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MEMORANDUM FOR TKE DEVELOPMENT LOAN COMlIITTEE 

SUBJECT : Costa Rica: CONF'ISA, Pr ivate  Development Bank 
(Second Loan) 

Attached f o r  your review a r e  t h e  recommendations for '  
authorization of a loan i n  an amount not t o  exceed $5,000,000 
t o  t h e  Corporacion Costarricense de Financiamiento Indus t r ia l ,  
S.A. (COFISA) t o  a s s i s t  i n  financing t h e  do l l a r  cos t s  of subloans 
and equi ty  par t ic ipa t ion  by Borrower f o r  t h e  c rea t ion  and expansion 
of i ndus t r i a l  and a g r i c u l t u r a l  enterpr ises  i n  Costa Rica and Member 
Countries of t h e  Central  American Common Market. 

This loan proposal. is  scheduled f o r  consideration by t h e  
Development Loan S ta f f  Committee a t  a meeting on Monday, June &t,074 
1968. 

Rachel C. Rogers 
Assistant Secretary 
Development Loan Committee 

Attachments: 
Summary and Recommendations 
Project  Analysis 
ANNEXES I-nJ.1 
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COSTA FUCA - COFISA, P r i v a t e  Development Bank 
(second ~ o a n )  

S U ~ ~ ~ ~ Y  AND REC OMMENDATI ONS 

1. Borrower: Cmporacion Cos ta r r i cense  de Flnanciamionto I n d u s t r i a l ,  
S.A. (COFISA), a  p r i v a t e  development bmk.  

2. h o u n t :  Not t o  exceed #i5,300,000. 

3 .  Other Financing: COFISA w i l l  be r equ i red  t o  s e l l  a d d i t i o n a l  sha res  
f o r  a t  l e a s t  $1,500,000 e q u i v ~ l e n t  t o  be paid  i n  a t  l e a s t  p a r i  passu 
wi th  A I D  d i ~ b w s e n e n t s  and i n  n o t  more than two y e a r s  from t h e  f i r s t  
A I D  disbursement. P r i v a t e  1i.S. and European banks a r e  expected t o  
make a t  l e a s t  an a d d i t i o n a l  #1,000,000 a v a i l a b l e  i n  short- term c r e d i t  
l i n e s .  

' b  

4 .  Purposes: To provide f i n a n c i n g  l o r  oconomic d i v e r s i f i c a t i o n .  To t :_. 
e s t a b l i s h  an e f f e c t i v e  p r i v a t e  l ender  f a r  a g r i c u l t u r a l  development i n  
competi t ion wi th  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  - 
continued expansion 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  suppor 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 the  
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 i s  
t ak ing  needed f i s c a l .  and o.metary measures. To h e l p  develop a domestic 
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  
home. To expand U.S. expor t s  by r e q u i r i n g  a l l  l oan  procesds be used f o r  
U.S. procurement. 

- 5. Procurement: The loan proceeds w i l l  be used on ly  t o  procure goods and 
r e l a t e d  s e r v i c e s  wi th  U.S. source  and o r i g i n  (excluding marine insurance) .  

6. P r o j e c t  Descript ion:  Changing t h e  r o l e  and emphases of  the  e f f e c t i v e  
i n d u s t r i a l  development brnk (coFISA) by providing it wi th  both t h e  funds 
and an i n c e n t i v e  t o  f i n t n c e  t h e  highest  p r i o r i t y  product ive  p r o j e c t s .  
Emphasis i s  on moving COFISA i n t o  a g r i c u l t u r e ;  i t  was l a r g e l y  l i m i t e d  t o  
i n d u s t r i a l  lending dur ing  i t s  formation per iod  whi le  d i s b u r s i n g  t h e  f i r s t  
$5.0 m i l l i o n  A I D  loan.  Reduction of t h e  r a t i o  between loan  funds  w d  in -  
c r e a s e s  i n  COFISA's e q u i t y  i n a u r e e  a g r e a t e r  mobi l i za t ion  o f  Costa Rican 
funds t o  provide t h e  source of  l o c a l  c o s t s  f i n a n c i n g  which i s  e s s e n t i a l  i n  
a g r i c ~ l t u r e .  COFISA i s  a l e o  being given an  i n c e n t i v e  t o  make more e q u i t y  
investments t o  overcome t h e  t y p i c a l  u n d e r c a p i t a l i z a t i o n  o f  Coeta Rican 



f irms and to l~cgin t l ~ c  creation of a capital marltot. It is recommondcd I I -- 

that usc cf funds horn tho socond AID loan bo prolul>itcd for induskrics ., 
in tllc "C" c d q o r y  ol tho CACM Industrial Incentives Treaty (primarily I 

I 

asscmbly o r  pacltaghg operations). I 

I 

I 
EXIMBA N l i  nncl Alternntive Sources of I;'i.nancin~: In May, 19G7, the 

! 
7. ---- -'. 4- 

Eximbank inforined AID i t  w a s o t  prepared to consider this loan. ExIm , .. . .  . I .  _.- ._ . 
8 .  intcrcs t ra tcs  :vould not provide Uie incentives for priority inveslment ! -- 

on which this project is n o ~ .  based. Present  lending policies of tho IDB I ,  

and D312D require acceptable third party or  government guarantees. No 
gov o,rluncnt guaranty is desirable since COFISk as a private lendcr should 
be indcpcndent of government. II;'C loan funds a r e  too expensive (74 - 9 
per cent), and forcipp bank lines of credit  are inappropriate sources ior 
medium and long-term loans. 

