s  
$14,080,000. The l as t  su rvey  r evea l ed  t h a t  gaps  have appeared i n  t h e  
supply  o f  c r e d i t  f unds  by conven t i ona l  sou rce s ,  to  members of  t h e  t r a -  
d i t i o n a l  e x p o r t  s e c t o r  (mainly: c o f f e e ,  meat and cocoa). For  example, 
c o f f e e  p roduce r s / expo r t e r s  s t a t e d  t h a t  some American and European banks 
t h a t  have been r e g u l a r  s o u r c e s  o f  funds  i n  t h e  p a s t  f o r  t h e  a g r i c u l t u -  
r a l  p roduc t i on  of t h i s  commodity, have r e c e n t l y  reduced or s topped  cre- 
d i t  to Costa  Rica. The f i n a n c i a l  gaps  a r e  a l s o  e v i d e n t  when t hey  con- 
c e r n  t h e  a v a i l a b i l i t y  o f  long-term inves tment  f unds  t o  c o f f e e  r e l a t e d  
e n t e r p r i s e s ,  t h a t  need t o  r e p l a c e  o u t d a t e d  p roce s s ing  f a c i l i t i e s ,  o r  
wish t o  c o n v e r t  t h e i r  d ry ing  equipment from burning diesel, to  burning 
wood o r  o t h e r  f u e l  s o u r c e s  such a s ,  c o f f e e  bean r e f u s e .  By r e p l a c i n g  
o l d  f a c i l i t i e s  f o r e i g n  exchange would be saved through t h e  lower con- 
sumptions  o f  imported d i e s e l  f u e l .  A l s o  by r e p l a c i n g  o l d  c o f f e e  plan-  
t a t i o n s  wi th  new h igh  y i e l d i n g  v a r i e t i e s ,  a d d i t i o n a l  f o r e i g n  exchange 
cou ld  be earned.  

Assuming t h a t  t h e  c h a r a c t e r i s t i c s  o f  t h e  l a t e n t  c r e d i t  re-  
qu i rements  of t h e  i n t e rv i ewed  f i r m s  a r e  r e p r e s e n t a t i v e  of t h e  Cos t a  
Rican u n i v e r s e  ( e x p o r t e r s  o f  t r a d i t i o n a l  and n o n t r a d i t i o n a l  p roduc t s )  , 
t h e  t o t a l  d o l l a r  c r e d i t  demand ( l a t e n t )  must be g r e a t e r  t h a n  t h a t  shown 
i n  t h e  summary t a b l e .  However, t h e  34 f i r m s  t h a t  were c o n t a c t e d  repre-  
s e n t  a t  b e s t ,  o n l y  20% o f  t h e  t o t a l  number of Cos ta  Rican e n t e r p r i s e s  
t h a t  a r e  invo lved  i n  expo r t i ng .  

C. C o n s t r a i n t s  t o  Conver t ing La t en t  Dollar C r e d i t  Needs i n t o  Ef- 
f e c t i v e  Demand 

The t h i r d  demand survey  r evea l ed  f i v e  p o t e n t i a l  c o n s t r a i n t s  
t h a t  c an  impede or r e t a r d  t h e  conve r s ion  of man i f e s t ed  l a t e n t  demand 
i n t o  e f f e c t i v e  demand. F o r t u n a t e l y ,  t h e  f i r s t  f o u r  o f  t h e s e  cons- 
t r a i n t s  are s u b j e c t  to  c o n t r o l l a b l e  v a r i a b l e s .  
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CREDIT NEEDS OF THE 26 FIRMS (PRODUCERS/EXPORTERS ) 
THAT STATED DEMAND I N  DOLLAR TERMS 

No. Products  Manufactured o r  processed Short-term working Long-term in- 
c a p i t a l  needs vestment needs 

Balanced f eed  & a g r i c u l t u r a l  s eeds  
Wooden and l e a t h e r  f u r n i t u r e  
Heavy duty  paper bags 
Cement 
Corrugated boxes 
Corrugated boxes 
Paper packing m a t e r i a l s  
Cocoa processing 
Coffee process ing  
Coffee process ing  (10 coope ra t ives )  
Metal cans  
Canned f r u i t s  and vege tab le s  
Polyethylene bags & s h e e t s  
S a i l  boa t s  
Cons t ruc t ion  m a t e r i a l s  
B i c l y c l e s  
S t a i n l e s s  s t e e l  k i tchen  s i n k s  
Leather shoes  
S toves  and ref  r i g e r a t o r s  
Pineapple process ing  
Snacks and b r e a k f a s t  c e r e a l s  
Syn the t i c  f i b e r s  
Seafood process ing  
Cons t ruc t ion  m a t e r i a l s  
P l a s t i c  c o n t a i n e r s  and p l a t e s  
Fresh a g r i c u l t u r a l  p roducts  

TOTALS 
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1. I n s t i t u t i o n a l  Absorp t ive  Capac i ty  and Image 

The managers of  t h e  28 f i r m s  t h a t  were surveyed expressed  
d i s s a t i s f a c t i o n  w i th  t h e  l a c k  of  a g i l i t y  and w i l l i n g n e s s  shown i n  t h e  p a s t  by 
Cos ta  Rican f i n a n c i a l  i n s t i t u t i o n s  to prov ide  f i n a n c i a l  suppo r t  to  t h e i r  en- 
t e r p r i s e s .  Most f i r m s  stated t h a t  it o f t e n  takes t h r e e  t o  f i v e  months t o  ob- 
t a i n  a  l i n e  of  credit from t h e  SBN on  a  shor t - t e rm l o a n  and t h a t  long-term 
l o a n s  commonly i nvo lve  wa i t i ng  p e r i o d s  of  e i g h t  t o  t e n  months. However, when 
it was exp l a ined  t h a t  t h e  implementing i n s t i t u t i o n  i n  t h i s  case would be 
COFISA, t h e  p r e v i o u s l y  stated n e g a t i v e  remarks were fol lowed by warm app rova l  
f o r  having selected t h i s  p a r t i c u l a r  i n s t i t u t i o n  as t h e  f i n a n c i a l  in te rmedia -  
ry. I n  f a c t ,  a l l  34 f i r m s  t h a t  were in t e rv i ewed  made p o s i t i v e  s t a t e m e n t s  
abou t  COFISA. I t  is e v i d e n t  t h a t  t h e  i n s t i t u t i o n  h a s  ca rved  a unique n i che  
among f i n a n c i a l  i n s t i t u t i o n  i n  Costa Rica. Its image as an  a g i l e  and e f f i -  
c i e n t  o r g a n i z a t i o n  ha s  accumulated a g r e a t  deal o f  goodwil l .  A l l  t h e  24 
f i r m s  t h a t  exp re s sed  a d o l l a r  credit need s t a t e d  t h a t  t hey  would be happy t o  
approach COFISA wi th  t h e i r  f i n a n c i a l  requirements .  S i x  e n t e r p r i s e s  even  men- 
t i o n  t h e i r  p l a n s  t o  make a n  i n i t i a l  c o n t a c t  w i t h i n  t h e  fo l l owing  few days  even 
though t hey  were aware t h a t  t h e  i n s t i t u t i o n  cou ld  no t  p o s s i b l y  have access to  
t h e  new funds  f o r  s e v e r a l  more w e e k s .  

2. Cos t  o f  C a p i t a l  

Eleven of  t h e  f i r m s  t h a t  exp re s sed  a need f o r  d o l l a r  
credits stated t h a t  t h e  cost of c a p i t a l  would be one  of  t h e  most impor t an t  
c o n s i d e r a t i o n s  i n  determing whether or n o t  t o  r e q u e s t  a COFISA l o a n  . 
COFISA's management remarked t h a t  it is  aware of  t h i s  fact ,  and its i n t e n t i o n s  
a r e  to  remain c o m p e t i t i v e  by a t  l e a s t  matching t h e  costs of  a l t e r n a t i v e  com- 
m e r c i a l  s o u r c e s  of funds.  

3. Maximum s i z e  o f  sub loans  

It c a n  be observed i n  t h e  summary t a b l e  t h a t  9 f i r m s  mani- 
f e s t e d  c r e d i t  r equ i rements  i n  e x c e s s  of a ha l f  m i l l i o n  d o l l a r s .  COFISA c a n  
f o l l o w  s e v e r a l  a l t e r n a t i v e s  concern ing  l a r g e r - s i z e  subloans:  

- It c a n  o f f e r  a sma l l e r  amount t h a n  t h e  one t h a t  is 
being reques ted .  

- I t  c a n  s y n d i c a t e  a l a r g e r - s i z e  sub loan  w i th  a n o t h e r  
f i n a n c i a l  i n s t i t u t i o n  (e.g. BANEX) 
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- It  c a n  g r a n t  t h e  f u l l  amount being reques ted .  

I t  must be s t a t e d  t h a t  t h e  f i r m s  t h a t  e x p r e s s  a need f o r  
working c a p i t a l  f i n a n c i n g  would be r eques t i ng  a revo lv ing  ( s e l f  - 
l i q u i d a t i n g )  l i n e  o f  credit  t h a t  would be f u l l y  drawn down o n l y  one  or 
t w o  months eve ry  yea r .  T h i s  means t h a t  t h e  f u l l  amount o f  each  sub- 
l o a n  ( l i n e s  o f  c r e d i t )  would o n l y  be exposed f o r  a r e l a t i v e l y  s h o r t  
p e r i o d  of t i m e .  I t  a l s o  means t h a t  w i th  p roper  f i n a n c i a l  management 
( c a s h  f low p r o j e c t i o n s )  t h e s e  same p r e v i o u s l y  "committed" funds  can  
suppo r t  a d d i t i o n a l  l i n e s  of credit  to  o t h e r  e n t e r p r i s e s  t h a t  have d i f -  
f e r e n t  drawing (peak) c y c l e s .  Th i s ,  t h e r e f o r e  m u l t i p l i e s  by t w o  or 
t h r e e  times, t h e  number of e n t e r p r i s e s  t h a t  c an  b e n e f i t  from a f i x e d  
amount o f  a v a i l a b l e  r e sou rce s .  

4. C o l l a t e r a l  Requirements 

Eleven of  t h e  e n t r e p r e n e u r s  t h a t  were in t e rv i ewed  re-  
marked t h a t  t h e i r  f i r m s  had few unmortgaged " r e a l "  a s s e t s  t h a t  cou ld  be 
p ledged  t o  suppo r t  a new revo lv ing  l i n e  o f  credit. However, t h i s  cons- 
t r a i n t  i n  most c a s e s  c an  be re laxed  by making use  o f  COFISA's e x i s t i n g  
wa r r an t  (bonded) warehousing system. COFISA has  s u c c e s s f u l l y  used t h i s  
methodology f o r  s e v e r a l  y e a r s  and h a s  accumulated a s i g n i f i c a n t  amount 
o f  expe r i ence  i n  t h i s  t y p e  o f  f i n a n c i n g  methodology. 

5. E n t r e p r e n e u r i a l  P e r s p e c t i v e s  and Expec t a t i on  Concerning 
t h e  Fu tu r e  

The demand survey  r e v e a l s  t h a t  c u r r e n t  e n t r e p r e n e u r i a l  pe rs -  
p e c t i v e s  and e x p e c t a t i o n s  about  t h e  f u t u r e  appear  t o  have improved con- 
s i d e r a b l y  ove r  t h e  l as t  f o u r  months. These two e l emen t s  are t h e  most 
impor tan t  f a c t o r s  t h a t  w i l l  de te rmine  t h e  s u c c e s s f u l  accomplishment o f  
t h e  proposed p r o j e c t ' s  g o a l  and purposes .  Admit tedly ,  t h e r e  is l i t t l e  
t h a t  COFISA can  d o  t o  d i r e c t l y  i n f l u e n c e  t h e s e  f a c t o r s  because much 
depends on v a r i a b l e s  o u t s i d e  t h e  i n s t i t u t i o n ' s  c o n t r o l .  However, t h e  
r e a c t i v a t i o n  of  COFISA a s  a l end ing  i n s t i t u t i o n  i n  i t s e l f  w i l l  no doub t  
a c c e l e r a t e  t h e  p o s i t i v e  emerging a t t i t u d e  about  t h e  f u t u r e  t h a t  was 
i d e n t i f i e d  du r ing  t h e  t h i r d  c r e d i t  demand survey  o f  August, 1982. 



ANNEX F 

FINANCIAL ANALYSIS 

OF THE COFISA 

PROJECT PAPER 

Lic. Vinzenz A. Schmack 

August, 1982 



TABLE OF CONTENTS 

Page 

I. INTRODUCTION 

I I. PROJECT DESCRIPTION 

A. P r o j e c t  

B. A I D  C o n d i t i o n s  o n  t h e  $10 M i l l i o n  Loan 

1. Terms 
2. I n t e r e s t  R a t e  
3. Di sbur semen t  S c h e d u l e  

C. C o n d i t i o n s  o n  t h e  Colon E q u i v a l e n t  $5,000,000 Loan 

, 1. Terms 
2. I n t e r e s t  Rate 
3. Di sbur semen t  S c h e d u l e  

D. S u b l e n d i n g  C o n d i t i o n s  o f  US Dollar Loan P o r t o f o l i o  

1. Purpose  
2. I n t e r e s t  R a t e  
3. I n d i v i d u a l  Loan L i m i t s  
4. D i sbur semen t  o f  d o l l a r  Loan P o r t f o l i o  

E. S u b l e n d i n g  C o n d i t i o n s  o f  A I D  Colon P o r t f o l i o  

1. P u r p o s e  
2. I n t e r e s t  Rate 
3. I n d i v i d u a l  Loan L i m i t s  
4. D i s t r i b u t i o n  o f  Colon Loan P o r t f o l i o  

F. A d d i t i o n a l  Complementary C o n d i t i o n s  

1. C a p i t a l  I n c r e a s e  
2. R e s e r v e  Requ i remen t s  

I1 I .FINANCIAL ANALYSIS 

A. Background 

1. Scope o f  A n a l y s i s  
2. Income Tax I s s u e  
3. R i s k  ~ i n i m i z a t i o n  Fund 
4. I n t e r e s t  C o l l e c t i o n  o f  S u b l e n d i n g  
5. Dividend P o l i c y  



Page 

B. Analyses 

1. Dol lar  P o r t f o l i o  Cash Flow 

a.  Disbursement 
b. Source of  Funds 
c. I n t e r e s t  Rates  
d. Bad Debt Losses 
e .  Operat ing Expenses 
f . Calcu la t ion  Base 
g .  C a p i t a l i z a t i o n  Affect  

2. Colon P o r t f o l i o  Cash Flow 

a. Conversion Rate and Drawdown 
b. I n t e r e s t  r a t e  
c. Tax Payment 
d. Bad Debt Losses 
e.  General and ADministrative Expenses 
f .  C a p i t a l i z a t i o n  

3. Analysis  of COFISA' s Present  F i n a n c i a l  S i t u a t i o n  

a.  COFISA I n t e r n a t i o n a l  Bank Panama 
b. COFISA Costa Rica 
c. Present  Indebtedness Towards Foreign Banks 
d. Recuperation of e x i s t i n g  Loan P o r t f o l i o  
e. Amortization of Exis t ing  Debt 
f .  General Comments 

IV. CONCLUSION 

L i s t  o f  Attachments 

I. Der iva t ion  of OFISA's  Current  Equity 

11. Dollar  Cash Flow Table 

I1 I. Colon Cash Flow Tables  

IV.  Loan Amortization v s  Loan Recuperation Tables  



ANNEX F 
Page 1 of  16 

FINANCIAL ANALYSIS OF THE COFISA PROJECT PAPER 

I. INTRODUCTION 

The r a t i o n a l e  and j u s t i f i c a t i o n  f o r  t h e  p r o j e c t  have been d e s c r i b e d  
e l sewhere  i n  t h e  p r o j e c t  paper .  I n  s h o r t ,  COFISA h a s  been i d e n t i f i e d  a s  
t h e  b e s t ,  i f  n o t  t h e  o n l y  i n s t i t u t i o n  th rough  which s u b s t a n t i a l  h e l p  can  
be channe l led  t o  a s s i s t  i n  t h e  r e v i t a l i z a t i o n  of t h e  t a r g e t e d  f a c e t s  of  
t h e  p r i v a t e  s e c t o r  of  t h e  economy of  Cos ta  Rica  and t o  h e l p  d i v e r s i f y  its 
e x p o r t  i ndus t ry .  

Although COFISA is an  e x i s t i n g  i n s t i t u t i o n  wi th  a long h i s t o r y  o f  
s u c c e s s  t h e  a n a l y s i s  work s t a r t s  from p o i n t  z e r o  s i n c e  t h e  e x i s t i n g  l o a n  
p o r t f o l i o  is earmarked t o  repay p r e s e n t  c r e d i t o r  banks. 

The a n a l y s i s  is, t h e r e f o r e ,  d iv ided  i n t o  3 p a r t s :  

o Ana lys i s  o f  a $10 m i l l i o n  d o l l a r  p o r t f o l i o  cash-flow p r o j e c t i o n s  

o Ana lys i s  of  a $5 m i l l i o n  co lon  e q u i v a l e n t  p o r t f o l i o  cash-flow 
p r o j e c t i o n s  

o Ana ly s i s  of  t h e  r e cupe ra t i on  of t h e  e x i s t i n g  l o a n  p o r t f o l i o  i n  
r e l a t i o n  t o  t h e  commitments under t h e  r e f i nanc ing  agreement w i th  
t h e  c r e d i t o r  banks, and e v a l u a t i o n  of r e c a p i t a l i z a t i o n  and t h e  
d e b t  t o  e q u i t y  r a t i o .  

A s  d i s cus sed  i n  t h e  P r o j e c t  Paper Background s e c t i o n ,  t h e  same c a u s e s  
which brought COFISA i n t o  t h e  p r e s e n t  f i n a n c i a l  cr is is ,  a l s o  brought  i t s  
c l i e n t s  i n t o  a s t a t e  of  i l l i q u i d i t y .  The repayment a b i l i t y  of COFISA's 
c l i e n t s  c an  t h e r e f o r e  no t  be analyzed and determined on  t h e  c l i e n t s '  
p r e s e n t  f i n a n c i a l  s i t u a t i o n ,  bu t  c a n  o n l y  be p r o j e c t e d  under t h e  
presumption t h a t  t h e  economy w i l l  r e cupe ra t e ,  and c l i e n t s  c an  t h u s  r e g a i n  
t h e i r  repayment a b i l i t y .  T h i s  is t y p i c a l l y  i l l u s t r a t e d  by pr ice-decay on 
t h e  real estate market.  While many COFISA l o a n s  were, be fo r e  t h e  crisis,  
w e l l  suppor ted  by r e a l  e s t a t e  mortgages,  t h e s e  mortgages  now cover  o n l y  a 
r a t h e r  s m a l l  pe r cen t age  of  t h e  ou t s t and ing  l o a n  ba l ances ,  s i n c e  real 
e s t a t e  p r i c e s  are s l owes t  t o  a d j u s t  t o  a d e v a l u a t i o n  of  600% such  as t h a t  
which h a s  occured i n  Cos ta  Rica over  t h e  p a s t  two y e a r s .  I n  a d d i t i o n ,  
many c l i e n t s  of  COFISA which cou ld  s e l l  p a r t  of  t h e i r  f i x e d  a s s e t s  c anno t  
d o  so ,  s i n c e  a t  even p r e s e n t l y  s u b s t a n t i a l l y  deva lua t ed  p r i c e s ,  t h e r e  
e x i s t s  no market. 