8. Counl .~y 'l'c;un Vicws: Thc Country Team gives tliis loan socond priosi- 
ty, after the ma1,aria l o w ,  a s  an integml part  of i t s  weraU stqakgy. 
The continuing Ciscal tlnd ddnnce o l  payments pro5lcms can most readily 
bc resolvcd climing a period of rapid economic growth. The availability 
of thcsc A D  1~1~1s  will help maintain (he growth ra te  and alscr malce i t  
possiblc for thc Cculx:d 13anli to r e s i s t  demmds for an increase in do - 
i~ lcs t ic  crccLit whic11 would ~xace rba tc  the balance of paymcnts problcms. 
Thc subloan projects wil l  help the balance of payments directly. Sub- 
strmtinl sclf-hclp mcnsurcs iinve been taltcn dru'ing the past year in thc 
i'iscal I'icld a s  well a s  in improving incciilivcs ior non-traditional a@ - 
culture. With Government programs oi.icntcd toward education, hcdih  
and other Alliance objectives (no military oxyenditures), thr?so Sell-help 
mcasures just:@ m AID input of more than $4 million ir. FYG8, The 
COFISA 1oa.n is moro appropriate than any alternative because 01 its direct 
support for tho private sector. Tho loan wi l l  also increase U. S. e4qor t s  
both now and through future years by creating domands for spares  and 
replaccm cnts. 

S:.ntutor y Criteria: All st;;~tutory requirements of the Foreign Assistance 9. --A 

Act have bcen mct (Annex One). 

10. Major Issucs and Conditions z 

Why a second COFISA loan? 

Bccauso COFISA has been succosaiul both administratively and fi- - 
naucially, one can argue a second loan ie not needed to build Llie 

UNCLASSIFIED 
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iilstilution. Thc socond loan provitlcs tllc incentive for a capital 
iucrcaso diluting shave valuo and tho rcsourccs for a dynamic cx- 
pausion, bul thc primary roason for the sccond loan is to talcc ad- 
vmlagc of tho elfectivo privale institution already developed to di- 
rcct  bath AID ,md Costa Rican iuntls to priority development ob - 
jcclivcs, e q ~ e c i d l y  to commercial agriculture (Sections D[, A, B; 
m* C) ,  

Tficrc i s  slill an bnporLmf: role lor COIWA in lcnding to in; lusl~ics  
which do not cxport oulside the CACM or ~ r s c  75 pcr  cenl CACM 
raw materials to: (1) incrcaso support for the CACM, (2) ltccp Cos- 
ta Rica colnpclitive wilh otlicr CACM countries rccciving AID iunds 
for similar pulyoses, (3) provide cmployrncnt, (4) increasc COI7I- 
? I t s  ccpity holdings to hclp devclq) a capital markct, (5) provide 
Iini~ncing for TI. S. equipmcnl; competiog with that o l  othcr developed 
counl.rics. The most marginal industrics a r e  not eligil~lc, tli i f 1  the 
size of tbc intcrest ra te  subsidy is greatly rcduced, Availability 
of An)  htls  for U. S. procurement will permit use of a h i g h  pro- 
portion of C(31?ISAqs capilal and secondary gonera.tion for local cost 
loans in thc priorily iields (Sections I. C; II. A, 13; 11I. A, D). 

AlLhoug11 COFISi has more sharcllolders than any  other lending 
il1stil;llCion j n Costa Mca, over 6 5  por ccnt is owned by 20 family 
grorqls. W c  rcoomn~end the contlition 1:)o conl;inucd .that, without 
the prior wr lLtc~~ q)provd of AID, r~o  n a ~ u r a l  o r  juridical pcrsbii, 
o r  anyone relalcct to the same wilhiir tho scconcl dcgreo, shall own, 
clircctly or  indirectly, marc than 5 pc r  ccnt of COFISArs voLing 
stock, Thc scven ma1  l,oud of clirectors owns 22 pc r  cent, but 
less  llml 7 par  cent of loans have bccn L;o .firins in  ~vlucli b0;u.d 
mcmfx:rs :u~d thq j r  fnmilies control 33 pcr cen;; or  moro. Ncver- 
hulcss, AUI is criticixcd lor giviilg substantial assistance to a 
::1:n:~1.1 group, though it is dynamic, crflcicnt and mincliul of tlio 
nationxl intcrest, Wc recoinnicncl C0i;'ISA bo rcquired to place at  
lcas t & 00,000 equivalent of tllo ncw shut issue with persons or 
f i rms not s11:ircLiolders on Uccembor 31, 1967 (Section I. B). 

S:)mc sl re  d s o  critical of the supposeclly high earnings on COFIS.4 
shares, We i ~ o c o m e n d  a limitation of 12 per  cent on cash divi- 
dcnds bo rctahled for the  20 years  of the AID loan and that the 1 2  
por cent cash dividond limik be rccluced whenover stock dividends 



I 

U., Rccomrrcndations: Authorization of a loan b COPISh in an amount not I 

to exceed $5,000,000* I - 
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Terms: Loan t o  be repaid within 20 years  including a  5-year grace 
period.  . 

I n t e r e s t :  Three percent per annum on drawings fo r  p r i o r i t y  p ro j ec t s  
f o r  f i v e  years  a f t e r  which the  r a t e  w i l l  be r a i s ed  t o  f i v e  percent. 
Five percent on other  drawings, which m y  not exceed $2,500,000. 
P r i o r i t y  p ro j ec t s  a r e  defined a s  those d i r ec t ed  pr imari ly  a t  
increas ing exports  outs ide  the  CACM o r  exchange earnings from 
tourism, those increas ing ag r i cu l t u r e  production d i r e c t l y  o r  the  
processing of Costa Rican a g r i c u l t u r a l  production, and o ther  p ro j ec t s  
f o r  which COFISA can show t h a t  75 percent of the  i npu t s  a r e  of CACM 
o r i g i n  and the  expected s e l l i n g  p r i ce  of t he  output  i s  within  25 percent  - 
of t he  normal landed c o s t  of s im i l a r  imports. . . 

rr'  7 ' -  

.-I. . ,- 
- 3  

Repayment: I n  U.S. d o i l a r s  unless  t he  Government e n t e r s  a  two-step 
agreement f o r  the  use of colon repayments with terms t o  the  Government 
40 yeers  including a  10-year ace period and i n t e r e s t  of 2 percent  
during t he  grace period and percent t h e r e a f t e r  with repayment i n  
U.S. d o l l a r s .  

Other condi t ions  : 

Except a s  A I D  may otherwise agree,  a  profess ional  economist 
and an a g r i c u l t u r a l  s p e c i a l i s t  acceptable  t o  A I D  must be added 
t o  t he  COFISA s t a f f  before  commitments exceed $1,000.000., , 

The maximum i n t e r e s t  r a t e  charged t o  sub-borrowers u t i l i z i n g  
these  funds w i l l  be 8.5% f o r  p r i o r i t y  p ro j ec t s  and 10% f o r  
o ther  pro j ec ts . 
No loans  or  investments w i l l  be made with funds from any source,  
including subsequent r o l l o v e r s ,  which w i l l  d i r e c t l y  o r  i n d i r e c t l y  . ". 

inc rease  the production of cof fee ,  sugar or  cot ton except a s ,  
A I D  may agree i n  wri t ing.  

Agr icu l tu ra l  loans  must be based on a  comprehensive p r o j e c t  t o  
be considered p r i o r i t y ;  equipment f inancing or  crop f inancing,  
except as p a r t  of a  l a r g e r  p ro j ec t ,  a r e  not  p r i o r i t y  p ro j ec t s .  

Outstanding loans  f o r  the  banana indus t ry ,  including companies 
whose p r inc ipa l  business i s  se rv ic ing  banana farms o r  providing 
t r anspo r t a t i on  f o r  bananas, may no t  exceed $500,000 from a l l  
sources of funds, except as A I D  may otherwise agree  i n  wri t ing.  

UNCLASSIFIED 
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COFISA will make no l o a n s  from any sou rce  o f  funds  t o  purchaee * ... z .- .-'. 
. ,. 

e x i s t i n g  s h a r e s  and may not make l o a n s  f o r  purchaae - 
of. ncw sllnrcr in oxl)m;cling or  new entorprisea u n l e s s  'COJJSA 
itsclf purcl~ases cquity equal nt least to the equity financed, 

' # 

. '  No rliscr i~nination 3 b d l  be practiced tdth pt-ospn.c tPro clionts. , 
with rcspcct to thcir nationality or citizenship. Forclym * -  
aq~ l i t y  p:: cticipntion, a h d l  not oxcocd 40 percent of COFIS'A'S i 

voling sLoclr. ._ - 

Oilwr conditions, d o s t  of which are normal for dcvelopmenl; bank - 
loons ,  are s h o w  in AnnoxrFive. 

PROJECT COMMITTEE: 
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The idca of a private industrial development corporation in Costa 
Rica dntcs from about 1948 whcn the local commerci:~l banks were nationalizcd. 
A1. that time 12odrigo Madrigal Nieto, a young attorney, wrote a brief pnpcr dis- 
cussing thc possibility of such an institution. Thc rationale was the nccd to 
finance an 3 larger scalc the dcvclopment necds of the private industrial s c c b r  
to diversjfy the national economy which was then dependent on the production of 
:~g~ icu l tu ra l  con1 modities, parlicu1a1-ly coficc and banmas,  the world pr ices  for  
which were subject to scvcrc fluctuntions. Stimulation of tlie private industrial 
scctor,  it was rcasoncd, would ass i s t  materially in providing jobs for a rapidly 
growing population a s  wcll a s  contribute to tlie amelioration 3C trade delicits by 
encouragcmcnt of import substitution industries. 

In 1957, Madrigal visited t;hc U. S. under ICA auspices to study 
c;l pita1 fornmtion; (.llis tr ip resulted in furlher conversations and sludy c! C Lhc 
possil~il i t ics of a lxivatc dcvelopinent institution by Costa Rican businessnlcn. 
J3y that timc it bcc:lme clcnr that strong cstcrnal economic support would be 
rcquircd to ass i s t  in the formation of the development corporation, and various 
possible s o w c c s  for such support, among thcm thc Banco Nacional de  Mbxico 
and CrCdito Burssiil,  were appronched without succcss. Growing intercst  was 
gcncratcd among local industrinlists nnd cntreprsneurs, especially a l tcr  the 
approval of thc Jntlustrial Incc~~ t ives  Law in 1950. Duriiig the early 19CiOfs, 
with tlic approva.1 of the President of Costa Itica, serious conversations were 
initialed with A D  for long-l;erm financing. The Madrigal group noted that the 
nationalizcd banking system was insufficiently liquid to meet the mcdium and 
long tcrln necrls 01 the private sector,  that tlie existing I~anking s y s t e ~ n  rdsponrled 
a t  Ixst only slowly to industrial crcdit applications, made loans primarily based 
on adequacy o l  collateral ra ther  than on in-dqf3 project evaluation, and, :is 
government entities, were subject to political pressures. in April 1963 an 
organizing commitiec. l'or the development bank, hcatlcd by Madrigal, formally 
submilled an a,pplication lor an A D  loan lo complcmenl; permanent equity 
capital to bc raiscd Oonl local entrepreneurs for tile creation of Corporacibn 
Costarricense d c  Financiamiento Industrial, S. A. (COFISA). 