The f i n a n c i a l  a n a l y s i s '  base  p r o j e c t i o n  is, t h e r e f o r e ,  made under t h e  
assumption t h a t  t h e  p r e s e n t  economic c r i s i s  of  Cos ta  Rica w i l l  be overcome 
and t h a t  t h e  c o l o n  w i l l  s t a b i l i z e  i t s e l f  a t  t h e  p r e s e n t  l e v e l  of  about  60 
p e r  U.S. d o l l a r ,  and t h e  economy w i l l  r ega in  i t s  momentum. The assumption 
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is based on t h e  premise t h a t  a  new IMF agreement w i l l  be s igned (on t h e  
b a s i s  of adjusments r equ i r ed  t o  f a c i l i t a t e  economic recovery) and Costa 
Rica w i l l  then  r ece ive  s u b s t a n t i a l  p r i v a t e  f i nance  and development a i d  
from d i f f e r e n t  i n t e r n a t i o n a l  o rgan iza t ions .  Never the less  w e  have made 
va r ious  s e n s i t i v i t y  tests assuming d i f f e r e n t  exchange r a t e s  t o  gauge t h e  
e f f e c t  t he reo f  on p r o j e c t  v i a b i l i t y .  

I n  view of t h e  above, emphasis is being p u t  on quick and f l e x i b l e  
disbursement  of t h e  proposed USAID Loan. The undersigned recommends t h a t  
t h e  U.S. d o l l a r  l oan  be d i sbu r sed  during a  maximum of 3 yea r s ,  even i f  
i n t i a l l y  nea r ly  a l l  is l e n t  on a  short- term b a s i s  t o  expor t  suppor t ing  
i n d u s t r y ,  and t a r g e t s  f o r  long-term development p r o j e c t s  a r e  e s t a b l i s h e d  
only  by t h e  t h i r d  year .  

11. PROJECT DESCRIPTION 

A. P r o j e c t  

The p r o j e c t  c o n s i s t s  of a  U.S. $10 m i l l i o n  20 yea r  l oan  and t h e  
co lon  equ iva l en t  of a  $5 m i l l i o n  15  year  l oan  t o  COFISA, f o r  sublending 
purposes.  

B. A.I.D. Condit ions on t h e  $10 Mi l l i on  Loan 

1. Terms: 10 yea r  g race  per iod  and 10 yea r  repayment pe r iod ,  
$500,000 a t  t h e  end of year  10 and $950,000 i n  y e a r s  11 through 20. 

2. I n t e r e s t  r a t e :  2% p.a. payable semianual ly on outs tanding  
balance,  p l u s  3% p.a. t o  e s t a b l i s h  a  r i s k  minimizat ion fund. Once 
amor t i za t ion  begins,  t h e  i n t e r e s t  charge  w i l l  be 3%, and t h e  r i s k  
minimizat ion f e e  2% ( u n t i l  such t ime a s  t h e  fund balance is equa l  t o  t h e  
outs tanding  d e b t  t o  A. I .D .  ) . 

3. Disbursement schedule: A s  mentioned above, t h e  undersigned 
recommends quick  and f l e x i b l e  disbursement ,  i n  accordance wi th  t h e  
fol lowing 3 y e a r  disbursement  schedule: $3,000,000 f i r s t  year ;  $4,000,000 
second year ;  and, $3,000,000 t h i r d  year .  

C. A.I .D.  Condit ions on t h e  Colon Equiva len t  $5,000,000 Loan 

It is conse rva t ive ly  assumed t h a t  t h e  co lon  fund from which t h e  
p o r t f o l i o  w i l l  be drawn w i l l  be e s t a b l i s h e d  a t  t h e  c u r r e n t  C e n t r a l  Bank 
exchange " o f f i c i a l "  r a t e  of co lones  38 pe r  d o l l a r  r e s u l t i n g  i n  co lones  190 
mi l l i on .  I t  is a l s o  p o s s i b l e  t h a t  t h e  C e n t r a l  Bank w i l l  ag ree  t o  
e s t a b l i s h  t h e  fund a t  t h e  much higher  " f r e e  market" r a t e  of co lones  60 p e r  
d o l l a r ,  which would have produced co lones  300 mi l l i on .  A t  t h e  t ime of 
t h i s  a n a l y s i s ,  agreement has not  been reached wi th  t h e  C e n t r a l  Bank on 
t h i s  i s s u e ,  t h e r e f o r e ,  t h e  more conse rva t ive  r a t e  has  been assumed. 
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Terms: 15 year  loan with a f i v e  year  grace period t o  be 1. - 
repa id  i n  10 equal  annual  i n s t a l lmen t s  of colones 19 m i l l i o n  each s t a r t i n g  
i n  year  s i x .  (Or ig ina l ly  a f i v e  year  repayment per iod  was e s t ab l i shed .  
However i n  view of t h e  now lower amount of co lones  190 m i l l i o n  cash-flow 
p r o j e c t i o n s  show t h a t  a 10 year  repayment per iod  is necessary.)  

2. I n t e r e s t  r a t e :  5% p.a. payable semiannually. 

3.  Disbursement: A l l  during t h e  f i r s t  year .  

D. Sublending Condit ions of U.S. Dol la r  Loan P o r t f o l i o  

1. Uses of Loan Funds 

Funds w i l l  be sub len t  by COFISA I n t e r n a t i o n a l  t o  a wide 
v a r i e t y  of p r i v a t e  e n t e r p r i s e s  g iv ing  p a r t i c u l a r  a t t e n t i o n  t o  i ts  c u r r e n t  
p o r t f o l i o  and t o  producers  of expor t  products  and t o  expor t  suppor t ive  
indus t ry ,  on a s h o r t ,  medium and long-term b a s i s ,  f o r  t he  importat ion of 
raw ma te r i a l ,  f o r  working c a p i t a l  purposes, f o r  t h e  impor ta t ion  of 
machinery and equipment t o  expand e x i s t i n g  expor t  c a p a c i t i e s  and f o r  new 
n o n t r a d i t i o n a l  expor t  development p r o j e c t s .  

2. I n t e r e s t  Rate 

Prevai l ing  l o c a l  market r a t e s  f o r  U.S. d o l l a r  lending w i l l  
be appl ied .  Local U.S. d o l l a r  lending r a t e s  f l u c t u a t e  between 2% t o  4% 
p.a. above LIBOR. I n t e r e s t  i s  charged monthly o r  q u a r t e r l y  i n  advance. 
For our  cash  flow p ro jec t ions ,  we have assumed a n  average r a t e  of 3% p.a. 
above LIBOR. We assume t h e  following LIBOR ra t e s :  

Year 1 Year 2 Year 3 Year 4 Year 5 t h r u  20 

Since f o r  COFISA the  borrowing r a t e  is f ixed  a t  2% and then 
3% f o r  t h e  whole 20 year  per iod ,  any inc rease  i n  our p ro jec t ed  lending 
r a t e s  w i l l  improve the  cash-flow. A d e c l i n e  i n  t h e  LIBOR r a t e  w i l l  have a 
negat ive a f f e c t  on t h e  cash-flow projec t ions :  however, a t  lower r a t e s  it 
w i l l  be p o s s i b l e  f o r  COFISA t o  inc rease  t h e  spread g e n e r a l l y  t o  4%. 

3 .  Ind iv idua l  Loan L i m i t s  

I n  o rde r  t o  a r r i v e  t o  a broad d i v e r s i f i c a t i o n  of t h e  loan 
p o r t f o l i o ,  an ind iv idua l  loan  l i m i t  of $250,000 per  c l i e n t  is recommended 
f o r  short-term t r ansac t ions .  For medium and long-term development 
p r o j e c t s  t he  l i m i t  can be increased t o  $500,000, and f o r  s p e c i a l  l a r g e  
p r o j e c t s  up t h e  loan  would have t o  be approved by A.I .D.  
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4. Recommended D i s t r i b u t i o n  of  Do l l a r  Loan P o r t f o l i o  

ST= Short-term 
LT= Long-term 

Year 1 Year 2 Year 3 Year 4 Year 5 

ST LT ST LT ST LT ST - LT ST LT 

Af t e r  y e a r  5 a t  l e a s t  60% of COFISA's t o t a l  l oan  p o r t f o l i o  
(A. I . D .  l oan  p o r t f o l i o  and COFISA c a p i t a l  base sublending)  w i l l  be p laced  
i n  medium and long-term loans .  

E. Sublending Condi t ions  on A I D  Colon P o r t f o l i o  

1. Purpose o f  Loan 

Funds w i l l  be s u b l e n t  by COFISA, on  a  s h o r t ,  medium, and 
long-term b a s i s ,  g i v i n g  p r i o r i t y  c o n s i d e r a t i o n  to: 

o c u r r e n t  COFISA c l i e n t s  

o p r o v i d e r s  of  e s s e n t i a l  s e r v i c e s  t o  e x p o r t e r s  

o domest ic  producers  of  i n p u t s  to  product ion/manufacture  
of  expor t  

o manufac turers  of  import s u b s t i t u t e s  

2. I n t e r e s t  Ra tes  

The p r e v a i l i n g  l o c a l  commercial r a t e s  w i l l  be charged. 

The development of  t h e  l o c a l  i n t e r e s t  r a t e s  depends very 
much on  t h e  succes s  of  t h e  GOCR's economic s t a b l i z a t i o n  program. 

I n  coope ra t i on  wi th  t h e  ROCAP Regional Economic Advisor w e  
have p r o j e c t e d  t h e  fol lowing two p o s s i b l e  i n t e r e s t  r a t e  s t r u c t u r e s :  
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Model I Model I1 

year  1 
year  2 
year  3 
year  4 
t o  
year  20 

Model I assumes a  quicker  s t a b i l i z a t i o n  and Model I1 a  
slower s t a b i l i z a t i o n  of t h e  economy. S ince  t h e  r a t e s  assumed a r e  prime 
lending r a t e s ,  w e  be l ieve  t h a t  COFISA can sublend a t  t imes of r e l a t i v e l y  
low i n t e r e s t  r a t e s  a t  l e a s t  1% above prime. COFISA w i l l  no t  lend a t  f i xed  
r a t e s ,  bu t  a t  r a t e s  varying wi th  market condi t ions .  A s  a  gu ide l ine ,  r a t e s  
should be kept a t  4% above d e p o s i t  i n t e r e s t  r a t e s  ( t h e  n a t i o n a l  banking 
system's  t a s a  p a s i v a ) .  

3.  Ind iv idua l  M a n  L i m i t s  

I n  view of t h e  high demand f o r  co lon  borrowings, and i n  order  t o  
a s s u r e  a  broad d i v e r s i f i c a t i o n ,  an  ind iv idua l  loan  l i m i t  of co lones  5 
m i l l i o n  w i l l  be e s t ab l i shed  f o r  short-term t r a n s a c t i o n s ,  and colones  9.5 
m i l l i o n  f o r  long-term loans ,  with t h e  p o s s i b i l i t y  of t h e  Mission approving 
higher  amounts. 

4. D i s t r i b u t i o n  of Colon Loan P o r t f o l i o  

ST= Shor t  term 
LT= Long term 

Year 1 Year 2 Year 3 Year 4 Year 5 

After  year  5, 50% of COFISA's t o t a l  loan colon  p o r t f o l i o  
(colon loan  p o r t f o l i o  and COFISA colon c a p i t a l  base sublending) w i l l  be 
reserved f o r  medium and long-term loans.  

F. Addit ional  Complementary Condit ions 

1. C a p i t a l  Increase  

A s  descr ibed  i n  d e t a i l  i n  t h e  body of t h e  P r o j e c t  Paper,  
COFISA w i l l  i s s u e  s l i g h t l y  more than 500,000 p re fe r r ed  dollar-denominated 
s h a r e s  during t h e  p r o j e c t ' s  f i r s t  t h r e e  years .  The value of t h i s  s tock  
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i s s u e  w i l l  be approximately $835,000 and a t  l e a s t  $800,000. These 
p r e f e r r e d  s h a r e s  w i l l  e a r n  annual  d iv idends  a t  LIBOR. 

2. Reserve Requirements 

On both t h e  U.S. d o l l a r  and t h e  co lon  p o r t f o l i o s ,  COFISA 
w i l l  e s t a b l i s h  a r e se rve  of 2%. Thi s  r e se rve  may be r e l e n t  only on a 
maximum 6 months bas i s .  The r e se rve  i s  i n  a d d i t i o n  t o  a 5% l e g a l  r e se rve  
on n e t  p r o f i t  requi red  by Costa Rican law and an  es t imated  1 1/2% bad d e b t  
l o s s .  O r i g i n a l l y  it was contemplated t o  r e s t r i c t  investment of t h e s e  
r e s e r v e s  i n t o  short-term p u b l i c  GOCR and/or C e n t r a l  Bank bonds. The 
under s igned however, f e e l s  t h a t  t h i s  conse rva t ive  approach i s  no t  
necessary s ince :  a )  it would only reduce ea rn ings ,  b) t h e s e  l i q u i d i t y  
r e s e r v e s  a r e  only  requi red  f o r  banks which a r e  funded by demand d e p o s i t o r s  
t o  be p ro t ec t ed  a g a i n s t  sudden d e p o s i t  withdrawals.  Since COFISA, by law, 
cannot  accep t  checking account d e p o s i t s ,  and w i l l  be ab l e  t o  a t t r a c t  on ly  
f i x e d  ma tu r i t y  t i m e  d e p o s i t s  ( b u t  t h e s e  only  once a 10:l  d e b t  t o  e q u i t y  
r a t i o  is achieved) , a sudden unexpected l i q u i d i t y  squeeze cannot  occur ,  
and a s p e c i a l  l i q u i d i t y  r e se rve  is t h e r e f o r e  no t  necessary.  To r e s t r i c t  
t h e s e  r e se rve  funds t o  short-term sublending w i l l  be s u f f i c i e n t .  These 
r e s e r v e s  have no e f f e c t  on t h e  c a p i t a l i z a t i o n .  The r e se rves  a r e  shown i n  
t h e  P r o f i t  and L o s s  s t a t emen t s  which accompany t h e  cash  flow p ro jec t ion .  
No r e se rves  w i l l  be e s t a b l i s h e d  dur ing  t h e  f i r s t  seven y e a r s  on t h e  co lon  
p o r t f o l i o ,  s i n c e  t h e  combined balance s h e e t  w i l l  no t  show any p r o f i t  f o r  
COFISA Costa Rica u n t i l  t h e  e i g h t h  year .  

I I I. FINANCIAL ANALYSIS 

A. BACKGROUND 

1. Scope of Analys is  

A s  mentioned above, t h i s  a n a l y s i s  is d iv ided  i n t o  3 
s ec t ions :  S e c t i o n s  1 and 2, cash-flow p r o j e c t i o n s  of t h e  d o l l a r  and l o c a l  
cur rency  p o r t f o l i o s ,  r e spec t ive ly ;  and Sec t ion  3, an  a n a l y s i s  of t h e  
p r e s e n t  f i n a n c i a l  s i t u a t i o n  of COFISA, t h e  p o t e n t i a l  r ecupe ra t ion  of i ts  
e x i s t i n g  deb t  i n  r e l a t i o n  t o  i ts  commitments under t h e  re f inanc ing  
agreement t o  t h e  c r e d i t o r  banks, and, an a n a l y s i s  of t h e  evo lu t ion  of 
COFISA's d e b t  t o  equ i ty  r a t i o .  

2. Income Tax I s sue  

I n  t h e  Prel iminary F i n a n c i a l  Analys is  of t h e  PID,  a 50% 
income t a x  was included i n  t h e  d o l l a r  and co lon  cash-flow p r o j e c t i o n s ,  
which represented  a s u b s t a n t i a l  p o r t i o n  of t o t a l  ca sh  outf low averaging 
$738,900 and co lones  91,890,800 per  year .  The undersigned has t h e r e f o r e  
thoroughly looked i n t o  t h e  income t a x  i s s u e  and found t h a t :  
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COFISA I n t e r n a t i o n a l  Panama, a s  a  wholly owned s u b s i d i a r y  of 
COFISA Cos ta  Rica ,  is no t  s u b j e c t  t o  any income t a x ,  e i t h e r  under t h e  
p r e s e n t ,  o r  under a  proposed new income t a x  law. Income t a x e s  a r e  o n l y  
p a i d  by COFISA Cos ta  Rica  on  d i v i d e n d s  r ece ived  from COFISA Panama. 
There fore  i n  t h e  cash-flow p r o j e c t i o n  of t h e  A.I .D.  d o l l a r  p o r t f o l i o ,  no 
income t a x  h a s  been cons idered .  

For t a x  purposes ,  t h e  new c o l o n  p o r t f o l i o  c anno t  be 
s e p a r a t e d  from p r e s e n t  COFISA o p e r a t i o n s .  According t o  p r e s e n t  law, 
COFISA is ob l i ged  t o  a c c e p t  c o l o n e s  a t  t h e  o f f i c i a l  r a t e  of co lones  20 p e r  
U.S. d o l l a r ,  and h a s  t o  buy d o l l a r s  a t  t h e  f r e e  market a t  about  c o l o n e s  60 
p e r  d o l l a r ,  r e s u l t i n g  i n  a  f o r e i g n  exchange l o s s  of  c o l o n e s  40 p e r  
d o l l a r .  P r e s e n t  t a x  r e g u l a t i o n s  a l l ow  a  wr i te -of f  of  t h i s  f o r e i g n  
exchange l o s s  a s  it is  r e a l i z e d ,  i.e. a s  c l i e n t s  pay a t  t h e  r a t e  of  
co lones  20. S i n c e  w e  p r o j e c t  t h a t  t h e  p r e s e n t  l o a n  p o r t f o l i o  w i l l  be 
f u l l y  r e cupe ra t ed  over  a  seven y e a r  pe r i od ,  COFISA w i l l  have annua l  
f o r e i g n  exchange l o s s  cha rge s  a g a i n s t  p rof  it o f  about  co lones  38,000,000. 
These l o s s e s  w i l l  be even  h ighe r  under t h e  d i f f e r e n t  exchange r a t e  
assumpt ions  a p p l i e d  i n  t h e  v a r i o u s  s e n s i t i v i t y  tests. I n  a d d i t i o n ,  COFISA 
w i l l  have w r i t e - o f f s  from bad l o a n  l o s s e s .  W e  t h e r e f o r e  assume t h a t  
COFISA Costa  Rica w i l l  be a b l e  to  o f f s e t  t h e  p r o f i t  ea rned  i n  t h e  new 
c o l o n  l o a n  p o r t f o l i o  w i th  l o s s e s  on  exchange d i f f e r e n c e s  and l o a n  l o s s e s ,  
and t h e r e f o r e  w i l l  no t  pay any t a x e s  du r ing  t h e  f i r s t  seven y e a r s .  