The Capital Assistance Paper of 1963 called for  the creation of a 
complctcly private industrial development corporation to finance a portion of 
the capital requirements of thc private industrial scctcr. In November 1963, 
an AID loan to COFISA was authorized which was signed in  December 1963. 
This loan was for $5.0 million at 2 percent itterest for 20 years with a 5 
year grace period. Up to  $1,250,000 was for local currency use while 
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. 1. . 
$3,750,000 was limited to U. 8. p r w u r ~ m c n t .  To qmlLEy for initial tlishursb- - --- 

merit, COI'JSA was rcquircd Lo have commil~nents for $ L O  million equivalent 
in crp ital to bc paid in over the anticipalcd Ulroe-year 1.drD disblrsemcnt pc- 
riod. This requirement was satisfied by initial payment of %200,000 oquiva- 
lcnl in sh:lro capital and legally Lindi:lg commitments for L!e remainder, a l l  
of which has now bcon paid. 

A.n imporlant fcature of SOZ'IS.4's cquity issue was the prohibi- 
tion a\;ninst acquisitiol~ of more Lhnn 5 percent of COI'ISA1s stock by any hu8:- 
ncss  entity, inclividual or  immediate family group; tho result  h a s  been tlmt 
C O171SA 's original stocldioldcrs numbered 136, making COFISA , after the 
National Cement Company, the most widely held privato corporation in Costa 
Rica. This ownership 1im.itntiorr remains in  effect. Of the 136 original sharo- 
holders, eight subscribed for the full 5 percent limit ($50,000) of whom tllreo 
became members of tho Board of Directors. Approximately one half of the 
original s t o ~ l i h o l d c ~ ~  subscribed under $3,000 each. Only 18 of the original 
sharcholdox subscribed to over $16,000 equivalent, although these 18 pur- 
cliased more  thu~i half the shares. 

A manager, inilustrial engineer, financial analyst and otJler ad- 
ministralive personnel wcrc ellgagcd; a Boarcl of Directors and vig~i*'rlce corn- 
miltec were elected, and COFISA made i t s  L r s t  subloan in October 1964. 

Whcn i t  appcarcd in carly lOG6 that t he  iirsl loan would soon ba 
fully conmiltcl?tl to sub-projects, C O I W  began discussing lhe possjbilily of a 
S ~ : C O I I ~  loan. The negotiation of this second loan has been long and difficult. 
COFiSA could not show to the satisfaction of the USAW that i t  required n sec- 
ond concessionary loan to continue in business. The very success of COFISA 
handic:q)l)ed i t  in getling a second AID loan in comparison with other Central 
American dcvclopment banks. Moreover, the favorable t e r m s  of the first  
loan mean that a second loan and an increase in COFIShls capital will reduce 
the valuc of each COFISA. share. COFISA shares  which have been sold have 
not co~nlnandecl a substantial premium; as recently a s  mid-i9G7 COFISA. 
sharcs  werc sold a t  par. As most COF1.iA shareholders purchased their 
sharcs  a s  an investment, not to enhance possibilities of financing for their 
companicfj, there was major prossure  for payment of a divi:lcnd as soon a s  
pxs ib l e ,  thccehy limiting the amount of resources reinvested. 

In 1966 a second Costa Ricm business group proposed to A D  the 
eabblishment of a second development bank with an AID loan to providc com- 
petition for COFISA. Thirc group maintained that COFISAfs hoard of directors  
played favorites in making subloans. Moreover, the second group was pre-  

x e d  to accept for i t s  first AID loan tho t e rms  which COFISA was not prepared 
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to ncccpt at  tlwl I.irnc for its SCCOIIC~  loan, c ~ ~ c c i : ~ l l y  a11 U. S. procurcmclil and 
;1 live ~ C L '  cent inlercst raLc. 11 did no1 appcnr t int  thc scconcl group could dc- 
vcloli n proSiL~l)lc opc-:ation Sol- a fcw ycars on tho I?asis of this nssistancc. In 
Scptclnl)cr of 1 9 G ( i  :In LIUt was prcscntcul proposing a second loan to COFIW and 
a loan to Lhc ncw   yo up of hsincssmcn. Thc IRR was rejectccl by thc CAEC. 
The Missicn was urgccl to atlcrnpt 1.0 bring the new group into' COli.l% in con - 
ncction with a sccond loxn to benefit l'rom thc economies of scale inhorcnl in a 
single Iar'gec or~;nnization, 

LJcspj tc 1113 jor Mission clibrts, Icw members of the altcrnalivc group 
a r c  prcparcd to p~wchaso part  of thc ncw COFISII issue. Pa r t  ol: the 1)roblcm i s  
:l clash of pcrsonalitics among the lcading figures in cacli group, but the major 
j>roblcm is t h t ,  cvcn if the alternntivc group should purchase 10 o r  evcn 2.5 pcr 
ccnt of COFiSA1s shares,  it woulcl not bc cntillccl to even one seat on tlie COFISA 
board. Therc is no Costa Ilican law providing for minority rcpresentalion. 