A d d i t i o n a l  t a x  s a v i n g s  cou ld  be ach ieved ,  by cha rg ing  p a r t  
of  t h e  expenses  of COFISA Panama t o  COFISA Cos ta  Rica.  

3. Risk Minimizat ion Fund 

I n  t h e  absence of  a  GOCR gua ran ty ,  t h i s  is a n  impor tan t  
f e a t u r e  of t h e  p r o j e c t  and o f f e r s  t h e  b e s t  g u a r a n t e e  f o r  A.I.D. I n  view 
of  t h e  low i n t e r e s t  r a t e ,  COFISA c a n  e a s i l y  handle  t h e  a d d i t i o n a l  3% f o r  
t h e  fund. The A.I.D. l o a n  would be b e s t  p r o t e c t e d  i f  t h e  fund were 
inves t ed  o u t s i d e  Cos ta  Rica  o n  t h e  Euro-dol lar  market w i th  prime American 
banks. It is t h e r e f o r e  recommended t h a t  t h e  fund be i n v e s t e d  i n  s e c u r e  
d o l l a r  denominated ins t ruments .  The fund c a n  t h u s  e a r n  a t  l e a s t  1 1/2% 
above LIBOR i n t e r e s t .  

4. I n t e r e s t  C o l l e c t i o n  on  Sublend ing  

COFISA w i l l  charge  i n t e r e s t  on  bo th  d o l l a r  and c o l o n  
sublending monthly o r  q u a r t e r l y  i n  advance,  accord ing  t o  g e n e r a l  p r a c t i c e  
i n  Cos ta  Rica.  S i n c e  w e  have based o u r  cash-flow p r o j e c t i o n s  on year-end 
f i g u r e s ,  t h i s  b r i n g s  an  a d d i t i o n a l  c o n s e r v a t i v e  e lement  i n t o  o u r  cash-flow. 



ANNEX F 
Page 8 of 16 

5. Dividend P o l i c y  

COFISA w i l l  pay d o l l a r  d i v i d e n d s  o n  t h e  p r e f e r r e d  s t o c k  
which w i l l  be i s s u e d  a s  a requirement  of t h i s  p r o j e c t .  These d i v i d e n d s  
w i l l  be c a l c u l a t e d  a t  LIBOR. Cu r r en t ,  common s t o c k  w i l l  no t  e a r n  any 
d i v i d e n d s  u n t i l  a l l  p r e p r o j e c t  d e b t  i s  f u l l y  amor t ized ,  which i s  p r o j e c t e d  
t o  o c c u r  between Years Seven and Eigh t .  A t  t h i s  p o i n t ,  t h e  p r e f e r r e d  
s h a r e s  w i l l  l o s e  t h e i r  p r e f e r r e d  d e s i g n a t i o n  and r e v e r t  t o  common s t o c k  
s t a t u s .  A l l  common s h a r e s  w i l l  e a r n  d i v i d e n d s  from t h i s  p o i n t  on  a t  a 
rate no t  t o  exceed 18% p e r  annum of t h e i r  nominal va lue .  

B . Analyses  

1. Dollar P o r t f o l i o  Cash Flow 

a. Disbursement 

We assume a t h r e e  y e a r  d i sbursement  o f  d o l l a r  funds,  as 
fo l lows :  

Year 1 
Year 2 
Year 3 

b. Source of  Funds 

The cash-flow i n c l u d e s  4 s o u r c e s  of  funds,  t h e  $10.0 
m i l l i o n  A. I .D .  f i nanced  p o r t f o l i o ,  t h e  COFISA c a p i t a l  base  p o r t f o l i o ,  
which c o n s i s t s  of  t h e  n e t  e a r n i n g s  ( i nc lud ing  a 5% l e g a l  r e s e r v e  and a 2% 
AID-required s p e c i a l  r e s e rve )  t h e  c a s h  r e a l i z e d  from t h e  p r e f e r r e d  s t o c k  
i s s u e  and r e f l ows  from t h e  R i s k  Minimizat ion Fund. The 5% l e g a l  r e s e r v e  
is on  n e t  e a r n i n g s ,  whereas t h e  2% special r e s e r v e  is on  t h e  o u t s t a n d i n g  
A.I .D.  p o r t f o l i o .  These r e s e r v e s  are no t  shown i n  t h e  c a s h  f l ow  
p r o j e c t i o n s  s i n c e  they  form p a r t  of t h e  c a p i t a l i z a t i o n ,  bu t  a r e  shown 
s e p a r a t e l y  i n  t h e  P r o f i t  and L o s s  S ta tement .  

c. I n t e r e s t  Rates 

A l l  f u n d s  are l e n t  o u t  a t  t h e  same i n t e r e s t  rate. The 
l e g a l  and s p e c i a l  r e s e r v e s  c a n  be l e n t  o u t  f o r  o n l y  shor t - t e rm (maximum 6 
months) pe r i ods .  

The fo l lowing  i n t e r e s t  r a t e s  are assumed, based o n  6 
months LIBOR p l u s  an  average  spread  of  3% 
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Year 1 17% p.a. 
Year 2  17% p.a. 
Year 3  16% p.a. 
Year 4  16% p.a. 
Year 5 on 15% p.a. 

d .  Bad Loan Losses  

The fo l lowing  annua l  bad d e b t  losses are p r o j e c t e d :  
1/2% on t h e  average  amounts ou t s t and ing  d u r i n g  t h e  draw-down p e r i o d ,  1% 
dur ing  t h e  f i r s t  y e a r  a f t e r  f u l l  draw-down, and 1 1/2% t h e r e a f t e r  o n  to ta l  
o u t s t a n d i n g  l oan  p o r t f o l i o .  A s  a g e n e r a l  r u l e ,  losses a r e  g e n e r a l l y  l o w  
dur ing  t h e  f i r s t  y e a r s  o f  a c t i v i t y  and appear  o n l y  a f t e r  t h e  t h i r d  or 
f o u r t h  y e a r  o f  o p e r a t i o n s .  

e. Opera t ing  Expenses 

W e  have p r o j e c t e d  3% o p e r a t i n g  expenses  c a l c u l a t e d  on  
t h e  amount o u t s t a n d i n g  a t  y e a r  end. These expenses ,  as w e l l  a s  bad d e b t  
l o s s e s ,  appear  to  be h igh  accord ing  t o  g e n e r a l  banking p r a c t i c e  and 
expe r i ence .  However, it h a s  to be kep t  i n  mind t h a t  COFISA w i l l  be 
t r a n s f  orming i n t o  a  h igh  r i s k  development i n s t i t u t i o n ,  which w i l l  r e q u i r e  
s p e c i a l  t r a i n i n g  of  e x i s t i n g  pe r sonne l ,  t h e  h i r i n g  of  new p r o j e c t  l o a n  
s p e c i a l i s t s ,  and r e l a t i v e l y  more expens ive  c r e d i t  a n a l y s i s  and supe rv i s i on .  

f .  C a l c u l a t i o n  Base 

A l l  f i g u r e s  are year-end f i g u r e s ,  no twi ths tand ing  t h e  
f a c t  t h a t  COFISA w i l l  collect i n t e r e s t  monthly or q u a r t e r l y  i n  advance. 

g.  C a p i t a l i z a t i o n  E f f e c t  

Based on  t h e  above assumpt ions  COFISA w i l l  r e a l i z e  a 
n e t  c a p i t a l i z a t i o n  o f  $18.4 m i l l i o n  by Year 20. 

2. Colon Loan P o r t f o l i o  Cash Flow 

a. Convers ion R a t e  and Drawdown 

The c o l o n  denominated sub loan  p o r t f o l i o  w i l l  be 
f i nanced  wi th  t h e  c o l o n  e q u i v a l e n t  of $5 m i l l i o n  l o a n  t o  be conve r t ed  a t  
t h e  C e n t r a l  Bank exchange r a t e  of  p r e s e n t l y  c o l o n e s  38 p e r  d o l l a r .  T h i s  
w i l l  produce co lones  190 m i l l i o n .  I f  t h e  C e n t r a l  Bank exchange rate 
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i n c r e a s e s  be fo r e  d i sbursement ,  a h ighe r  c o l o n  fund w i l l  be a v a i l a b l e  and 
cash-f low p r o j e c t i o n s  w i l l  improve c o r r e s p o n d i n g l y ~ / .  

I n  view of t h e  new lower amount of c o l o n e s  a v a i l a b l e  
(compared wi th  p r o j e c t i o n s  made i n  t h e  PID) comple te  drawdown of  t h e  
c o l o n e s  190 m i l l i o n  w i l l  be p o s s i b l e  d u r i n g  t h e  f i r s t  yea r .  

b. I n t e r e s t  Ra t e  

I n  accordance  w i th  t h e  t w o  i n t e r e s t  rate s chedu l e  
assumpt ions  d e s c r i b e d  i n  P a r t  I E.2 above, two c a s h  f low p r o j e c t i o n s  have 
been made. 

c. Tax Payment 

A s  exp l a ined  above, COFISA-Costa R i c a  w i l l  no t  pay any 
t a x e s  f o r  t h e  f i r s t  7  y e a r s ,  and 30% t h e r e a f t e r  o n  n e t  income. 

d .  Bad d e b t  l o s s e s  are p r o j e c t e d  a s  fol lows:  

l / 2% on  t h e  average  amount o u t s t a n d i n g  du r ing  y e a r s  one 
and t w o ;  1% dur ing  y e a r s  t h r e e  and f o u r  and 1/2% t h e r e a f t e r .  

e. Genera l  and a d m i n i s t r a t i v e  expenses  are p r o j e c t e d  a t  2% 
du r ing  y e a r  one and 1% t h e r e a f t e r .  

f .  C a p i t a l i z a t i o n  

A s  exp l a ined  i n  t h e  fo l l owing  s e c t i o n ,  t h e  e a r n i n g s  on  
t h e  new c o l o n  p o r t f o l i o  w i l l  no t  make any n e t  c o n t r i b u t i o n  to  t h e  
c o n s o l i d a t e d  n e t  worth of  COFISA, u n t i l  c u r r e n t  c r e d i t o r  banks are p a i d ,  
s i n c e  p r o f i t s  ea rned  o n  t h e  new c o l o n  p o r t f o l i o  w i l l  be o f f s e t  by losses 
o n  t h e  e x i s t i n g  l o a n  p o r t f o l i o .  Based on  t h e  above assumptions ,  (30FISA 
w i l l  a ch i eve  a  n e t  cumula t ive  c o l o n  c a p i t a l i z a t i o n  of  c o l o n e s  415 m i l l i o n  
by y e a r  20, assuming t h e  Model I ( i . e .  o p t i m i s t i c )  i n t e r e s t  rate 
s t r u c t u r e .  The Model I1 s t r u c t u r e  y i e l d s  a c a p i t a l i z a t i o n  of  c o l o n e s  738 
m i l l i o n  by y e a r  20, bu t  t h i s  is i n  g r e a t l y  i n f l a t e d  cur rency .  

1/ A s  w e  expec t  t h e  BCCR to  sel l  t h e  $5.0 m i l l i o n  of  ESF monies invo lved  - 
to  impor t e r s  of approved goods on ly ,  t h e  38:l  exchange rate must be 
assumed; t h e  BCCR would o t h e r w i s e  be f o r c e d  t o  s u b s i d i z e  some c o l o n e s  
110 m i l l i o n  i f  COFISA were t o  r e c e i v e  t h e  f r e e  market c o l o n  e q u i v a l e n t  
o f  some c o l o n e s  300 m i l l i o n .  
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3.  A n a l y s i s  o f  COFISA's P r e s e n t  F i n a n c i a l  S i t u a t i o n  

a. COFISA I n t e r n a t i o n a l  Panama 

A s  of  J u l y  31, 1982 COFISA I n t e r n a t i o n a l  (Panama) had a 
p a i d - i n - c a p i t a l  o f  $1,300,000 p l u s  r e s e r v e s  o f  $1,007,000. T h i s  c a p i t a l  
is however c o m p l e t e l y  o f f s e t  by l o s s e s  of  $2,316,000 r e s u l t i n g  i n  a small 
n e g a t i v e  e q u i t y  o f  $9,443. T h i s  is assumed t o  be o f f s e t  t h r o u g h  p r o f i t s  
on  t h e  con templa ted  sale o f  c e r t a i n  assets so t h a t  t h e  new A.I .D.  d o l l a r  
o p e r a t i o n  w i l l  s t a r t  w i t h  a n e t  e q u i t y  o f  ze ro .  

b. COFISA C o s t a  R i c a  

COFISA C o s t a  R i c a  shows a n e g a t i v e  e q u i t y  on  its books 
as of  J u l y  31, 1982 o f  c o l o n e s  721,688,000. T h i s  n e g a t i v e  e q u i t y  w i l l  
however be compensated by t h e  r e v a l u a t i o n  of  c e r t a i n  COFISA assets ( s e e  
At tachment  I) so t h a t  t o t a l  e q u i t y  o f  COFISA C o s t a  R i c a  w i l l  r e a c h  
approx imate ly  c o l o n e s  26 m i l l i o n  a t  t h e  beg inn ing  o f  t h e  p r o j e c t .  T h i s  
e q u i t y  p robab ly  w i l l  be reduced by t h e  f o r e i g n  exchange losses which w i l l  
o c c u r  d u r i n g  t h e  repayment p e r i o d  of  e x i s t i n g  d e b t ,  i n  e x c e s s  o f  t h e  
p r o f i t s  produced by t h e  new c o l o n  p o r t f o l i o  and bad l o a n  losses. We 
t h e r e f o r e  assume t h a t  COFISA C o s t a  R i c a  w i l l  m a i n t a i n  a z e r o  e q u i t y  d u r i n g  
t h e  7  y e a r  l o a n  repayment p e r i o d ,  and n e t  c a p i t a l i z a t i o n  till y e a r  7  w i l l  
be e x c l u s i v e l y  produced by COFISA Panama. 

c. COFISA's P r e s e n t  I n d e b t e d n e s s  t o  F o r e i g n  Banks 

A s  of  . J u l y  31, 1982 COFISA had t h e  f o l l o w i n g  
l i a b i l i t i e s  w i t h  f o r e i g n  banks: 

COFISA C o s t a  R i c a  COFISA Panama C o n s o l i d a t e d  

P r i n c i p a l  15,132,000 
I n t e r e s t  2,702,000 
TOTAL 17,834,000 

A g a i n s t  t h e s e  l i a b i l i t i e s  COFISA h a s  t h e  f o l l o w i n g  
assets t o  be d e l i v e r e d  t o  t h e  f o r e i g n  banks  upon s i g n i n g  of  t h e  
r e f i n a n c i n g  agreement:  

Cash o n  hand $ 2,800,000 
C e r t i f i c a t e s  on  hand 11,730,000 
C e r t i f i c t a t e s  t o  r e c e i v e  from 

C e n t r a l  Bank 8,420,000 
I n t e r e s t  accumulated o n  c e r t i f i c a t e s  2,876,000 

TOTAL $25,826,000 
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These n e t  l i a b i l i t i e s  are covered by t h e  r e f i nanc ing  
agreement and w i l l  be pa id  accord ing  t o  t h e  r e c u p e r a t i o n  c a s h  f low,  
d i s c u s s e d  below. 

d .  Recupera t ion  of E x i s t i n g  Loan P o r t f o l i o  

COFISA (Costa  Rica and Panama), ha s  a t o t a l  r e cupe rab l e  
l o a n  p o r t f o l i o  as of J u l y  31, 1982 of $32,955,00. T h i s  t a k e s  i n t o  account  
a $10,157,000 exchange l o s s  a s  a r e s u l t  of t h e  f a c t  t h a t  l o a n s  on t h e  
books o f  COFISA Cos ta  Rica a r e  being pa id  a t  t h e  o f f i c i a l  exchange rate of 
c o l o n e s  20 pe r  d o l l a r  and COFISA has  t o  buy d o l l a r s  a t  t h e  f r e e  market a t  
p r e s e n t l y  about  c o l o n e s  60 per  d o l l a r .  

W e  have used t h e  ADL computer program i n  o r d e r  t o  
de te rmine  t h e  p o s s i b l e  r ecupe ra t i on .  I n  a d d i t i o n ,  we have i nco rpo ra t ed  a 
p o s s i b l e  loss f o r  bad l o a n s  of 14%,  a f t e r  a c a r e f u l  review of  t h e  
l o a n - p o r t f o l i o  w i t h  COFISA's management. 

Following t h e  l e g a l  op in ion  of t h e  local l e g a l  counse l  
regard ing  t h e  p o s s i b i l i t y  t h a t  c e r t a i n  c l i e n t s  of COFISA I n t e r n a c i o n a l  may 
a l so  have a s t rong  case i n  paying a t  t h e  o f f i c i a l  exchange r a t e ,  w e  have 
f o r  s e n s i t i v i t y  a n a l y s i s  purposes  i nc r ea sed  t h i s  l o s s  p o t e n t i a l  t o  18.6%. 

The r e c u p e r a t i o n  p r o j e c t i o n s  a r e  based on t h e  p r e s e n t  
o f f i c i a l  exchange r a t e  of co lones  20 p e r  d o l l a r  and t h e  f r e e  market rate  
of co lones  60 per  d o l l a r .  S i n c e  w e  e n v i s i o n  v a r i a b l e  exchange rates 
du r ing  t h e  s t a b i l i z a t i o n  pe r iod ,  w e  have i nco rpo ra t ed  t h i s  a d d i t i o n a l  loss  
p o t e n t i a l  i n  v a r i o u s  s e n s i t i v i t y  tests.  I t  must be po in t ed  o u t  t h a t  t h e  
exchange r a t e  v a r i a t i o n s  a f f e c t  on ly  t h e  r e c u p e r a t i o n  of  t h e  d o l l a r  l o a n s  
on  t h e  books of COFISA Cos t a  Rica, which r e p r e s e n t s  o n l y  approximately 15% 
of  total  p r o j e c t e d  r ecove rab l e  p r o j e c t e d  r ecove rab l e  l o a n  p o r t f o l i o .  

It must a l s o  be he ld  i n  mind, t h a t  COFISA is s t i l l  a b l e  
t o  buy c e r t i f i c a t e s  on t h e  f r e e  market a t  about  co lones  45 p e r  d o l l a r  
which would f u r t h e r  compensate f o r  p o s s i b l e  f u t u r e  exchange r a t e  i n c r e a s e s  
a s  t h e  banks would a c c e p t  them a t  par .  Also,  p o s s i b l e  exchange l o s s e s  i n  
Panama w i l l  p o t e n t i a l l y  a f f e c t  on ly  $1,075,000 worth of  l o a n s  which are 
those  guaran teed  by c h a t t e l  mortgages f o r  which, accord ing  t o  t h e  l o c a l  
l e g a l  counse l ,  c l i e n t s  have a s t rong  c a s e  t o  pay i n  c o l o n e s  a t  t h e  r a t e  o f  
colones 20 pe r  d o l l a r .  

Favorab le  a s p e c t s  regard ing  t h e  r ecupe ra t i on ,  and which 
were t aken  a s  t h e  b a s i s  t h a t  t h e  assumed l o a n  losses w i l l  no t  be h ighe r ,  
are:  
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a .  57% of t h e  COFISA I n t e r n a t i o n a l ' s  l o a n  p o r t f o l i o  
i s  suppor ted  by r e a l  e s t a t e  mortgages,  and 47% of  t h e  COFISA Cos ta  Rica  
l o a n  p o r t f o l i o  is s i m i l a r l y  suppor ted .  Although a t  p r e s e n t  d e p r e s s e d  r e a l  
e s t a t e  p r i c e s  t h e  mortgage v a l u e s  n o  l o n g e r  c o v e r  t h e  l o a n  b a l a n c e s ,  it is 
expec ted  t h a t  r e a l  e s t a t e  p r i c e s  w i l l  i n c r e a s e  w i t h  t h e  r e c u p e r a t i o n  of  
t h e  economy. 

b. The new c o l o n  p o r t f o l i o  w i l l  e n a b l e  COFISA to 
a s s i s t  t h e i r  p r e s e n t  c l i e n t s  to  r e c u p e r a t e  t h e i r  payment a b i l i t y .  T h i s  
w i l l  p l a y  a n  i m p o r t a n t  r o l e ,  s i n c e  t h e r e  w i l l  be a  s t r o n g  demand f o r  c o l o n  
l o a n s  and t h e  o f f e r  w i l l  i n  g e n e r a l  be v e r y  l i m i t e d .  C l i e n t s  w i l l  
t h e r e f o r e  s t r i v e  to  p r e s e r v e  and improve t h e i r  c r e d i t  r a t i n g  w i t h  COFISA 
i n  o r d e r  to  q u a l i f y  f o r  new l o a n s .  

e .  Amor t i za t ion  o f  E x i s t i n g  Debt 

According to  COFISA's n e g o t i a t e d  r e f i n a n c i n g  agreement 
w i t h  its c r e d i t o r  banks ( f a l l  back p o s i t i o n ) ,  i t  w i l l  have to  repay its 
o u t s t a n d i n g  d e b t  i n  8  semiannual  i n s t a l l m e n t s ,  t h e  f i r s t  o f  which w i l l  be 
due December 31, 1985. 

Of t h e  $35,859,000 n e t  amount due  to  f o r e i g n  banks, 
COFISA w i l l  be a b l e  t o  a m o r t i z e  $2,400,000 d u r i n g  t h e  stand-by p e r i o d ,  
l e a v i n g  $33,459,000 to  be p a i d  i n  8  semiannual  i n s t a l l m e n t s  of $4,182,000 
each.  I n  a d d i t i o n  t o  p r i n c i p a l  payment, COFISA w i l l  have to  pay i n t e r e s t  
o n  o u t s t a n d i n g  b a l a n c e s  and w i l l  r e q u i r e  f u n d s  t o  c o v e r  o p e r a t i n g  
expenses .  We have p r o j e c t e d  t h e s e  c a s h  r e q u i r e m e n t s  i n  t h e  Base 
P r o j e c t i o n  o f  Loan Amor t iza t ion  vs .  Loan Recupera t ion  c h a r t  (see 
Attachment I V ) .  These c a s h  requ i rements  w i l l  be covered  e x c l u s i v e l y  by 
l o a n  r e c u p e r a t i o n s  and s p e c i f i c a l l y  d e f i n e d  o t h e r  income, u n t i l  a  10 t o  1 
d e b t  e q u i t y  r a t i o  is  reached. A f t e r  t h a t  p o i n t ,  COFISA c a p i t a l  i n c r e a s e  
and e a r n i n g s  o n  b a l a n c e s  of  cash- inf low i n  e x c e s s  of  cash-outf low c a n  be 
used f o r  a m o r t i z a t i o n .  

S p e c i f i c a l l y  d e f i n e d  o t h e r  income c o n s i s t s  of  e a r n i n g s  
from COFISA's bonded warehouse,  stock-exchange o p e r a t i o n s ,  and banking 
commissions, such as l e t t e r  of  c r e d i t  and c o l l e c t i o n  commissions,  f o r e i g n  
exchange commissions and t r a n s f e r  commissions. 

The l o a n  r e c u p e r a t i o n  is based o n  t h e  ADL computer 
program, a d j u s t e d  t o  t h e  amount o u t s t a n d i n g  a s  o f  7/31/82, w i t h  
a l t e r n a t i v e  bad l o a n  loss assumpt ions  o f  14% and of 18.6%, as e x p l a i n e d  
above. 

The o r i g i n a l  ADL computer program and t h e  Miss ion  
assume a c o n s t a n t  f o r e i g n  exchange rate of  c o l o n e s  60 p e r  d o l l a r .  W e  have 
a d j u s t e d  t h i s  program to  t h e  a l t e r n a t i v e  exchange r a t e  p r o j e c t i o n s  
sugges ted  by t h e  Reg iona l  Economic Advisor  and have a p p l i e d  t h e s e  t o  t h e  
t w o  s e n s i t i v i t y  t e s t s .  
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1. Miss ion  Base P r o j e c t i o n s  

a. C o n s t a n t  exchange r a t e  of  c o l o n e s  60 p e r  
d o l l a r  

b. ADL r e c u p e r a t i o n  p r o j e c t i o n  a d j u s t e d  t o  
p r e s e n t  Loan p o r t f o l i o  l e s s  14% bad d e b t  
losses 

According t o  t h i s  p r o j e c t i o n ,  a t  t h e  end of  t h e  
r e f i n a n c i n g  p e r i o d  COFISA w i l l  have amor t i zed  a l l  d e b t  w i t h  t h e  e x c e p t i o n  
o f  $3,515,000. 

T h i s  l o a n  a m o r t i z a t i o n - r e c u p e r a t i o n  c a s h  f l o w  is t h e n  
a p p l i e d  to  t h e  d e b t  t o  e q u i t y  r a t i o  growth schedu le .  A d e b t  to  e q u i t y  
r a t io  o f  7.5:l w i l l  b e  reached i n  y e a r  f i v e  and COFISA c a n  t h e n  
p o t e n t i a l l y  borrow $8.4 m i l l i o n  maximum and s t i l l  s t a y  w i t h i n  t h e  10: l  
r a t i o  l i m i t .  The d e b t  t o  e q u i t y  r a t i o  improves from t h e n  on  c o n s t a n t l y ,  
and by y e a r  10  COFISA w i l l  have a new commercial  borrowing p o t e n t i a l  o f  
$83.5 m i l l i o n ,  and c o u l d  e a r n  ( a t  a s p r e a d  of  2.5%) $2.1 m i l l i o n .  

By y e a r  seven  COFISA c a n  p o t e n t i a l l y  e a r n  $1.8 m i l l i o n  
o n  new commercia l  borrowings ,  and so p a r t i a l l y  repay  t h e  p r o j e c t e d  
remaining d e b t .  The d i f f e r e n c e  c a n  be t a k e n  from t h e  c a p i t a l i z e d  e a r n i n g s  
o f  A.I .D.  d o l l a r  p o r t f o l i o  which w i l l  have a n  accumulated e q u i t y  o f  
$5,122,000. 

2. S e n s i t i v i t y  T e s t  I 

T h i s  s c e n a r i o  i s  based on  a moderate  i n c r e a s e  i n  t h e  
exchange rate from c o l o n e s  60 t o  c o l o n e s  70 p e r  d o l l a r .  We assume a n  
18.6% loss on t h e  e x i s t i n g  COFISA p o r t f o l i o .  

Under t h e s e  assumpt ions  COFISA w i l l  have amor t i zed  a l l  
b u t  $8,385,000 o f  e x i s t i n g  p r e p r o j e c t  d e b t .  

The 1 0 : l  d e b t  t o  e q u i t y  r a t i o  w i l l  be  reached i n  y e a r  
f i v e  and COFISA w i l l  have a new commercia l  borrowing p o t e n t i a l  which c o u l d  
produce by y e a r  seven  $1,840,000 i n  e a r n i n g s .  The accumulated e q u i t y  a t  
y e a r  seven  i n  t h e  d o l l a r  p o r t f o l i o  w i l l  amount t o  $5,122,000. 

3. S e n s i t i v i t y  T e s t  I1 

T h i s  i s  t h e  most u n f a v o r a b l e  s i t u a t i o n ,  assuming a 
d e t e r i o r a t i o n  of  t h e  f o r e i g n  exchange r a t e  t o  c o l o n e s  110 p e r  d o l l a r .  W e  
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have a l s o  assumed a bad l o a n  loss of  18.6% and a d i sbursement  of t h e  
d o l l a r  p o r t f o l i o  over  a 3 y e a r  p e r i o d .  Under t h i s  s c e n a r i o  $11,645,000 
w i l l  remain on t h e  books a f t e r  t h e  end o f  t h e  f a l l - b a c k  r e s c h e d u l i n g  
p e r i o d .  The d e b t  t o  e q u i t y  r a t io  w i l l  r e a c h  1 0 : l  i n  y e a r  5, and 
accumulated e a r n i n g s  i n  y e a r  seven  o n  new commercial  l e n d i n g  c o u l d  amount 
t o  $1,906,000. I n  y e a r  seven  t h e  d o l l a r  p o r t f o l i o  would have produced a n  
e q u i t y  of $5,122,000. Under t h i s  s c e n a r i o ,  it i s  very  l i k e l y  t h a t  t h e  
banks  w i l l  e x t e n d  t h e  l a s t  t h r e e  i n s t a l l m e n t s ,  e s p e c i a l l y  g i v e n  A. I .D. ' s 
s u p e r i o r  c r e d i t o r  s t a t u s .  COFISA w i l l  by t h e n  have reduced i ts  
i n d e b t e d n e s s  t o  one  f i f t h  o f  t h e  o r i g i n a l  amount and c a s h  f low p r o j e c t i o n s  
s t a r t i n g  i n  y e a r  e i g h t  w i l l  s u b s t a n t i a l l y  improve, s i n c e  t h e  A.I .D.  
f i n a n c e d  c o l o n  p o r t f o l i o  w i l l  s t a r t  t o  c o n t r i b u t e  t o  n e t  c a p i t a l i z a t i o n .  

I t  must a l s o  be s t r e s s e d  t h a t  i f  t h e  f r e e  exchange r a t e  
d e t e r i o r a t e s  so s u b s t a n t i a l l y ,  t h e  government w i l l  have t o  i n c r e a s e  t h e  
o f f i c i a l  r a t e ,  so t h a t  t h e  c u r r e n t  sp read  o f  c o l o n e s  40 between t h e  
o f f i c i a l  r a t e  of  c o l o n e s  20, and t h e  f r e e  market  r a t e  o f  c o l o n e s  60 p e r  
d o l l a r  w i l l  be main ta ined ,  i f  n o t  reduced.  Any i n c r e a s e  o f  t h e  o f f i c i a l  
r a t e  w i l l  work i n  f a v o r  o f  COFISA, s i n c e  COFISA Cos ta  R i c a ' s  l o a n  
p o r t f o l i o  w i l l  t h e n  be r e c u p e r a t e d  a t  t h e  h i g h e r  o f f i c i a l  r a t e .  

f .  G e n e r a l  Comments 

The p r o j e c t i o n s  show p o t e n t i a l  new commercial  borrowing 
(up to  a 10:l  d e b t  e q u i t y  r a t i o )  i n s t e a d  o f  estimated a c t u a l  borrowings.  
The p o t e n t i a l  f i g u r e s  p robab ly  c o n c i d e  w i t h  t h e  a c t u a l  borrowing a b i l i t y  
of  COFISA u n t i l  y e a r  seven.  The amounts a f t e r  y e a r  seven  a r e  u n l i k e l y  t o  
be reached and t h e  d e b t  t o  e q u i t y  r a t i o  w i l l  t h e r e f o r e  d e c l i n e .  
Commercial borrowings  w i l l  n o t  o n l y  come from f o r e i g n  banks, b u t  a l s o  from 
l o c a l  i n v e s t o r s  i n  form o f  c o l o n  and d o l l a r  time d e p o s i t s  ( i n v e s t m e n t  
c e r t i f i c a t e s )  . 
I V .  CONCLUSIONS 

o The a n a l y s i s  is based on  v e r y  c o n s e r v a t i v e  assumptions ,  r e g a r d i n g  
bo th  e x i s t i n g  p o r t f o l i o  r e c u p e r a t i o n  and exchange r a t e  
developments.  

o A c t u a l  r e c u p e r a t i o n  t o  d a t e  h a s  been much b e t t e r  t h a n  p r o j e c t e d .  
On February 15,  1982 COFISA had c a s h  o n  hand of  $1,846,008; 
p r e s e n t l y ,  ( J u l y  31, 1982) it h a s  $2,800,000. C e r t i f i c a t e s  ( n o t  
c o u n t i n g  t h e  o n e s  to be r e c e i v e d  from t h e  C e n t r a l  Bank) amounted 
t o  $2,924,000 i n  February a g a i n s t  $11,730,000 p r e s e n t l y .  T h i s  
r e p r e s e n t s  a n e t  r e c u p e r a t i o n  of $9,760,000 i n  5 1/2 months, n o t  
c o u n t i n g  t h e  o p e r a t i n g  expenses .  I n  o u r  a n a l y s i s  w e  p r o j e c t  a n  
average  r e c u p e r a t i o n  of  $7,400,000 p e r  y e a r .  

o N e t  l i a b i l i t i e s  towards  banks have been reduced t o  $35,859,000 
from $55.0 m i l l i o n  as a r e s u l t  of  f a v o r a b l e  p o r t f o l i o  
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r ecupe ra t ion  and $8.4 m i l l i o n  i n  c e r t i f i c a t e s  to be received from 
t h e  C e n t r a l  Bank. 

o COFISA was a b l e  t o  n e g o t i a t e  a  deb t  re f inanc ing  agreement wi th  
i ts  c r e d i t o r  banks. 

o The banks accepted t h e  accrued i n t e r e s t  on c e r t i f i c a t e s  on d a t e  
of d e l i v e r y  t o  t h e  banks i n  s e t t l e m e n t  of t h e  o b l i g a t i o n s ,  
amounting t o  $2,876,000. 

o The cash  f low p r o j e c t i o n s  of t h e  A.I .D.  f inanced  d o l l a r  and c o l o n  
p o r t f o l i o s  show a very f avo rab le  c a p i t a l i z a t i o n .  

o Under a l l  s e n s i t i v i t y  test  assumptions COFISA w i l l  reach a  10:l 
d e b t  to  e q u i t y  r a t i o  by Year Five.  

o Although some $3.5 m i l l i o n  of COFISA's e x i s t i n g  deb t  w i l l  remain 
on  t h e  books a t  t h e  end of t h e  repayment ex t ens ion  per iod ,  t h i s  
w i l l  e a s i l y  be covered by applying ea rn ings  from t h e  A . I . D .  
f inanced  p o r t f o l i o  and t h e  commercial p o r t f o l i o  which w i l l  grow 
s t a r t i n g  i n  Year Five. The two s e n s i t i v i t y  tests r e s u l t  i n  
g r e a t e r  amounts of unamortized d e b t ,  bu t  even under t h e  worst  
c a s e  s c e n a r i o  t h e  c r e d i t o r  banks w i l l  almost c e r t a i n l y  ag ree  t o  
an  ex tens ion  of t h e s e  f i n a l  payments a s  f u l l y  f o u r - f i f t h s  of t h e  
o r i g i n a l  indebtedness  w i l l  have been amortized. 

The undersigned t h e r e f o r e  b e l i e v e s  t h a t  t h e  p r o j e c t  i s  v i a b l e ,  w i l l  
enable  COFISA t o  su rv ive  a s  a n  important  f i n a n c i a l  i n s t i t u t i o n ,  w i l l  save 
the  ma jo r i t y  of COFISA's c l i e n t s  from c o l l a p s e  and w i l l  t hus  c o n t r i b u t e  t o  
he lp  COFISA t o  overcome t h e  p re sen t  economic crisis. 
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COFISA COSTA RICA PRESENT EQUITY 
( c o l o n e s )  

P l u s  Reva lua t ions :  
C e n t r a l  Bank C e r t i f i c a t e s  
(8 ,420,000 x  60) 

I n t e r e s t  accumulated  o n  c e r t i f i c a t e s  
(2 ,676,333 x 60) 

D i s c o u n t s  e a r n e d  o n  c e r t i f i c a t e s  
(700,000 x 60) 
D e v a l u a t i o n  of  COFISA' s b u i l d i n g  
and o t h e r  f i x e d  assets  

N e t  E q u i t y  
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Notes to  d o l l a r  c a s h  f low t a b l e s :  

Beginning i n  Year Two, beginning c a s h  c o n s t i t u t e s  c a sh  a v a i l a b l e  f o r  
l end ing  purposes ,  gene ra t ed  from p rev ious  y e a r ' s  e a rn ings .  

T h i s  c o n s t i t u t e s  t h e  c a p i t a l  base  gene ra t ed  by c a p i t a l i z e d  e a r n i n g s  
from t h e  A I D  p o r t f o l i o  . 
T h i s  f i g u r e  is comprised o f  e a r n i n g s  o n  both t h e  COFISA c a p i t a l  base  
and beginning c a s h  amounts. 

S t a r t i n g  i n  Year 13 ,  t h e  Escrow Fund ba lance  w i l l  exceed unamortized 
USAID Loan deb t .  The e x c e s s  amount is t r a n s f e r r e d  to COFISA (see Risk 
Minimizat ion Fund t a b l e )  . 
Annual l o s s e s  assumed a s  fol lows:  Years  1 and 2 - 1/2%; Year 3 - 1/2%1 
and 4 on,  1 1/2%. 

Depos i t s  to Escrow Fund i n  accordance w i th  R i s k  Minimizat ion Fund 
p r o j e c t i o n s .  

Dividend payments a r e  made on p r e f e r r e d  stock on ly ,  y e a r s  One to 
Seven, a t  LIBOR. T h e r e a f t e r ,  a l l  stocks have same s t a t u s ,  e a rn ing  a 
maximum o f  18% on nominal value.  I n  Year 13 ,  t h e  d iv idend  amount of 
$480,000 is comprised of  ( a )  a $120,000 d iv idend  d e c l a r e d  bu t  no t  p a i d  
i n  Year 12 ( f o r  c a s h  f low purposes )  and (b)  a $360,000 d iv idend  f o r  
Year 13. 