Nc;otiations with COI'ISA t l ius  made slow progress. An I l U l  was 
approved by thc CILICC in May of 19G7. I1 bccanlc increasingly npparcnt tin1 tho 
over-~~lcourngc~nc~l t  wjLh fiscal inccntivcs of industry in Central America was , 
crcnting a weak assembly-oricnted industrial structure and serious fiscal prob- 
lems, Cosla i l ic :~  did not ratdy tho Cerllral American p r o t ~ c o l  mildly limiting 
inclustrial fiz cr~l  inccntives until early 19G8. The Mission clid not believe thal 
additional a2 iistancc to induslxy had a high priority lor A D .  

Finally in early 1936 C O F I S h  dcvelopod more intercst in a. secolld 
A D  1o:u1 as i t  hegm to dcvelop a backlog ol: good projects for which it lacltcd 
P~.mtis a s  its lincs with foreign banks were used to the extent believed wisc. Tlie 
Ni s s iw  'oak advanL.cl.ge of this interest to explore with COFISA the possihilitics 
of convcrtlr-A i t  into an institution to finance high priority iuveslment in airicul- 
ture, ti12 processing of apiculhlral  pr~cluctioll and industries which can c.xport 
outside the CACM. Negotiations on these points have resulted in the proposal 
presented in this paper. 

'I'hc CorpornciGn Costnrriccnse de Financiamiento Inciustrial, 
S. A. , COFBA (Costa iiican Industrial Financing Corporation, Inc. ) was legally 
established in San Josb on August 29, 1063 as a private corporation. 

The Board of Directors of COFISA is composed of the Chair- 
man and six members. Each of the present members of the board or  hi^ h d y  
hold some shares although it  is not required that they be shareholders. Tho 



Board is clectcd to a four-ycar term by lhc Gonaral Assombly of stocltholdcrs 
with one voto for each share of stock hold. Tho individual board membora a r o  
oligibls for reelection. 

Thc stalf cf COFISA includes a managcr, an a s s i s b n l  manager, 
an executive secretary, an nccounlant, a chief 01 operations, 'three loan officer s, 
tllrcc scc reh r i e s ,  thrce oolIice boys and one part-time lawyer. A Costa Rican 
consul ling firm wlucli has working :rrraugemenl;s with many Central American, 
U. S. and fiuropem i i rms pcrl'orms I'wsibility studies for COFISA, usually assign- , -.. 

.I r- 
d, ing a specialized cnbincer to each study. 

A Vigilance Committee with three membcrs is elected every 
two years  by the Ckncral Assembly. The function of this Committee is to audit 
the meetings of the 13oard of Directors; although members of the Vigilance Com- 
mittee do not have a voto in Board of Directors decisions, they may participate 
in diccussions. 'I'ite pr !sent; Vi1;ilance Committee collectively controls it tol.al of 
about two pcr cent of the tolal COPISA stoclc issue. I 

L 

....'.. 

Thc Board of Directors mects a t  lcast  once each week. I ts  . , 

. L 

main function, other than tbc hancUing 01 internal l~usiness,  is that of a loan com- 
r -- --- .- 

mittee. The Manager, who is present a t  Board mectings but has no vbtc, prcscnts 
credit requests on whose elil?;ibili'iy the 13oard passes. Criteria for projecl; cl.igi- 
bility follow the gcncral requirements lor develol~rnent projects. The critcrin 
llavc been i inprov~d over time partly ijecauso of continual dialogue bctwccn CO- 
FEA and USILL). 11 prqicct is Lirst dcclared eligible; it may thcn bc presented 
a s  is ,  i f  sufficiently detailed, or  it may be sent back to the applicant o r  to COb'I- 
SA1s tccllnical ov Linancinl stdf lor Lurtlier study and/or dcvelopment. Wllcli an 
eligible loan pxoiect is prescntcd to the Uoard for 1ina.l considera:ion, tho Board - 
fixes the intcrest ra te  cnd eshblishos the collateral and other details. Ubard 
clccisions m e  made on the basis of a simple majority, and AID concursencc is 
sought only a s  required by the Loan Agreement, i. e., when a director, ofticor 
o r  principal stockholder of COFISA is the sub-borrower, i f  the subloan is in 
cxccss of $200,000, o r  i f  an  equity position is to be undertaken. 

As remuneration for their services, Board members receive 
$150.00 ($22.50) pc~: meeting, and Vigilance Committee members receive 
($150.00. 

No ixdiviclujl  hareh holder or family may own more tltzn 5 pcr 
cent of CO>'BA1s stock. In March 1968, the number of individual owners had I 

r isen to 181. However, among the 181 shareholders, 20 now hold more than i 
$15,000 equivalent worth of COFISA s b c k  each - individual holdings larger than L. .- . 
1.4 per cent. At least  65 per  cent of the s h w e s  are in the hancle of noimore  8: . . ... 

\ 

UNC LASS1 FLED 



th,m 1 2  per cent of the total. stnckholclcrs sincc somo shares aro hclcl in  an indi- 
vidunlfs own nanlc and, at the  s a n e  Li~ne, in that of ore  or more of his ccimpnnics, 
cven though the 5 per  cent m;ucirnum li.mit iu not violated. The Board of Dircctws 
owls in  bi;~l  nppro:cin~nl;ely 22 per ccnt oT tho sl:oclr of COFISA. Thus, clcspite a 
nun~crically subshntisl vwnerlsl~jp ham for Costa Itica, eileclive control rests in 
relatively few hand H. 