P r e f e r r e d  s t ock  w i l l  be subsc r i bed  over  t h e  f i r s t  t h r e e  y e a r s  of  t h e  
project. 

Negat ive  ca sh  f low of $13,000 i n  t h i s  y e a r  r e s u l t s  from p r o j e c t e d  
d iv idend  payments. A s  d iv idend  payments a c t u a l l y  t a k e  p l a c e  t h e  
fo l lowing  y e a r ,  no c a s h  s h o r t f a l l  w i l l  i n  f a c t  r e s u l t .  

Reserve of  5% on annua l  n e t  income, r equ i r ed  by Cos ta  Rican law. 

Reserve of  2% of  average  annua l  A.I.D. p o r t f o l i o  r e q u i r e d  by A.I.D. 
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Notes t o  c o l o n  c a s h  f low t a b l e s :  

1/ The sum of c o l o n e s  190,000,000 is based on  a  c o n v e r s i o n  r a t e  of - 
c o l o n e s  38:$1.00 f o r  t h e  $5.0 m i l l i o n  S p e c i a l  T r u s t  Fund (STF) loan.  

2/ Beginning i n  Year Two, beginning c a s h  c o n s t i t u t e s  a d d i t i o n a l  c a s h  - 
a v a i l a b l e  f o r  l e n d i n g  purposes .  

3J T h i s  c o n s t i t u t e s  t h e  c a p i t a l  b a s e  g e n e r a t e d  by t h e  i s s u e  o f  p r e f e r r e d  
s h a r e s  c a p i t a l i z e d  e a r n i n g s  from t h e  A I D  p o r t f o l i o ,  a s  w e l l  a s  
r e i n v e s t m e n t  o f  r e s e r v e s .  

T h i s  f i g u r e  i s  comprised o f  i n t e r e s t  e a r n e d  o n  bo th  t h e  COFISA c a p i t a l  
b a s e  and beg inn ing  c a s h  f i g u r e s .  

3/ Assumed losses a s  fol lows:  Year one - 1/2%; Year 2  - 1/2%; Year 3  - 
1%; Year 4 Onr 1 1/2%. 

N o  t a x e s  a r e  assumed u n t i l  t h e  e i g h t  y e a r ,  due t o  p r o j e c t e d  f o r e i g n  
exchange l o s s e s  d u r i n g  y e a r s  one th rough  seven.  

7/ Amor t iza t ion  b e g i n s  a f t e r  f i v e  y e a r  g r a c e  p e r i o d .  - 



BASE PROJECTION OF LOAN AMORTIZATION VERSUS LOAN RECUPERATION 

year  1 y e a r  2 yea r  3 yea r  4 y e a r  5 y e a r  6 y e a r  7 

I n t e r e s t  charged by 
c r e d i t o r  banks 15 112% 15 314% 14 314% 14 314% 13 314% 13 314% 13 3/42 

Exchange r a t e  (colones:$) 6 0 60 60 6 0 60 6 0 6 0 

Cash Outflow 
11 I n t e r e s t  due t o  ba ks- 

17 
5,279 5,270 4,935 4,009 2,587 1,437 5 7 5 

Loan a m o r t i z a ~ i o n -  2,400 0 4,182 8,364 8,364 8,364 4,182 
11 Commissions- 126 0 0 0 0 0 0 

Operating expenses 500 500 400 400 300 250 250 
Dividend payment sZ1 3 2 4 7 3 108 100 100 100 

TOTAL 8,308 5,794 9,590 12,881 11,351 10,151 5,107 

Cash Inflow 
Loan recuperat ion 7,949 7,598 9,365 11,470 10,816 452 0 
(ADL program l e s s  14% l o s s )  

31 Other income- 780 850 1,000 1,150 1,200 1,200 1,500 
4 I COFISA c a p i t a l  increase- 5 0 250 5 36 

I n t e r e s t  earne on excess 
57 cash income- 0 8 0 553 851 886 1,119 1 2  

8,779 8,778 11,454 13,471 12,902 2,771 1,512 

Year-end cash balance 471 2,984 1,864 5 90 1,551 (7,380) (3,595) 
Accumulated balance 3,455 5,319 5,909 7,460 80 (3,515) 

I n t e r e s t  r a t e  17% 17% 16% 16% 15% 15% 15% 



PROJECTED EWLUTION O? 
DEBT R, EWlTY RATIO 

h c h a q e  rate  (colonearl1 

L l a b l l l t ~  
OIISA exlat lng  debt 
h.1.D. S l o a n  p o r t f o l l o  
A.I.D. co lon p o r t f o l l o  

TOTAL DEBT 

mu c-erclal  borrorrl 
potentl .1,  a c c u n u l a t 2  

TOTAL DEBT a f t e r  
nrr  c a r a r c l a 1  borrowlrrg 

equlty 
A . I . D .  d o l l a r  p o r t f o l l o  
A.I.D. co lon p o r t f o l l o  

Debt t o  equlty  r a t l o  
Dbrr debt t o  aqulty  r a t i o  

year 1 

60 

year  2 ypar year 4 year 5 year 6 year 7 year  6 year 9 

60 60 60 60 60 60 60 60 60 



Exchange r a t e  ( c o l o n e s : $ )  

C a s h  O u t f l o w  
I n t e r e s t  d u e  to bank&/ 
Loan amor t  i z a t i o d  
 omm mission&/ 
O p e r a t i n g  e x p e n s e s  
D i v i d e n d  paymen& 

TOTAL 

Cash  I n f l o w  
Loan r e c u p e r a t i o n  
(ADL program less 18% loss) 
O t h e r  incorn&/ 
COFISA cap i t a l  i n c r e a s e i i  
I n t e r e s t  e a r n e d  o n  e x c e s s  
c a s h  incorn&/ 

TOTAL 

Year-end c a s h  b a l a n c e  
Accumulated b a l a n c e  

Year 1 

LOAN AMORTIZATION VS . LOAN RECUPERATION 
(SENSITIVITY TEST I )  

Year 2 Year  3 Year 4 Year 5 Year 6 Year 7 



h c h a r q e  r a t s  Icolonea8S) 

L l a b l l l t ~  
Q)CISA e x l s t l r q  d e b t  
k.1.D. S l o a n  p o r t f o l i o  
A.Y.D. c o l o n  p o r t f o l l o  

TOTAL DEBT 

leu c o ~ * ' e r c l a l  bor roui  
p o t e n t i a l ,  a c c u m u l a t J  

TOTAL DEBT a f t e r  
new commercial borrowing 

A.I.D. d o l l a r  p a r t f o l i o  
A.1.D. c o l o n  ~ o r t f o l i o  
k v  c a p i t a l l s ; t i o n l /  

TOTAL eQlJITY 

Cubt t o  e q u i t y  r a t l o  

tkv  Debt t o  Equl ty  R a t i o  
P o t e n t l a 1  e a r n l m #  o n  new 
c-rclal  b o r r w i n g a  

PRNECTED ~ L U T I O N  oc DEBT m wrn WTIO 
(SENSITIVITY TEST I) 

r e a r  1 Year 2 Year 1 Year 4 Year 5 Year 6 Year 1 Year 8 Year 9 Year 10  ---------- 
6 6 65 70 70 10  70 70 70 1 0  70 



Exchange r a t e  (colones:$) 

Cash Outf low 
I n t e r e s t  d u e  t o  bank& 
Loan amort  i z a t i o t d /  
commission& 
O p e r a t i n g  e x p e n s e s  
Div idend  payment&/ 

TOTAL 

Cash I n f l o w  
Loan r e c u p e r a t i o n  
(ADL program less 14% l o s s )  
O t h e r  incorn&/ 
COFISA c a p i t a l  i n c r e a s e 4 1  
I n t e r e s t  e a r n e d  o n  e x c e s s  
c a s h  incorn&/ 

Year-end c a s h  b a l a n c e  
Accumulated b a l a n c e  

Year 1 

8 6 

M A N  AMORTIZATION VS. LOAN RECUPERATION 
(SENSITIVITY TEST 11) 

Year 2 Year 3 Year 4 Year 5 Year 6 Year 7 



PROJ~CIED ~VDLUTION OF O ~ T  m EQUITY RATIO 
(SENSITIVITY TEST IIL 

~ c h n g *  rat* (colon*ml$) 06 

ODruA enl#tlrq debt 3314)) 
A.l.0. $ loan portfolio 3,000 
A.I.D. colon pbrttol~o  nos 

1132AL OmT 38,668 

Il.r cannerclal borrow1 
potentl.1, accumulated% 0 

TOTAL DEBT aCt*r 
new camerclal lnrroulng 0 

a!&x 
A.I.D. dollar portCollo 
A.I.D. colon pbrttol~o o 
*r capltallxatlonl/ - 50 

TOTAL EWIYY 137 



ATTACHMENT I V  

Page 7 of 7 

Notes t o  Attachment I V  Tables 

1/ In accordance with negotiated refinancing agreement with COFISA1s - 
creditor banks. 

2/ Dividend Payments on preferred stock only - 
T h i s  includes earnings from Almacenes COFISA, stock exchange 
operations, and banking commissions such as l e t t e r  of credit  
col lect  ions. 

4/ Corresponds t o  preferred stock issue. - 
5/ Excess cash income is income i n  excess of that required t o  make - 

debt servicing payments t o  creditor banks in accordance w i t h  
refinancing agreement. 

6/ Once attaining a l e ss  than 10 : l  debt t o  equity ratio,  COFISA w i l l  - 
be free t o  borrow from commercial banks. 

7/ Preferred stock issued. - 



IV. 

v. 

V I .  
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Clark  Joel 
August 9, 1982 

COSTA RICA: ECONOMIC ANALYSIS OF COFISA PROJECT 

I. SCOPE OF THE ANALYSIS 

S ince  a major o b j e c t i v e *  of t h i s  p r o j e c t  is t o  r e s t o r e  t h e  solvency of  
a major f i n a n c i a l  in te rmediary  d e a l i n g  wi th  hundreds of sub-borrowers 
errgaged i n  a wide v a r i e t y  of economic a c t i v i t i e s ,  a s t anda rd  bene f i t - cos t  
a n a l y s i s  is n o t  f e a s i b l e .  Y e t ,  t h e  economic j u s t i f i c a t i o n  is a v i t a l  p a r t  
of  t h i s  PP a s  it must p r e s e n t  a reasonably convincing c a s e  to  j u s t i f y  t h e  
cho ice  of COFISA ( i n  l i e u  of some o t h e r  financiers- o r  a commercial bank) 
a s  t h e  most a p p r o p r i a t e  v e h i c l e  f o r  channe l l i ng  $10 m i l l i o n  of  A I D  money 
i n t o  t h e  Costa  Rican economy a t  t h i s  j unc tu re ,  and along wi th  t h e  
f i n a n c i a l  a n a l y s i s ,  demonstrate  t h e  long-term v i a b i l i t y  of COFISA under 
p a r t i c u l a r  c o n d i t i o n s  which must be e x p l i c i t l y  s t a t e d .  

Th i s  economic a n a l y s i s  w i l l  f i r s t  add re s s  t h e  major f a c t o r s  t h a t  g o t  
COFISA i n t o  d i f f i c u l t y  and t h e  e x t e n t  to  which t h e s e  f a c t o r s  a r e  being 
c o r r e c t e d  t o  p reven t  a recur rence  of its problems; it w i l l  t hen  cons ide r  
t h e  major a l t e r n a t i v e s  t o  channel l ing  money through COFISA f o r  t h e  purpose 
of  p revent ing  t h e  bankruptcy of its sub-borrowers. Other p o i n t s  addressed  
inc lude  a d i s c u s s i o n  of  t h e  p r o f i t a b i l i t y  of  expor t i ng  manufactured goods 
t o  o u t s i d e  t h e  C A a  and t h e  impact of t h e  f o r e i g n  exchange c o n s t r a i n t  on 
such expor t s ;  t h e  major economic assumptions under ly ing  our  f i n a n c i a l  
p r o j e c t i o n s  of COFISA; t h e  economic and i n s t i t u t i o n a l  changes t h a t  should 
be made t o  a s s u r e  t h e  succes s  of  t h i s  p r o j e c t ;  and an  e s t i m a t e  of  t h e  
p r o j e c t ' s  l i k e l y  employment and income e f f e c t s .  

11. CAUSES OF COFISA'S DIFFICULTIES 

To a l a r g e  e x t e n t ,  COFISA's d i f f i c u l t i e s  a r e  due t o  c i rcumstances  
beyond its c o n t r o l .  These inc lude :  

a .  Devaluation: Between September of 1980 and August of  1982, t h e  
banking sys tem's  buying r a t e  f o r  d o l l a r s  i nc reased  from co lones  8.54 to  
corones  38.00, o r  by 345%. During t h i s  same pe r iod ,  t h e  f r e e  market 
exchange r a t e  increased  from colones  9.8 t o  co lones  58.0, o r  by n e a r l y  

* Other o b j e c t i v e s  i n c l u d e  t h e  development of new e x p o r t s  of 
non - t r ad i t i ona l  p roduc t s  and boost ing employment and va lue  added. 
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500%. The d e v a l u a t i o n  p l a c e d  a n  u n b e a r a b l e  burden  o n  f i r m s  t h a t  
c o n t r a c t e d  o b l i g a t i o n s  denominated i n  f o r e i g n  exchange.  COFISA's 
sub-borrowers,  d r i v e n  t o  t h e  w a l l  by t h e  d e v a l u a t i o n ,  n a t u r a l l y  s o u g h t  any 
r e l i e f  t h a t  t h e  l a w  or t h e  c o u r t s  c o u l d  p r o v i d e .  

b. Cour t  d e c i s i o n s  p e r m i t t i n g  bor rowers  t o  pay o f f  d o l l a r  l o a n s  a t  
t h e  o f f i c i a l  exchange rate: Faced w i t h  s e r i o u s  b a l a n c e  o f  payments 
d i f f i c u l t i e s  and t h e  complete e x h a u s t i o n  o f  i ts i n t e r n a t i o n a l  r e s e r v e s ,  
t h e  c e n t r a l  bank f l o a t e d  t h e  c o l o n  o n  December 24, 1980. The 
c o n s t i t u t i o n a l i t y  o f  t h e  f l o a t  was c h a l l e n g e d  i n  c o u r t ,  and o n  J u l y  1981, 
t h e  Supreme Cour t  r u l e d  t h a t  t h e  f l o a t  was u n c o n s t i t u t i o n a l  and r e t u r n e d  
t h e  rate to  c o l o n e s  8.6 t o  1 f o r  a l l  l e g a l  purposes .  A t  t h a t  p o i n t ,  
COFISA's c l i e n t s  rushed  i n  to  pay o f f  t h e i r  do l l a r -denomina ted  o b l i g a t i o n s  
a t  t h e  c o l o n e s  8.6 r a t e .  A t  f i r s t ,  COFISA c h o s e  t o  a c c e p t  s u c h  payments 
to  a l l e v i a t e  c a s h  f l o w  problems,  b u t  la ter  r e f u s e  t o  d o  so; t h e s e  l a t t e r  
c a s e s  are s t i l l  i n  Cour t .  However, it is n o t  b e l i e v e d  t h a t  COFISA w i l l  be 
s u c c e s s f u l  i n  its e f f o r t s  t o  s e c u r e  s e t t l e m e n t  a t  a rate h i g h e r  t h a n  t h e  
o f f i c i a l  r a t e  f o r  any l o a n s  g r a n t e d  by COFISA/Costa Rica .  

I t  s h o u l d  be no ted  t h a t  t h e  Supreme C o u r t  d e c i s i o n  a f f e c t s  o n l y  
t h e  o p e r a t i o n s  of  COFISA/Costa Rica ,  n o t  COFISA/Internat ional  o p e r a t i n g  
o u t  o f  Panama. However, t h r o u g h  1978 and e v e n  t o  a l e s s e r  e x t e n t  i n  1979,  
most o f  COFISAts l o a n s  were made by COFISA/Costa R i c a i  and c o u l d ,  i n  view 
of  t h e  July 1981  Supreme C o u r t  d e c i s i o n ,  be  p a i d  o f f  by sub-borrowers  a t  
c o l o n e s  8.6 t o  1. 

c. F a i t h  i n  t h e  c e n t r a l  bank: W e  have no ted  t h a t  t h e  Supreme C o u r t  
d e c i s i o n  a p p l i e d  o n l y  t o  t h e  o p e r a t i o n s  of COFISA/Costa Rica, n o t  t o  its 
i n t e r n a t i o n a l  s u b s i d i a r y .  Why t h e n  d i d  n o t  COFISA i s s u e  i t s  
do l l a r -denomina ted  l o a n s  i n  t h e  name o f  its i n t e r n a t i o n a l  s u b s i d i a r y  u n t i l  
1979? The r e a s o n  is t h a t  p r i o r  t o  December o f  1978,  a l l  l o a n s  o b t a i n e d  
from abroad  c o u l d  be r e g i s t e r e d  a t  t h e  c e n t r a l  bank a t  t h e  o f f i c i a l  
exchange r a t e ,  which means t h a t  t h e  c e n t r a l  bank g u a r a n t e e d  t h e i r  
r e p a t r i a t i o n  a t  t h e  o f f i c i a l  rate. COFISA f e l t  it was i n c u r r i n g  no r i s k .  
I n  December o f  1978, t h e  c e n t r a l  bank d e c l a r e d  it would no l o n g e r  r e g i s t e r  
l o a n s  denominated i n  f o r e i g n  exchange,  which meant i n  f a c t  a waiver  o f  t h e  
r e p a t r i a t i o n  g u a r a n t e e .  COFISA, however, was sti l l  a l lowed  t o  r e g i s t e r  a 
l i m i t e d  amount o f  f o r e i g n  l o a n s  i n  1979. I t  is o n l y  a f t e r  i ts 
r e g i s t r a t i o n  g u a r a n t e e  e x p i r e d  t h a t  COFISA i s s u e d  a l l  o f  i ts l o a n s  i n  t h e  
name o f  COFISA/Internat ional .  I t  never  o c c u r r e d  t o  it t o  q u e s t i o n  t h e  
a b i l i t y  o f  t h e  c e n t r a l  bank t o  make good o n  its l o a n  r e p a t r i a t i o n  
g u a r a n t e e s .  

d .  I n f l a t i o n :  C o s t a  R i c a ' s  w h o l e s a l e  p r i c e  index  i n c r e a s e d  by o n l y  
7.4% i n  1978, b u t  a c c e l e r a t e d  t o  16% i n  1979, 24% i n  1980 and 60% i n  
1981. During t h e  twelve-month p e r i o d  end ing  i n  May of 1982, t h e  w h o l e s a l e  
p r i c e  l e v e l  i n c r e a s e d  by 108%. S i n c e  i n t e r e s t  rates are c u r r e n t l y  a b o u t  
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30%, OFISA is a l s o  being d e c a p i t a l i z e d  i n  i ts c o l o n e s  p o r t f o l i o .  
I n d i r e c t l y ,  t h e  i n f l a t i o n  i s  a major f a c t o r  behind COFISA's problems s i n c e  
it is c l o s e l y  i n t e r r e l a t e d  w i th  t h e  c o u n t r y ' s  ba lance  o f  payments 
d i f f i c u l t i e s  and t h e  s u c c e s s i v e  and s u b s t a n t i a l  deva lua t i ons .  