\ 
'I'll is cnnccwl:ratio~l of control has not Ijccn abusccl. Othcr Cc!n:.ml 

A~~ioricnn cicxcloim~r:nf; Izal?k!; as we2 as  most Cent.al Animican Ijusincssos havc 
wen mo~:c-? ~*eslsict:ecl owncrshjn, and control in solno other p r i p t e  CACM clcvdc~p- 
mcnt I ~ a n k ~  ~*esrL.s wiL11 an wen sniallcr group. Fl~r thc~more,  the ntunhc:: and 
m:ipi.tucle 01' COI'TSA. loans made to all C0k'J.U stocld~olclers, not just thosc own- 
ing 5 per cent of thr, Iota1 issuc.p,re not a s  large as  had been cq~ectcd at  the ti1nc: 
1:hc 196.1 Capital Aesi~f~anczo Pqxr wn.9 written whcn it was anticipatecl that indi- 
viclual n i e m h ~ ~ ' : ~  of t.he Roilrcl of Directors, composed of promincnt, ablc and 9.;;- 
grcssive l > l ~ s i w s : ; r n ~ n ,  . m J d  Lw borrowors of substantial magnitude. 1'11a.t this ha; 
not c~cc~li*rc:ri 3.: 7 ~ ~ 1 :  w n  Iw Been in 'l'ahle Ono showing total lending of COF?S.\ nmi 
Am funds to  entil:iea i l l  w1iic.h 2ny CQFISA shamholder, not only the largcs: owners, 
have i in i~nc j~ l  in(:e~:'sf;~,  

A. COFIS11 study jndicntcs that only 7 per cent of its 1o:~ns liavo 
been 1x1 compn~liw i~ which m e m b w s  of the bomd or the managcr and t l~cir  iarni- 
lics have an i~il.orest of 33 per cent or more. Even this percentage is esaggeratccl 
since the loans to Con~paiih Agrl'cola Santiago, S. A. were made before its owncr 
became a. member of the COFISA board (he and h is  family own only a small block 
oC C O F S 4  shores). Exclusion of them loans would reduce loans to comp,mj cs of 
bonrti mernbors and the tamager to 3 per cent, In short, COI;'ISA has Ixwn ma~~:~gcci 
as a devalopment bank serving al l  Costa Rion, not ae a ebolcholtlors olub, - 
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COFISh Repayment Lines of C~.c(lit;* 
A D  Funds, Funcis Funds Funds - 

1 Assr;micr.o y Dcpbsito do 
Marlords Barh~r8, Llda. 4,812.03 

1 Donald Ii. Stewart, Ltda. 19,548'. 87 
1 Caribbean Vcneor Co, , S. A. 
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Funds 

Carlos Federspiel & Co., 
S. A. 
hltiustria Nacioml de 
Papcl, S. A. 
La N:~ciOn, S. A. 
EcliLorial La lmz6n, Y.A. 

I . , ;~l~ori~tor ios  Luz, S. A. 
Productos Plbsticou, S. A. 
Compaiifa dc Plksticos y 
!?ii:!uillios, Llcia. 

X~~tlustria Nacional de 
Ccmcnto, S. A. 
R ~ w i  Continental , Ltda. 
Socictiad Arew y Grava 
Ricalit, S. A. 

Productos Electr6nicoe8 
S. A. 
Panatra, Ltda. 



COFISA Repnymont Lines of Crcdil ! 
AID Funclu Funde Funds Funds I - I 

INVESTMENT DEVELOP- -. 
M T: h' 'l' - 

Omar llcngo Obrogbn 
Edmund Woodbridge Mange1 

TOTAL IN DOLLARS 1,241,036.51 1,174,238.38 817,426.70 519,35G. 40 - 
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COE'TSA, upon 1,cing organized, advised AID that its main ac- 
ttivity would consist of rnalti~g Loans or  puticipnting in tho ecluiLy financing of 
privntc indt~s'irinl entoq;rjses wluch aro financis.1ly sound and contribum to the 
cconomic dcvelopruent ol: Co.;la. IEica. It was anticipatcd, however, b a t  among 
other a ctiv il.jns i n  wli ich C0FLc;A might participate would be the issuance of 
pnr'nntce:;, underwriYng ut;ock issues, olTering tecllnical assistance to client3 
and trndo i n  Coroign axchange. 'Iho categories of industries to be financed in- 
cluclcd Insic raw materials, i. c, , forcstry products, agricultural industxies, 
sea Iood indlislxies and mineral extraction; manufacturing industries including 
3.11 production activities involving more or  less extensive processmg o r  re - 
yuiring a large aiz~ourlt of equipmenl;: and service industries. 

Contrary to what is reputcd to be characterisiic oi tlic mant- 
in::. CJC bans thl.ou~;il Lhe cxis~jng nakiondized banking system or of I1strcet1: 
t r r ~ n s ~ ~ s t i o ~ x  throi1~;11 which short-term money is made available at high interest 
charges, C O F W  ~srol)nsod to make loans bascd in large measure on tlic ap - 
prai so.1 of n projeci:'~ eco~min ic and technical feasibility, rather than relying 
priinarily on the adequacy of collatoral. 

, . 