Is management i n  some way r e s p o n s i b l e  f o r  COFISA's problems? P r i o r  t o  
t h e  c u r r e n t  crisis, COFISA's l end ing  record  was e x c e l l e n t .  A team of 
A I D b  c o n s u l t a n t s  brought  i n  i n  October o f  1978 found OFISA i n  good 
f i n a n c i a l  shape  and was f a v o r a b l y  impresed by t h e  c o r p o r a t i o n ' s  "good 
management, con t i nued  growth and c o n s i s t e n t  p r o f i t a b i l i t y . "  Y e t ,  s pu r r ed  
by t h e  r a p i d  growth o f  t h e  Costa Rican economy and t h e  poor  performance o f  
competing state-owned commercial banks,  it c a n  be a rgued  t h a t  COFISA 
expanded a t  a n  e x c e s s i v e l y  r a p i d  rate. C e r t a i n l y ,  it e r r e d  i n  having 
COFISA/Costa Rica ( i n s t e a d  o f  COFISA/Inter n a t i o n a l )  g r a n t  d o l l a r -  
denominated l o a n s  a f t e r  t h e  weakness o f  t h e  c o u n t r y ' s  ba lance  o f  payments 
and i n t e r n a t i o n a l  r e s e r v e  p o s i t i o n  should  have been ev iden t .  

REMEDIAL STEPS 

What measures  a r e  being t a k e n  to e l i m i n a t e  t h e  p o s s i b i l i t y  t h a t  COFISA 
w i l l  run  i n t o  s i m i l a r  d i f f i c u l t i e s  i n  t h e  f u t u r e ?  A I D ' S  Lega l  Counsel  is 
recommending a number o f  s t e p s  des igned  t o  en su re  t h a t  d o l l a r  denominated 
l o a n s  w i l l  be i s s u e d  i n  t h e  name of  COFISA/International and t h a t  each  
d o l l a r  l o a n  wouid make it c l e a r  t o  bo th  p a r t i e s  t h a t  t h e  c o n t r a c t  i n v o l v e s  
a d o l l a r  denominated o l i g a t i o n  and t h a t  it is due  and payab l e  t o  a f o r e i g n  
i n s t i t u t i o n .  To t h i s  end, t h e  fo l lowing  s p e c i f i c  s t e p s  w i l l  be taken: 

a. COFISA/International w i l l  be more f i r m l y  e s t a b l i s h e d  i n  Panama, 
wi th  both a n  o f f i c e  and s t a f f  ( t h e r e  w a s  none, so f a r ) .  A l i c e n s e  t o  
o p e r a t e  as  a f i n a n c i e r a  a l s o  w i l l  be o b t a i n e d  from t h e  Panamanian 
government t and 

b. t h e  l o a n  agreements  (wi th  sub-borrowers) w i l l  be r e d r a f t e d ,  
p a r t i c u l a r l y  t h e  place-of-payment c l a u s e ,  which ha s  been very  ambiguous i n  
t h e  p a s t .  

These s t e p s  have n o t  y e t  been t aken  a t  t h e  time o f  t h i s  w r i t i n g  
(August 6), bu t  i n  Counse l ' s  op in ion ,  cou ld  e a s i l y  be completed by 
September 15. 

The o t h e r  c a u s e s  o f  t h e  d i f f i c u l t i e s  d i s cus sed  i n  S e c t i o n  I1 a r e  a l l  
o u t s i d e  o f  COFISA's c o n t r o l .  Y e t ,  t h e  r e s o l u t i o n  o f  t h e s e  i s s u e s  is of  
key importance t o  COFISA's a b i l i t y  to  become a g a i n  a v i a b l e  and growing 
i n s t i t u t i o n .  I t  is hard to conce ive  how COFISA -- or any i n s t i t u t i o n  
g r a n t i n g  medium and long-term loans ,  cou ld  be v i a b l e  i f  t h e  r a t e  o f  
i n f l a t i o n  should  c o n t i n u e  i n d e f i n i t e l y  a t  60 to  100% p e r  annuml w i t h  a 
m u l t i p l e  exchange r a t e  system involv ing  a n  o f f i c i a l  r a t e  e q u a l  t o  a t h i r d  
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o f  t h e  f r e e  market r a t e ;  a c u t e  ba l ance  of payments d i s e q u i l i b r i u m ;  and an  
i n a b i l i t y  t o  s e r v i c e  t h e  ou t s t and ing  e x t e r n a l  deb t .  C l e a r l y ,  a  
comprehensive agreement w i th  t h e  IMF involv ing  adop t i on  of  and compliance 
wi th  a comprehensive s t a b l i z a t i o n  program is  e s s e n t i a l  to  COFISA1s 
success .  Our a n a l y s i s  w i l l  assume t h a t  t h i s  c o n d i t i o n  w i l l  be m e t .  

IV. THE CASE FOR A COFISA LOAN 

Why should t h e  $15 m i l l i o n  A I D  l o a n  be made to  COFISA i n  l i e u  o f  some 
o t h e r  i n s t i t u t i o n ?  Why is  t h e  COFISA a l t e r n a t i v e  a more e f f e c t i v e  way of  
he lp ing  i ts sub-borrowers and t h e  Costa Rican economy g e n e r a l l y  t h a n  t o  
channe l  t h e  same amount th rough  t h e  Cos ta  Rican banking system or some 
o t h e r  f  i nanc i e r a?  

The main case f o r  channe l l i ng  t h e  A I D  l o a n  to  COFISA i s  t h e  
c o n s i d e r a b l e  l e v e r a g e  e f f e c t  t h a t  c a n  be e f f e c t e d  i n  t h i s  manner, and t h a t  
cou ld  n o t  be achieved th rough  any a l t e r n a t i v e  approach. The reason  f o r  
t h i s  i s  t h a t  t h e  $10 m i l l i o n  A I D  l o a n  to  COFISA is an  e s s e n t i a l  p a r t  o f  a 
comprehensive package invo lv ing  s u b s t a n t i a l  b e n e f i t s  to l a r g e  numbers of 
b e n e f i c i a r i e s .  

The i n t e r r e l a t i o n s h i p  is as fol lows:  

F i r s t ,  t h e  $10 m i l l i o n  A I D  l o a n  and g r a n t  is regarded by COFISA1s 
f o r e i g n  bank c r e d i t o r s  a s  a n  e s s e n t i a l  c o n d i t i o n  f o r  t h e  reschedul ing  of  
COFISA's f o r e i g n  deb t .  Thus, an  i n s t i t u t i o n  ho ld ing  some $60 m i l l i o n  i n  
to ta l  a s s e t s  w i l l  be a b l e  t o  s u r v i v e  on  t h e  basis o f  a  $10 m i l l i o n  l oan .  

Secondly,  COFISA h a s  acqu i r ed  some $20 m i l l i o n  i n  c e r t i f i c a t e s  o f  
d e p o s i t s  from t h e  c e n t r a l  bank which f o r e i g n  c r e d i t o r s  have agreed  to  
a c c e p t  a t  f u l l  p a r  va lue  i n  a  d e b t  reschedul ing  agreement.  A t  p r e s e n t ,  
such c e r t i f i c a t e s  are c i r c u l a t i n g  a t  a  40% d i s c o u n t .  T h i s  g i v e s  Cos ta  
R i c a  ano the r  s t a k e  i n  COFISA's s u r v i v a l .  

Th i rd ,  on ly  COFISA c a n  r e schedu l e  t h e  d e b t  of i ts  approx imate ly  600 
borrowers employing a lmos t  f i f t e e n  thousand workers. Another i n s t i t u t i o n  
would be r e l u c t a n t  to  p rov ide  l o a n s  t o  e n t e r p r i s e s  unab le  to  s e r v i c e  t h e i r  
ou t s t and ing  o b l i g a t i o n s .  Moreover, t h e y  w i l l  have n e i t h e r  t h e  i n t e r e s t  
i n ,  nor  t h e  knowledge o f ,  t h e  many sub-borrowers i n  COFISA1s p o r t f o l i o .  

F i n a l l y ,  COFISA1s demise  is  most l i k e l y  t o  provoke a g e n e r a l  c o l l a p s e  
of conf idence  i n  Cos ta  Ricals f i n a n c i a l  system. COFISA h a s  e s t a b l i s h e d  
i t s e l f  a s  a  well-run,  exper ienced  and s u c c e s s f u l  i n s t i t u t i o n .  There is 
reason  to  f e a r  t h a t  i t s  bankruptcy would t r i g g e r  a series of  f o r e c l o s u r e s ;  
it would c e r t a i n l y  make it much more d i f f i c u l t  f o r  o t h e r  f i n a n c i a l  
i n s t i t u t i o n s  t o  r e schedu l e  t h e i r  d e b t  or o b t a i n  new loans .  
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Thus, t h e  $10 m i l l i o n  A I D  l oan  must be looked a t  a s  an i n t e g r a l  p a r t  
of a  package t h a t  would have a  very s u b s t a n t i a l  l eve rage  e f f e c t  i n  
a s s i s t i n g  i n  t h e  recovery of t h e  Costa Rican p r i v a t e  s e c t o r .  Obviously, 
it cannot  be claimed t h a t  COFISA's s u r v i v a l  w i l l  r eve r se  t h e  misfor tunes  
of t h e  p r i v a t e  s e c t o r ;  nor,  can  it be claimed t h a t  t h e  A I D  l oan  a lone  w i l l  
a s su re  COFISA's su rv iva l .  For t h i s  t o  happen, COFISA's c ' r e d i t o r s  would 
have to  agree  t o  a  generous d e b t  rescheduling schedule;  and t h e  government 
would have t o  ag ree  t o  a  comprehensive economic s t a b i l i z a t i o n  program, 
inc luding  t h e  r a t i o n a l i z a t i o n  of t h e  exchange r a t e  and exchange a l l o c a t i o n  
mechanism. 

The major a l t e r n a t i v e s  t o  COFISA a s  a  condu i t  f o r  A I D  funds a r e  a s  
follows: 

a.  A commercial bank: Costa  R i c a ' s  commercial banks ( a l l  
na t iona l i zed )  have a  bad r e p u t a t i o n  i n  t h e  p r i v a t e  s e c t o r .  They have been 
repea ted ly  desc r ibed  a s  no to r iou ly  slow-moving and i n e f f i c i e n t ,  
unresponsive t o  p u b l i c  s e c t o r  needs and unable t o  provide  e x p o r t e r s  wi th  
t h e  s e r v i c e s  they  r equ i r e .  It  is  p r e c i s e l y  f o r  t h i s  reason t h a t  A I D  has 
r e c e n t l y  been in s t rumen ta l  i n  t h e  es tab l i shment  of BANEX, which received a  
$10 m i l l i o n  A I D  l oan  l a s t  year .  

A p r e f e r a b l e  a l t e r n a t i v e  would be a  f o r e i g n  commercial bank. The 
problem here  is  i n  p a r t  i ts  l i m i t e d  scope of ope ra t ion  i n  Costa Rica ( f o r  
example, it is not  permi t ted  t o  accept  d e p o s i t s ) .  More fundamentally,  a  
commercial bank whether p u b l i c  o r  p r i v a t e ,  is i n  no p o s i t i o n  t o  reschedule 
t h e  d e b t s  of COFISA's sub-borrowers. Nor is it l i k e l y  t o  be anxious t o  
g r a n t  l oans  t o  f i r m s  t h a t  have a  d e b t  t h a t  they  a r e  unable t o  s e rv i ce .  
Thei r  balance s h e e t  and prof i t -and- loss  s t a t emen t s  would appear most 
u n a t t r a c t i v e  t o  a  bank (used t o  make loans  on accep tab le  c o l l a t e r a l ) ,  a t  
l e a s t  u n t i l  t h e i r  o b l i g a t i o n s  t o  COFISA have been rescheduled and t h e  
economic s i t u a t i o n  has improved. Moreover, a  commercial bank would have 
no knowledge of COFISA's sub-borrowers and no s t a k e  i n  t h e i r  a b i l i t y  t o  
surv ive .  

b. BANEX: BANEX i s  a  young i n s t i t u t i o n  competently s t a f f e d  and 
performing s a t i s f a c t o r i l y .  However, it is bel ieved t o  be ope ra t ing  a t  
c a p a c i t y  a t  t h i s  moment, having d i sbu r sed  only  $1.4 m i l l i o n  o u t  of $10 
m i l l i o n  A I D  loan. It is not  thought t o  be a b l e  t o  absorb  another  $10 
m i l l i o n  i n  t h e  near  f u t u r e .  Moreover, most of t h e  problems confront ing  a  
commercial bank (descr ibed  above) would a l s o  handicap BANEX i f  it were 
g iven  $10 m i l l i o n  t o  b a i l  o u t  COFISA's sub-borrowers. 

c. Another e x i s t i n g  f inanc ie ra :  There is no o t h e r  f i n a n c i e r a  
c u r r e n t l y  ope ra t ing  i n  Costa Rica t h a t  could  assume t h e  r e s p o n s i b i l i t y  of 
re f inanc ing  COFISA's 600 p l u s  borrowers. The e x i s t i n g  f i n a n c i e r a s  a r e  
small ,  o f t e n  e s t a b l i s h e d  by a  p a r t i c u l a r  group of producers  o r  marketing 
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o r g a n i z a t i o n s  t o  f i nance  t h e i r  own members. They do  not  o p e r a t e  i n  t h e  
n a t i o n a l  market. None of them p rov ides  a reasonable  a l t e r n a t i v e  t o  COFISA. 

d. E s t a b l i s h i n g  a new f i n a n c i e r a t  S e t t i n g  up a new f i n a n c i e r a  would 
involve s u b s t a n t i a l  s t a r t - u p  costs. It could  presumably t a k e  over t h e  
c u r r e n t  COFISA s t a f f .  However, it would no t  be a b l e  t o  t a k e  over  COFISAts 
bu i ld ing ,  p l a n t  and equipment. The reason is t h a t ,  i n  t h e  even t  of 
bankruptcy proceedings,  COFISA's a s s e t s  could  no t  be d i sposed  o f f  before  a 
f i n a l  judgement is rendered. Any s e t t l e m e n t  would involve  t h e  
s a t i s f a c t i o n  of c l a ims  i n  an  o r d e r  of p r i o r i t y  s t a r t i n g  wi th  d e p o s i t o r s ,  
followed by t h e  e n t e r p r i s e ' s  employees, t h e  government, o t h e r  c r e d i t o r s ,  
and f i n a l l y  t h e  s tockholders .  The l e g a l  p roceedings  could  drag on f o r  a 
cons ide rab l e  pe r iod ,  p o s s i b l y  years .  Thus, t h e  es tab l i shment  of a new 
f i n a n c i e r a  would almost  c e r t a i n l y  e n t a i l  cons ide rab l e  s t a r t - u p  costs. 

More fundamentally,  t h e  new i n s t i t u t i o n  would no t  be a b l e  to  
r e s t r u c t u r e  sub-borrowers' d e b t  t o  COFISA. It could  on ly  make new l o a n s  
and would have t o  t a k e  a s  a s t a r t i n g  p o i n t  t h e  sub-borrowers c u r r e n t  
d i smal  f i n a n c i a l  p o s i t i o n .  

The main drawback of  a l l  of  t h e  a l t e r n a t i v e s  cons idered  above is t h a t  
none can  d u p l i c a t e  t h e  package t h a t  a l oan  t o  COFISA is expected t o  
purchase: t h e  r e s t r u c t u r i n g  of $61 m i l l i o n  i n  COFISA' s indebtedness  to  
f o r e i g n  banks, a ided by t h e  l a t t e r s '  acceptance  on a 1 t o  1 b a s i s  of 
COFISA' s c e r t i f i c a t e s  of  d e p o s i t ;  t h e  r e s t r u c t u r i n g  of t h e  indebtedness  of 
COFISA's sub-borrowers t o  t h a t  i n s t i t u t i o n ;  and avoidance of t h e  c r i s i s  of 
conf idence  t h a t  COFISA's bankruptcy would i n e v i t a b l e  provoke. 

V. ECONOMIC ASSUMPTIONS UNDERLYING COFISA'S CASH FLOW 
PROJECTIONS 

The p r o j e c t i o n s  of COFISA's c a s h  f low a r e  based on t h e  assumption of 
f r e e  market exchange and i n t e r e s t  r a t e s  t h a t  could  be expected t o  p r e v a i l  
on t h e  b a s i s  of  a g r adua l  movement toward achievement of g e n e r a l  economic 
s t a b i l i z a t i o n .  

The key d e c i s i o n  t h a t  had t o  be made a t  t h e  o u t s e t  is whether a l l  ou r  
p r o j e c t i o n s  should assume reasonably r ap id  p rog re s s  toward 
monetary-f iscal-pr ice  s t a b i l i z a t i o n .  This ,  i n  t u rn ,  means adopt ion  of a 
comprehensive economic s t a t i l i z a t i o n  program wi th  IMF suppor t  which would 
add re s s  a l l  of  t h e  major problem a r e a s ,  inc lud ing  achieving a s i g n i f i c a n t  
reduc t ion  of p u b l i c  s e c t o r  d e f i c i t s ,  p l ac ing  key p u b l i c  s e r v i c e s  and 
autonomous i n s t i t u t i o n s  on a paying b a s i s ,  ending t h e  m u l t i p l e  exchange 
r a t e  system t o g e t h e r  w i th  a n  exchange c o n t r o l  system t h a t  i n t e r f e r e s  w i t h  
expor t  i n c e n t i v e s ,  and ending subs id ized  i n t e r e s t  r a t e s  f o r  p a r t i c u l a r  
s e c t o r s .  F a i l u r e  to  achieve  economic s t a b i l i z a t i o n  would mean con t inu ing  
s u b s t a n t i a l  i n c r e a s e s  i n  t h e  p r i c e  l e v e l ,  i nc reas ing  d i s c r e p a n c i e s  between 
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o f f i c i a l  and f r e e  market exchange r a t e s  and l a r g e  budget d e f i c i t s  and 
balance of  payments d i s e q u i l i b r i a r  i n  sum, a set of c o n d i t i o n s  t h a t  would 
make t h e  v i a b i l i t y  of COFISA unpredic tab le .  We dec ided ,  t h e r e f o r e ,  t h a t  
it would make no sense  t o  b u i l d  a model based on t h e  assumption of  
p e r s i s t e n t  i n s t a b i l i t y  a s  such a model would be c o n s i s t e n t  wi th  any number 
of  unp red i c t ab l e  i n t e r e s t  and exchange r a t e  assumptions,  each set y i e l d i n g  
a d i f f e r e n t  outcome. While t h e  rea l i sm of our  assumption of p rog re s s  
toward economic s t a b i l i z a t i o n  may be cha l lenged ,  w e  cons ide r  it e s s e n t i a l  
t o  t h e  r e s t o r a t i o n  of COFISA's long-term a b i l i t y  t o  f u n c t i o n  aga in  
e f f e c t i v e l y  a s  a dynamic development i n s t i t u t i o n .  