Prio~: lo the initial disburseu~ent of ALD funds, COFISA sub- 
111 ittcrl a l > y ~ ~ 2 ~ ~ ~ d  opcraI;;ci~;s p3.'og~an1 inclucling ~n idcl:'iifical;ion of b e  kind o f  
11 i : t ~ \ : i  ~t VA )IIJ ci ;;lake and general pcoccduros. 'i'i~is proposed program noted ill:tt 

whil c COrJSII wouIr1 not li~lance ayricultural activities directly, i t  expeclcd to 
h c l n  d ~ w d o p  the aqfcultural resources of tho country by financing processing 
imi~; ; j l~  ~ C S  thai usc agricu1t.ma.l products for food or as  raw matorials for other 
1nr.iustries. COYLSA also aqxcd  not to fjnmce ventures which might result in 
thc incrmse oE production of any agriculturql commodity in world surplus: GO- 
E'IEA contcsnpla.t,ed playing a substantial proinol;ional role in attempting to ovalu- 
ntc tlcposits of mineral resources. I-i; cnlphasized the promotion of industries 
which would increase Costa ltican exports a s  well as substituting.for imports. 

( ' ;( i?~.lX'~l ;L!.~io indicatccl it would not approve subloans for 
proj jncts dq~c.,~idc.r:~t; on coni;ir~uatiou of high protcci;ive tariffs. The s{atcx.l basis 
of this policy was  COlclS.4'~ aim of increasing the cSXciency and competitive 
ability of Costa Ricm iudustry. Although COFISA expected that cquipmcnt ii- 
nnncctl by s1h1oan.r; would nor~nally be secured by chaiLel mortgages md, possi- 
bly, additional propcrty mortgages, it expected _.______-I to __ rely _ mahly _-_- on the - fa%sjbil.ity ... . 
of om11 pr ojoc t, qqnings  p ~ - ~ ~ p - ~ ~ c @ J  the financia!, position and mq-n:~~wi.i~_< _-_. ___. - --- . - 1- technical abil~tles as tho main dotcrm inants in considering loan applications. __ _-.-.- - --__ -_____- _- . .-*-._. .. ..------ - - . \ . - -  .-- 

Beyond tho col6n and dollar funds made available undcr the 
A , D  loan, which were to bo lent for not less than two nor more than twclve y e n s  
lor tho importation or CACM acquisition of equipment, fixed assets (excluding 
land), long-term inventory needs, raw materials and industrial const-ruction 
costs, C0IL"ISA plannad to opon lines of credit with private U. S, and otkcr com- 
mercial banks for short-term lending to borrowers whose needs would meet the 
general development criteria o stabliehed, 



a C01i'IS9ts program of operation also cnvisioncd cquil;y invosL- 
mcnts in now SIXWO issues, normally Lo bo mado in combination with loans. Such 
activity was not only con~is ten t  with COFISA18 rolo a s  an industrial dovclopment 
institution but a160 conducive to  tlm eventual formation of a atock markct  in C o ~ b  
Rica. 

COFISA bogan to make loans for agricultural procluction in 
1967, and i t  5 8  exl~ectcd that COPISA will o.xpand i t s  role in agricultural lendi.ng. 
Othonvitle, i t s  basic policies h a w  not changed. 

C. Evalualdon of Performance U~ldcr  F i r s t  Loan 

i n  Novcinbcr of 1963, AID authorized rr loan ol$5.O niiiiion tr, 
COFlSA " to facilitate the establishment of a private devolopmcnt corj~ura'iion 
ant1 c n d ~ l c  i t  to malre mccliuin and long term (two years  to twelve ycars) loans 
and talrc! cquity participation so a s  to promote the creation ancl expansion of pri- 
vatc industrial enterprises in Costa Rica" . The building of a new in.&itution, 
which was the principal purpose of the f i r s t  loan, has clcarly bccn aclucvcd. 
COFISA is established. It  makcs medium and long t c rw  subloans and tdccs solilc 
cquity participations. I3y March 31, 1968, COFISA had madc 440 10 ,~s  Tor a 
total of $11.2 million;55 of the loans fo r  $2.6 million were made to covcr fixed 
investment in new industrial establishments, and 61 oporations fo r  $1.7 million 
tg  providc working capit'd to new industries. A total of 132 loails fo r  $2.8 
million financcd fixed investment in expanding f i rms  and 201 operations'for $4.1 
million working capital in  exp'wding firms. 

2. Operating Mcthods Unusually Good 

'I'he project Committee is plcased with the rcsults  of COFISI'; rj 

operations :~nrl i l s  .----- lnodua operandie .-.-- Its  board has become a high-quality l o m  
committee bringing together more diverse talent tlmn any cornparcable orgcl~iza- 
tion in Costa Rica o r  most other dcveloping countries. The board mcmbcr:; have 
Lcen willing to spcnd time and effort in studying loan applications far bcyond what 
could normally be expeckd for  the compensation received. Most board mclilbcrs 
consider their work in COlW3A is important to help the clevelopmsnt o i  Costa 
Rica. The attachment they havo to COFISA is illustrated by the requost of one 
board member who was roaently appointed manngor of the Central Bnnk to join 
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tllc Vigi1:uncc Committee and continuc worlcing with COFISA a s  hc could not lc- 
gally continue on the board while serving a s  Ccntral Bank manager. . This di- 
rector  has only a snlall linancial interest in COFISA. 

r COFIS.4 clients who were interviewed, including several  who 

I ' -  wcrc turncd clown, wcrc 11n3nimous in  complimcnting COFISA for  the dispatch 
# a  with which i t  c1c:ds with applications. Those wnose loans were for expansion 

jndicated the cxjnnsion would not have occurred o r  would have bccn postponcd 
wcre i t  not for  COFISA. COFISA1 s major I' compctilor" , the Bank of Cos la 
Iti ;a which administers sevcral IDB credits, favors a second loan to COFISA 
although it complains that joint financing operations a r e  clillicult because 
COFISA wants the lirst mortgage which is the usual security for  its loals. 

Interviews with about 25 borrowers by members of 1 . 1 1 ~  USAID 
and the projccl; committee indicate n higher percentage of borrower satislac- , 
tion with COFISA than is normal in the banlcing busincss. No borrower com- 
plained that COFISA' s lcnding rates o r  coilateral requirements a r e  uritcason- 
able. It would appear logical that businessrncn would prcfcr to borrow from 
the Ihnk of Costa liica bccause tile exchange r i sk  is carried by the Bank and a 
grcater proportion of local cost financing is generally available while thc in- 
tercs t  ratc i s  a1)out the samc as COZ;'ISA1 s, However, the interviews indicato 
tllc opl)ositc i s  t11c case. Scvcral of thc companies intcrviewecl have had loans 
f rom both COPSA m d  thc I3ank of Costa Rica, and a couple noted that COFISAf s 
intcrcst  rate is highcr but Llwy prefer dealing wiih COFISA. The main faclor 
in  this prckrcnce  lo r  COF!'ISA appears to be that COFISA handles loan reyucsts 
in a business-like way and acts  raplrlly, while borrowers have experienced 
long delays with the Bank of Costa Rica. 

l3uring thc pcriod in which the f i r s t  AID loan was rlisburscd, 
industry W:LS a lc:~c:.ir.g sector in the Costn Rican economy with production in- 
creasing by 11 to 1.1 percent pcr  year. COFISA1 s loans maclc an importcult, 
although unmeasural~le, contribution to this rapid growth, not only because of 
thc investment COFISA itself financed, but more important because oC the clo- 
mestic and foreign investment it drew 'into projects through the leverage avail- 
able from its loans. 

' UNCLASSIFIED 
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3. Lcncling Distributed by Industry a s  l3xpccl;cd 

Table 'i'wo shows lhc breakdown of COFISA loans by industry. 
Tlw gcncral pnlicrn co~~l 'o rms  to what might be cxl;ected in a developing coun- 
t ~ y ,  1Ssscnlial consumer goods industries, capital goods for  construction, and 
nxtu ral rcsowccs  cxport industries pmcrally clevelop f i r s t  in an industrializing 
count.~y. Thcrc i s  a temptation in 1968 to criticize COFISA for lending too 
llc~aviiy for asscinbly-type industrics and not enough for  the industriaiization 01 
Costa Rican raw materials. Givcn thc national priorities of 1968 srich crit- 
icism would be warranted, but COFISA loans made hi 1964-66 tendcd in cornply 
with the then current nationai (and AID) priority of emphasizing industries 
which could. export to tlie CACM even if raw materials had to bc imported. 

Tlw dat,'~ in Table Two indicate that much of COFISA' s lend- 
ing went to areas now considcrod priority. The largest  single ficlcl of activity . 
h:1s bccn Sooclnlu~~s with ovcr 20 perccnt 01 the AID funds. The manufacture of 
shoes and clothing i s  sccond; the garment industly i s  incrcasingly b'ased on 
CACM raw mat;cri;~l mcl is highly compc1;itive within the arca,  In general, 
prices a r c  bclow thosc in the Unitcd States although not yet as low a s  sornc iUcas 
in the F a r  East. Shocs a r e  made from local raw materials, and one lactory to 
whic:h COFISA has ~nndc  loans hcgan exporting outsidc the CACM recently. Thc 
l:c:dilc indu&y is i n  third place. Much of this industry processes local cotton 
for Ihc! growing gnrmant inc1usf;ry. Othcr industries based on local raw mato- 
rials a r c  electrical cnci-gy (ii11 loans wcrc for  hyciroelectric plants), wad 
products, and agricultum. Over 5s percent o l  AID funds were used in thc d o v c -  
mentioned six industry groups. 

COF'ISA Loans Nave Encouraged Imports But Not Nonop& 4 . ..-- .- - --.-- 

Fnnc of the industries assisted by COFJSA enjoys monopoly 
shtus  willlii~ thr: CACM, tlic so-callcd intcgration indusl;ries, although sornc 
~ ; L V C  high tarill protection rmd/or duty f ree  import and other lax conccssions. 
Costa Xica has now taken the lead in tlie CACM in pressing for  limitations on 
the tax and other incentives offered to industry to control competition for  new 
plants among the inember countrios. The original Fiscal  Incentives Treaty 
was executed and ratified but subsequently revised to accommodate Honduras, 
The revised protocol awaits ratification in Guatemala and Salvador. In the 
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TABLE I1 

COFISA. DIS!;UESEi\IESTS - 13T ACTIITTY FROM I S C E P T I 3 X  -- TO RIARCII 31, 1963 
(Thous w.ds of dollars) 

Total 
DisLursemi.nts 

.J Foodsk~Efs 2,380 

Manufacture of Shoes 6: Clothing 1,716 

Te-xtile Industry 869 

Industrial Constructior, 747. 

. Electrical Energy 716 
Printing 8: Paper  Products 601 

Manufacture & Extraction of