The f i n a n c i a l  p r o j e c t i o n s  were based on t h r e e  models, a l l  r e f l e c t i n g  
t h e  economic s t a b i l i z a t i o n  assumption. Model 1 a p p l i e s  t o  t h e  d o l l a r  fund 
l o a n  and assumes t h a t  i n t e r e s t  r a t e s  i n  Costa  Rica w i l l  exceed the  LIBOR 
r a t e  by 3%. The LIBOR r a t e  was p r o j e c t e d  a t  14% over  1983-1984, 13% over  
1985-1986 and a t  12% i n  1987. 

The behavior of  t h e  $5 m i l l i o n  co lon  fund was based on t w o  a l t e r n a t i v e  
sets of assumptions,  l a b e l l e d  a s  A l t e r n a t i v e s  2 and 3 i n  Table  1. Both 
assume reasonably r ap id  p r o g r e s s  toward economic s t a b i l i z a t i o n ,  b u t  
A l t e r n a t i v e  2 assumes more r ap id  p rog re s s  than  A l t e r n a t i v e  3. Thus, under 
A l t e r n a t i v e  2, t h e  i n c r e a s e  i n  t h e  wholesale p r i c e  index is p r o j e c t e d  t o  
d e c l i n e  from 60% i n  1982 to  25% i n  1983, 12% i n  1984 and 10% i n  1985. 
Under A l t e r n a t i v e  3, t h e  annual  i n c r e a s e  i n  t h e  wholesale  p r i c e  index is 
p r o j e c t e d  t o  d e c l i n e  from 80% i n  1982 t o  40% i n  1983, 25% i n  1984 and to  
15% i n  1985. Both p r o j e c t i o n s  assume r e l a t i v e  p r i c e  s t a b i l i t y  (w i th  
average annual  i n c r e a s e s  of 9%) a f t e r  1985. The p r e v a i l i n g  average  
i n t e r e s t  r a t e  (i.e. t h e  average r a t e  a t  which commercial banks lend t o  
t h e i r  prime borrowers) was based on t h e  assumption t h a t  a f t e r  1984, t h e  
r e a l  i n t e r e s t  r a t e  would s e t t l e  a t  about  8% pe r  annum. The average f r e e  
market exchange r a t e  was p r o j e c t e d  t o  change i n  l i n e  wi th  changes i n  t h e  
wholesale  p r i c e  index, a l lowing f o r  some l a g  e f f e c t s .  

We have at tempted to  make t h e s e  models i n t e r n a l l y  c o n s i s t e n t .  They 
a r e  a l l ,  admi t ted ly ,  o p t i m i s t i c  s i n c e  t h e y  a l l  assume t h e  s u c c e s s f u l  
n e g o t i a t i o n  of a comprehensive s t a b i l i z a t i o n  agreement wi th  t h e  IMF and 
s t r ic t  adherence t o  its p rov i s ions .  

With r e s p e c t  t o  r e s u l t s ,  n o t e  t h a t  on t h e  assumption of s u c c e s s f u l  
d e b t  reschedul ing between COFISA and i ts  c r e d i t o r  banks, t h e  c a s h  f low 
w i l l  be p o s i t i v e  on both t h e  new A I D  loan  a s  w e l l  a s  on t h e  o l d  
p o r t f o l i o .  The l a t t e r  r e s u l t  a r i s e s  because of t h e  assumption of  a 
one-year stand-by, followed by a g race  pe r iod  ( i n t e r e s t  payments on ly)  
over  t h e  nex t  t w o  and a ha l f  years .  While payments t o  c r e d i t o r s  a r e  t h u s  
reduced, COFISA w i l l  be c o l l e c t i n g  payments on its ou t s t and ing  d e b t  
wi thout  g r a n t i n g  new l o a n s  from t h e  c o l l e c t i o n s  on its o l d  p o r t f o l i o ,  
which w i l l  be used e n t i r e l y  t o  s e r v i c e  its debt .  The p r o j e c t i o n s  a l s o  
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TABLE 1 

ASSUMPTIONS FOR PROJECTIONS OF COFISA'  S 
NEW COLON FUND ($5  MILLION EQUIVALENT) 

W h o l e s a l e  
P r i c e  I n d e x  A v e r a g e  F r e e  

( A n n u a l  A v e r a g e  R e a l  M a r k e t  
I n c r e a s e )  I n t e r e s t  R a t e *  I n t e r e s t  R a t e  E x c h a n g e  R a t e  

A l t .  2 A l t .  3 A l t .  2 A l t *  3 A l t .  2 A l t .  3 A l t *  2 A l t .  3 

A f t e r w a r d s ,  
c o n s t a n t  a t  9 9 1 7  1 7  8 8 7 0  1 1 0  

B o t h  A l t e r n a t i v e s  2 a n d  3 opt imist ical ly  a s s u m e  a d o p t i o n  o f  a s u c c e s s f u l  
m o n e t a r y  s t a b i l i z a t i o n  program. A l t e r n a t i v e  3 assumes t h a t  s t a b i l i z a t i o n  
t a k e s  l o n g e r  t o  a c h i e v e .  

* B a n k  prime l e n d i n g  rate. 



ANNEX G 
Page 10 of 15  

assume acceptance by f o r e i g n  c r e d i t o r  banks of t h e  c e n t r a l  bank's  
c e r t i f i c a t e s  of d e p o s i t s  a t  t h e  one t o  one r a t e .  The 10 t o  1 debt-equity 
r a t i o  should be reached by yea r  5 (1987), almost e n t i r e l y  on account of 
t h e  a c t i v i t y  of t h e  d o l l a r  loan  p o r t f o l i o  ( t h e  i ssuance  of some $800,000 
worth of new s h a r e s  over t h e  p r o j e c t ' s  f i r s t  f i v e  y e a r s  w i l l  a l s o  he lp  i n  
t h e  e a r l y  a t ta inment  of t h i s  r a t i o ) .  

With regard t o  t h e  new Colon p o r t f o l i o  (based on the  $5 m i l l i o n  A I D  
g r a n t )  , t he  cash  flow w i l l  be p o s i t i v e  from t h e  beginning, but  it is 
obviously higher  under A l t e r n a t i v e  3 owing t o  t h e  higher  i n t e r e s t  r a t e  
assumption. Note, however, t h a t  t h e  r e a l  va lue  of t h e  cash  flow under 
Al t e rna t ive  3 is no g r e a t e r  than  under A l t e r n a t i v e  2 owing t o  t h e  more 
rap id  p r i c e  i n c r e a s e s  under Al t e rna t ive  3. 

CASH FmWS FOR NEW COLON FUND UNDER 
ALTERNATIVES 2 AND 3 OVER 1983-88 

(Mi l l ions  of Colones) 

A l t e r n a t i v e  2 A l t e r n a t i v e  3 

*Declines owing t o  amor t iza t ion  payments. 

V I .  DEMAND FOR DOLLARS AND PROFITABILITY OF EXPORTING 
MANUFACTURED PRODUCTS 

I n  support  of ROCAP' s $25 m i l l i o n  r eg iona l  expor t  promotion fund 
p r o j e c t  paper,  ROCAP's economic o f f i c e  interviewed c e n t r a l  bank and 
p r i v a t e  s e c t o r  r e p r e s e n t a t i v e s  throughout t h e  reg ion  and s tud ied  
h i s t o r i c a l  import d a t a  t o  a s c e r t a i n  ( a )  t h e  annual  requirement f o r  
importat ion of raw m a t e r i a l s  and in termedia te  goods f o r  t h e  manufacturing 
s e c t o r  export ing t o  o u t s i d e  t h e  CACM; and (b)  t h e  s i z e  of t h e  backlog of 
t h e  fo re ign  exchange demand f o r  t h i s  purpose, i .e.  t h e  amount f o r  fo re ign  
exchange requested f o r  such imports t h a t  could not  be provided by c e n t r a l  
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bank authorities. I n  the case of Costa Rica, the 1982 requirement for raw 
materials and intermediate goods required by extrareg ional exports of 
manufactured products was estimated a t  $68 million , of which $51 million 
could be procured i n  e l ig ib le  free world countries.* The pent-up demand 
or backlog is estimated a t  about $50 million. Conversations w i t h  private 
sector representatives confirmed that  the absence of foreign exchange for 
raw material imports is the number one obstacle t o  the increased exports 
of manufactured products. I n  fact ,  some noted that  orders from abroad had 
t o  be turned down owing t o  lack of credi t  t o  finance the importation of 
essent ial  materials. 

The rapid increase i n  Costa Rica's exports of industrial  products 
during the decade of the 1970's demonstrates the substantial  growth 
potential, under appropriate conditions, for Costa Rica's manufactured 
products. The export data i n  Table 2 i l lus t ra tes  t h i s  remarkable growth. 
Note tha t  between 1970 and 1980, exports of industrial  products increased 
from only $51.1 million t o  $334 million, or a t  an annual average compound 
rate  of 21%. A s l ight  decline (of 2.4%) occurred i n  1981, largely as  a 
resul t  of credi t  and foreign exchange shortages and, t o  a lesser extent, 
of recession abroad. 

How profitable i s  Costa Rica's non-traditional export trade? 
Quantification is obviously impossible since prof i tabi l i ty  varies 
substantially from one enterprise t o  another, and dozens of enterprises 
engaged i n  a variety of ac t iv i t i e s  are involved. A survey currently 
underway** is expected t o  throw additional l ight  on the subject. However, 
the following generalizations already can be made: 

a. Exports of manufactured goods t o  outside the CACM would be highly 
profitable i f  exporters could s e l l  -- and retain -- the f u l l  amount of the 
export proceeds a t  the free market rate  (even when raw material imports 
are also purchased a t  the free market ra te) .  

* See Table 5 of ROCAP's Export Promotion Fund Project Paper. The 
derivation of the estimate for  Costa Rica is explained i n  de ta i l  i n  
footnotes 5, 6, 7 and 8 of that  table. 

** Conducted by Jorge Morelos, an economist contracted by A I D  t o  survey 
the demand for dol lars  by exporters of non-traditional products. 
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b. Exports  of non - t r ad i t i ona l  p roducts  a r e  s t i l l  g e n e r a l l y  p r o f i t a b l e  
a t  t h e  c u r r e n t  bank r a t e  of co lones  38 t o  $ I* ,  provided f o r e i g n  exchange 
f o r  imports  of raw m a t e r i a l s  and in t e rmed ia t e  goods could  a l s o  be promptly 
ob ta ined  a t  t h e  same r a t e .  A manufacturer of women's underwear repor ted  a 
15% average p r o f i t  r a t e  (wi th  product ion  costs taken  a s  base)  on t h a t  
assumption. This  f i nd ing  obviously has  only temporary v a l i d i t y :  i f  t h e  
p r i c e  l e v e l  and t h e  d o l l a r  f r e e  market r a t e  con t inue  t o  r i s e  whi le  t h e  
bank r a t e  remains pegged a t  co lones  38 t o  $1, t h e  growing d iscrepancy  
between t h e  f r e e  market r a t e  and t h e  bank r a t e  would d imin i sh  t h e  
p r o f i t a b i l i t y  of expor t ing .  A s  t h e  d i f f e r e n c e  i n c r e a s e s ,  more and more 
f i r m s  would drop  o u t  of  t h e  expor t  t r ade .  

c. The expor t  manufacturing bus ines s  would become d e f i n i t e l y  
u n p r o f i t a b l e  i f  f o r e i g n  exchange f o r  t h e  purchase  of raw m a t e r i a l s  and 
in t e rmed ia t e  goods had to  be purchased a t  t h e  f r e e  market r a t e ,  while  
e x p o r t e r s  were requi red  t o  su r r ende r  t h e i r  expor t  proceeds to t h e  c e n t r a l  
bank a t  t h e  weighted average r a t e  of co lones  36.2 to  $I.** A l l  p r i v a t e  
s e c t o r  i n t e rv i ewees  concurred i n  t h i s  f i nd ing .  

d .  The Cos ta  Rican p r i v a t e  s e c t o r  p l a c e s  major emphasis on t h e  
r e i n s t i t u t i o n  of t h e  system of "compensating f i nanc ing"  o r  " r e t e n t i o n  
c r e d i t s , "  under which e x p o r t e r s  were pe rmi t t ed  t o  pay o f f  t h e i r  
o b l i g a t i o n s  t o  f o r e i g n  bankers  o r  s u p p l i e r s  ( to  f i n a n c e  t h e  impor t a t i on  of 
raw m a t e r i a l s  and in t e rmed ia t e  goods) before  t u rn ing  over  t h e  n e t  p roceeds  
to  t h e  c e n t r a l  bank a t  t h e  bank r a t e .  Under t h e  new f o r e i g n  exchange 
c o n t r o l  system, t h e  "compensating f inanc ing"  system has been abol i shed .  
While t h e  c e n t r a l  bank has  guaran teed  t h a t  e x p o r t e r s  w i l l  be a b l e  t o  
o b t a i n  t h e  f o r e i g n  exchange necessary to pay t h e i r  bona f i d e  raw m a t e r i a l  
b i l l s ,  bankers and f o r e i g n  s u p p l i e r s  remain unconvinced. I t  is g e n e r a l l y  
be l ieved  t h a t  t h e  new p r a c t i c e  w i l l  make it much more d i f f i c u l t  t o  o b t a i n  
s u p p l i e r  and f o r e i g n  bank c r e d i t s  because t h e  l i n k  between t h e  g r a n t i n g  of 
such c r e d i t s  and t h e  e x p o r t s  r e s u l t i n g  theref rom has  been broken. Given 
t h e  c e n t r a l  bank's d e s p e r a t e  f o r e i g n  exchange p o s i t i o n ,  its as su rances  a r e  
being quest ioned.  

These conc lus ions  aga in  i l l u s t r a t e  t h e  importance of ach iev ing  
economic s t a b i l i z a t i o n ,  de f ined  a s  r e l a t i v e  s t a b i l i t y  of t h e  p r i c e  l e v e l  
and of t h e  f r e e  market exchange r a t e ,  and of a " r a t i o n a l i z e d "  f o r e i g n  

* I n  f a c t ,  10% of  t h e  e x p o r t  proceeds must be sur rendered  a t  t h e  c u r r e n t  
o f f i c i a l  r a t e  of  co lones  20 t o  $1. The remaining 90% must be s o l d  a t  
co lones  38 t o  $1. Th i s  means t h a t  e x p o r t e r s  o b t a i n  a weighted average 
exchange r a t e  of on ly  co lones  36.2 t o  $1. 

** See f o o t n o t e  above. 
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exchange a l l o c a t i o n  system. The l a t t e r  would involve  adopt ion  of a 
r e a l i s t i c  exchange r a t e  a t  which a l l  o r  most t r a n s a c t i o n s  would t a k e  
p l ace ,  a b o l i t i o n  of f o r e i g n  exchange c o n t r o l s  o n  a l l  o r  most t r a n s a c t i o n s ,  
and s u b s t a n t i a l  p r o g r e s s  toward balance of  payments equi l ib r ium.  

VII. IMPACT ON PlPLOYMENT AND INCOME 

a. Employment E f f e c t s  

According to  COFISA's records ,  t h e  600 p l u s  f i r m s  indebted  t o  
COFISA employ 14,754 employees. COFISA b e l i e v e s  t h a t  i f  it were allowed 
to  f a i l  and a bankruptcy c o u r t  appoin ted ,  most o f  t h e s e  f i rms ,  perhaps  80% 
o f  them, would be fo rced  i n t o  bankruptcy. The bankruptcy c o u r t  would no t  
have a s  its miss ion  t h e  sa lvaging  of COFISA1s sub-borrowers, on ly  t h e  
c o l l e c t i o n  of a s  l a r g e  an amount of ou t s t and ing  loans  a s  p o s s i b l e  to  
s a t i s f y  t h e  c l a ims  of COFISA's c r e d i t o r s .  I f  t h i s  assessment  is c o r r e c t ,  
some 8 to  9 thousand workers would lose t h e i r  j obs  i n  t h e  e n t e r p r i s e s  
d i r e c t l y  a f f e c t e d .  The c a l c u l a t i o n  is a s  follows: 

Assumptions: T o t a l  number of sub-borrower employees: 

80% of t h e  sub-borrowers would g o  broke. 

70 to  75% of t h e i r  employees would be unable  t o  f i n d  o t h e r  jobs.  

Number becoming (and remaining) unemployed: 

Note t h a t  t h i s  number r e f e r s  t o  t h e  d i r e c t  employment e f f e c t  
a lone ,  I t  makes no al lowance f o r  t h e  i n d i r e c t  o r  employment m u l t i p l i e r  
e f f e c t s .  Obviously,  t h e  bankruptcy of COFISA1s borrowers would cause  
unemployment e lsewhere i n  t h e  economy a s  o t h e r  f i r m s  supplying goods and 
s e r v i c e s  t o  t h e  bankrupt f i r m s  would a l s o  be a f f e c t e d .  Moreover, workers 
thrown o u t  of work would cause  a loss of income (and hence employment) i n  
r e l a t e d  i n d u s t r i e s .  On t h e  assumption of an employment m u l t i p l i e r  i n  t h e  
range of 1.5 to  2.0, t h e  t o t a l  number of unemployed d i r e c t l y  and 
i n d i r e c t l y  r e s u l t i n g  from COFISA's bankruptcy would be i n  t h e  range of 
13,000 t o  17,000. I f  w e  a ccep t  COFISA's e s t i m a t e  t h a t  t h e  average number 
of  dependents  per  employee is  5, a t o t a l  of 65,000 t o  85,000 persons  would 
be a f f e c t e d .  

The argument might be made t h a t  many of t h e  workers l o s i n g  t h e i r  
jobs  i n  t h e  a f f e c t e d  e n t e r p r i s e s  would f i n d  employment e lsewhere i n  t h e  
economy. This ,  however, is  u n l i k e l y  i n  view of  t h e  p r e s e n t  c o n d i t i o n  of 
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t h e  Costa  Rican economy. The open unemployment r a t e  is now c o n s e r v a t i v e l y  
es t imated  a t  12%. P r i v a t e  e s t i m a t e s  run a s  high a s  14 t o  15%. The 
unemployment r a t e  has  i nc reased  s u b s t a n t i a l l y  over  t h e  p a s t  t w o  y e a r s ,  and 
i s  s t i l l  r i s i n g .  Thus, COFISA's e s t i m a t e  t h a t  70 t o  75% of t h e  employees 
of t h e  bankrupt f i r m s  would remain unemployed over  an extended pe r iod  
appears  reasonable .  

b. Income E f f e c t s  

Many of COFISA's sub-borrowers a r e  sma l l  f i rms ,  l o c a t e d  i n  t h e  
count ry  o r  i n  smal l  towns. The ma jo r i t y  of t h e i r  employees a r e  u n s k i l l e d ,  
o r  a t  b e s t ,  semi-ski l led.  The average s a l a r y  was t h e r e f o r e  c o n s e r v a t i v e l y  
e s t ima ted  a t  co lones  5,500 p e r  month o r ,  a t  t h e  c u r r e n t  bank r a t e  of 
co lones  38 t o  $1,1/ a t  $145 p e r  month o r  $1,740 pe r  annum. 

On t h e  assumption t h a t  t h e  8,616 workers would lose t h e i r  jobs ,  
t h e  d i r e c t  annual  income loss would be: 

Assuming an  income m u l t i p l i e r  of 2,2/ t h e  t o t a l  annual  income 
loss t o  t h e  Costa  Rican economy can  be e s t ima ted  a t  about  $30 mi l l i on .  

1/ The bank r a t e  of co lones  38 to  $1 r a t h e r  t han  t h e  c u r r e n t  f r e e  market - 
r a t e  of about  co lones  60 t o  $ 1  was used h e r e  f o r  convers ion  purposes  
because t h e r e  a r e  good reasons  t o  b e l i e v e  t h a t  t h e  p r e s e n t  f r e e  market 
r a t e  undervalues  t h e  co lon  i n  te rms  of  t h e  purchasing power p a r i t y .  
Th i s  is g e n e r a l l y  t h e  c a s e  when a c o u n t r y ' s  balance of payments 
d i s e q u i l i b r i u m  is aggravated by c a p i t a l  f l i g h t  and o t h e r  f a c t o r s  
o r i g i n a t i n g  i n  a conf idence  c r i s i s .  

The income m u l t i p l i e r  was e s t ima ted  by ROCAP i n  its Export Promotion 
Fund PP. I t  was ob ta ined  through t w o  a l t e r n a t i v e  methods: ( a )  by 
r e l a t i n g  changes i n  t h e  r e g i o n ' s  autonomous expend i tu re s  ( p u b l i c  and 
p r i v a t e  investment ,  government consumption and n e t  expor t s )  to  changes 
i n  t h e  r eg iona l  GDP over  t h e  ten-year pe r iod  1970-80; and (b)  by 
e s t ima t ing  t h e  marg ina l  p ropens i ty  t o  import and save  over  t h i s  
ten-year per iod .  These t w o  approaches y i e l d e d  an income m u l t i p l i e r  i n  
t h e  range of  1.9 t o  2.3. 
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JNTTXAT. ENVIRONMENTAL EXAMT NATION 

PROJECT LOCATION: Costa  Rica  

PROJECT TITLE : P r i v a t e  S e c t o r  R e v i t a l i z a t i o n  I 

FUNDING : FY 1982 Development Loan $10,000,000 
ESF $ 5 ,000 ,000  

LIFE OF PROJECT: Four ( 4 )  y e q r s  

IEE PREPARED 'BY : 

USAIDIGeneral E n g i n e e r  

DATE : June  4 ,  1982 

3 ENVIRONMENTAL ACTION . 
; 

RECOPPIENDED : '-.' R hat' t h e  p r o j e c t  w i l l  not  h,ave a s i g n i f i c a n t  
- e f f e c t  on t h e  environment and t h e r e f o r e  a n e g a t i v e  

d e t e r m i n a t i o n  i s  a p p r o p r i a t e .  

CONCURRENCE: 

Miss ion  D i r e c t o r  
U S A I D / C O S ~ ~  Rica  

DATE ; Junc 4 ,  1982 
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PROJECT DESCRIP 'T ION 

This project will consist of a COFISA subloan portfolio of $10 
million U.S. dollar suhlcndinjis and the aqui.valcnt of $5 million in 
local currency sublendings. The credit will be primarily uscd for tile 
purchase of raw materials and intermediate goods and to satisfy 
inmediate working capital needs. The primary focus of the local 
currency subborrowers will be on local services and/or domestically 
produced inputs for export producers or produce/manufacture substitutes 
for imports. Dollar sublendings will be made exclusively to dollar 
earners, primarily exporters. 

The general nature and scope of the project is such that it will 
have a beneficial impact. The complete Impact Identification and 
Evaluation Form follows: # 

I 
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IMPACT IDENTIFICATION AND II':VAT,UATTON FORM 

Impact 
Tdenti  F i cn t i on  
nnrl ~ v a  l t lnt  i  o&/ 

1 / Impact Areas and Sub-Areas, 

A .  LAND USE 

1. Changing t h e  c h a r a c t e r  of t h e  land through:  

# 

b. E x t r a c t i n g  n a t u r a l  r e sou rce s  ..................... N 

4.  J eopa rd i z ing  man o r  h i s  works ......................... N 

5 .  Other  f a c t o r s  

. . 1 

I 

B . WATER QUALITY 

2 .  Chemical and b i o l o g i c a l  s t a t e s  ---------------'-------- N 

4 .  Other  f a c t o r s  

1/ See Explana tory  Notes f o r  t h i s  form. - 
2/ Use t h e  fo l l owing  symbols: N - No envi ronmenta l  impact - - 

L - L i t t l e  environmental  impact 
M - Moderate env i ronmenta l  impact 
H - High environmental  impact 
U - Unknown envi ronmenta l  impact 
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IMPACT IDI~N'TIFICA'TION AND EVAI.UA'lION FORM 

C. ATMOSPHERIC 

1. , Air additives N 

3 ,  Noise pollution ....................................... N 

4. Other factors 

D. NATURAL RESOURCES 

1. Diversion, altered use of water ....................... N 

2. Irreversible, inefficient commitments ----------------- N I 

3. Other factors 

E. CULTURAL 

2. Dilution of cultural traditions ....................... N 

3.' Other factors 

F. SOCIOECONOMIC 

1 .  Cllnnges in cconornic/cmploymcnt pntcrrns --------------- FI 

3. Changes in cultural patterns .......................... N 

4 .  Other factors 
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IMPACT IDENTIFICATION AND EVALUATION FORM 

G. . HEALTH 

1. Changing a natural environment ........................ N 

2. Eliminating an ecosystem element ...................... N 

3. Other factors 

H. GENERAL # 

4. Other factors 

I. OTHER PO-SSIBLE IMPACTS.. (not listed above) 
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DETAILED DESCRIPTION OF THE RISK MINIMIZATION FUND 

Three  b a s i c  r e a sons  e x i s t  f o r  t h e  c r e a t i o n  of t h e  r i s k  min imiza t ion  fund. 

o A.I.D. making t h e  l o a n  to  COFISA wi thou t  a GOCR guaran tee1  

o The fund,  by d e f r a y i n g  a lmos t  a l l  of  A . I . D . ' s  r i s k ,  w i l l  enhance 
OFISA1s  chances  o f  r ega in ing  i ts  s t a t u s  w i th  t h e  i n t e r n a t i o n a l  
credit community; 

o The fund w i l l  r e s u l t  i n  t r a n s f e r s  from t h e  escrow account  t o  
OFISA c a p i t a l  base  f i nanced  p o r t f o l i o  d u r i n g  t h e  p e r i o d  o f  l o a n  
a m o r t i z a t i o n  and w i l l  t h u s  a s s u r e  t h a t  COFISA1s supply  of 
long-term l end ing  c a p i t a l  w i l l  be r ep l en i shed  d u r i n g  amor t i z a t i on .  

The fund,  a s  proposed,  w i l l  have r e l a t i v e l y  low ba l ances  when 
repayment r i s k s  a r e  lower. During t h e  h ighe r  r i s k  a m o r t i z a t i o n  p e r i o d ,  
t h e  funds  ba l ances  a r e  h ighe r  and w i l l  p robab ly  cover  A . I . D . ' s  comple te  
e x p o s u r d / .  

The funds  which w i l l  be he ld  i n  escrow by a U.S. f i n a n c i a l  
i n s t i t u t i o n ,  w i l l  be c a p i t a l i z e d  by t h e  payment of  a p o r t i o n  of  t h e  l o a n  
spread  by COFISA. The a s s e t s  of t h e  fund w i l l  be i nves t ed  i n  s h a r e s  of  
t h e  La t i n  American Export  Bank (BLADEX) . 

Annex I o f  t h e  Loan Agreement w i l l  s t i p u l a t e  a s  fo l lows :  

Except a s  A.I.D. may o the rw i se  a g r e e  i n  w r i t i n g ,  t h e  Borrower w i l l  
make semi-annual i n t e r e s t  payments i n t o  an escrow account ,  a c c e p t a b l e  t o  
A.I.D.,  a t  t h e  f o l l owing  annua l  r a t e s :  t h r e e  p e r c e n t  of t h e  ave r age  
o u t s t a d i n g  ba l ance  of  t h e  A.I.D. l o a n  du r ing  t h e  ten-year g r a c e  p e r i o d  and 
t w o  p e r c e n t  t h e r e a f t e r  u n t i l  t h e  ba l ance  of  t h e  escrow e q u a l s  t h e  
ou t s t and ing  ba l ance  of  t h e  A.I.D. loan.  These funds  w i l l  be used t o  

A.I.D. expe r i ence s  wi th  p r i v a t e / i n t e r m e d i a t e  C r e d i t  I n s t i t u t i o n s  i n  
Costa  Rica and o t h e r  c o u n t r i e s  have shown t h a t  t h e  r i s k  of  d e f a u l t  is 
t h e  g r e a t e s t  a f t e r  l o a n  a m o r t i z a t i o n  begins .  T h i s  fund is des igned ,  
t h e r e f o r e ,  so t h a t  i t s  ba lance  w i l l  e q u a l  t h e  ou t s t and ing  l o a n  ba l ance  
( t he r eby  prov id ing  f u l l  r i s k  p r o t e c t i o n )  beginning i n  yea r  twelve,  a s  
COFISA makes i t s  second f u l l  a m o r t i z a t i o n  payment. The fund ba l ance  
c o n t i n u e s  to  equa l  ou t s t and ing  l o a n  ba l ance  th roughout  amor t i z a t i on .  
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a c q u i r e  s h a r e s  i n  t h e  L a t i n  American Expor t  Bank (BLADEX) o r  o t h e r  
i n v e s t m e n t s  which a r e  a c c e p t a b l e  t o  A. I. D. The Borrower's payments i n t o  
t h e  fund and e a r n i n g  t h e r e o n  l e s s  escrow f e e s ,  i f  any,  w i l l  remain  t h e  
p r o p e r t y  o f  t h e  Borrower,  b u t  w i l l  p a s s  to  A.I.D., s h o u l d  A.I .D.  
communicate to  t h e  escrow a g e n t  t h a t  t h e  l o a n  is i n  d e f a u l t .  N o  o t h e r  
c r e d i t o r s ,  i n c l u d i n g  d e p o s i t o r s ,  w i l l  have any c l a i m  o n  t h e  fund.  
A . I . D . ' s  e x c l u s i v e  c l a i m  o n  t h e  fund  i n  t h e  e v e n t  o f  d e f a u l t  w i l l  n o t  
p r e j u d i c e  any o t h e r  claims which A.I.D. may s h a r e  w i t h  o t h e r  c r e d i t o r s .  
Moreover, a l t h o u g h  t h e  Borrower's p r o p e r t y ,  t h e  a s s e t s  i n  t h e  fund may n o t  
be c o u n t e d  e i t h e r  a s  e q u i t y  i n  c a l c u l a t i o n s  o f  maximum a l l o w a b l e  d e b t  to  
e q u i t y  or i n  c a l c u l a t i o n s  o f  maximum a l l o w a b l e  d i v i d e n d s  payab le .  The 
Bor rower ' s  payments i n t o  t h e  fund may be o n l y  w i t h  i n t e r e s t  e a r n i n g s  
(payments may n o t  be made w i t h  A.I.D. l o a n  f u n d s  or w i t h  t h e  r e c u p e r a t e d  
p r i n c i p a l  of  t h e  A.I .D.  p o r t f o l i o ) .  Payments w i l l  c o n t i n u e  u n t i l  t h e  
f u n d s  b a l a n c e ,  i n c l u d i n g  accumulated i n t e r e s t  t h e r e o n ,  e q u a l s  t h e  
o u t s t a n d i n g  b a l a n c e  o f  t h e  A. I .D .  l oan .  I f  a t  t h e  end of  any A.I.D. l o a n  
payment p e r i o d ,  t h e  v a l u e  of t h e  a s s e t s  i n  t h e  f u n d ' s  escrow a c c o u n t  
e x c e e d s  t h e  b a l a n c e  of  t h e  A.I .D.  l o a n ,  t h e  borrower may w i t h  t h e  COFISA 
c a p i t a l  w r i t t e n  agreement  o f  A.I.D. t r a n s f e r  s u c h  e x c e s s  amounts i n t o  t h e  
b a s e  s u b l e n d i n g  p o r t f o l i o .  Any f u n d s  so t r a n s f e r r e d  w i l l  be s u b j e c t  t o  
t h e  same c o n d i t i o n s  which a r e  a p p l i c a b l e  t o  A.I .D.  s u b l o a n  p r i n c i p a l  and 
i n t e r e s t  repayments.  

The Loan Agreement w i l l  i n c l u d e  t h e  f o l l o w i n g  covenan t :  

COFISA w i l l  e s t a b l i s h  and make payments i n t o  a  r e s e r v e  a c c o u n t  t o  be  
h e l d  i n  escrow i n  a  Uni ted  S t a t e s  f i n a n c i a l  i n s t i t u t i o n  i n  accordance  w i t h  
t h e  t e r m s  and c o n d i t i o n s  s t i p u l a t e d  i n  Annex I o f  t h i s  agreement  and t h o s e  
o f  a n  escrow agreement  i n  form and s u b s t a n c e  to  A.I .D.  

The Loan Agreement w i l l  a l s o  i n c l u d e  t h e  f o l l o w i n g  s u b s e q u e n t  
c o n d i t i o n s  p r e c e d e n t  t o  d i sbursement :  

U n l e s s  A.I.D. a g r e e s  o t h e r w i s e  i n  w r i t i n g  p r i o r  to  any d i s b u r s e m e n t  or 
its i s s u a n c e  o f  any commitment documents a f t e r  t h e  f i r s t  i n t e r e s t  payments 
is due,  t h e  borrower s h a l l  p r e s e n t  e v i d e n c e  to  A. I .D . ,  i n  form and 
s u b s t a n c e  s a t i s f a c t o r y  t o  A.I .D. ,  t h a t  it h a s  e n t e r e d  i n t o  a n  escrow 
a c c o u n t  f o r  t h e  r i s k  m i n i m i z a t i o n  fund d e s c r i b e d  i n  Annex I. 

T a b l e  1, below, c o n t a i n s  p r o j e c t i o n s  o f  COFISA payments i n t o  t h e  
escrow, t h e  amount ' s  i n t e r e s t  e a r n i n g s ,  and its a n t i c i p a t e d  y e a r l y  , 

b a l a n c e s  o v e r  t h e  l i f e  o f  t h e  l o a n .  



RISK HINIYIZATION FUND 
3 YEAR DISGURSF3ENT PERIOD 

, 
Year Balance o f  I n t e r e s t  Amortiza- COFISA I n t e r e s t  Projected I n t e r e s t  Fund balance Reflow Fund balance Ratio Fund 

AID loan AID t ion payment earned on i n t e r e s t  earned on before  re- a f t e r r e f l o w  t o l o a n  
(year end) t o  fund annual con- r a t e  fund bal-  f low balarce  

t r i b u t i o n  LIBOR + ance 
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SUMMARY OF BCCR "STRATEGIC IMPORTS M)R WHICH 
FOREIGN EXCliANGE IS AVAILABLE AT THE PREFERRED 

INTERBANK RATE 

1. The C e n t r a l  Bank a u t h o r i z e s  t h e  s a l e  of  f r e e  market  f o r e i g n  
exchange,  a t  t h e  i n t e r b a n k  exchange r a t e  e s t a b l i s h e d  by t h e  Commercial 
S t a t e  Banks, f o r  t h e  impor tan t ion  of  t h e  f o l l o w i n g  goods: 

a. P r o d u c t s  necessa ry  f o r  t h e  i n - c o u n t r y  p r o d u c t i o n  o f  
c a p i t a l  goods, raw m a t e r i a l s ,  i n t e r m e d i a t e  p r o d u c t s ,  
c o n t a i n e r s ,  packing m a t e r i a l ,  and c o n s t r u c t i o n  m a t e r i a l s .  

b. C a p i t a l  goods d i r e c t l y  u t i l i z e d  i n  t h e  p r o d u c t i o n  o f  
ar t ic les  o f  which a t  l e a s t  50% is d e s t i n e d  for 
e x p o r t  a t  ion.  When a p r o j e c t  c o n s i s t s  o f  t h e  
e s t a b l i s h m e n t  o f  a new e n t e r p r i s e  or t h e  enlargment  o f  a n  
e x i s t i n g  one, t h e  above p e r c e n t a g e  is c a l c u l a t e d  on  t h e  
b a s i s  o f  p r o j e c t e d  s a l e s  i n c r e a s e s  f o r  t h e  p r o j e c t .  

c. Replacement p a r t s  and tools. 

d. A r t i c l e s  which w i l l  e v e n t u a l l y  be i n c o r p o r a t e d  i n t o  t h e  
l i s t  o f  i t ems  of  pr imary n e c e s s i t y  and t h e  p r o d u c t s  
n e c e s s a r y  f o r  t h e i r  in-country  p r o d u c t i o n .  

2. Whenever, t h e  denomination .of a l i n e  i t e m  i n c l u d e d  i n  t h i s  
l i s t  c o i n c i d e s  w i t h  t h e  nomenclature o f  t h e  Uniform C e n t r a l  American 
T a r i f f  R e g u l a t i o n s  (NAUCA) , it is unders tood  t h a t  t h i s  c o v e r s  a l l  items 
i n c l u d e d  i n  t h e  c h a p t e r ,  group,  e n t r y  o r  s u b e n t r y  o f  t h e  NAUCA and 
C o d i f i c a t i o n  Manual of  t h e  NAUCA. 

When t h e  a l p h a b e t i c a l  denomimation ( l i t e r a l )  o f  t h e  l i n e  item 
or p r o d u c t  is more r e s t r i c t e d  t h a n  t h e  r e l a t i v e  c h a p t e r  t i t l e ,  g roup ,  
e n t r y  o r  s u b e n t r y  o f  t h e  NAUCA, it is unders tood  t h a t  t h i s  o n l y  
i n c l u d e s  the s p e c i f i c a l l y  mentioned i t e m  i n  t h e  l ist.  

( A  comple te  l i s t  o f  s p e c i f i c  " s t r a t e g i c "  i t e m s  i s  a v a i l a b l e  i n  
LAC/DR and Miss ion f i l e s . )  




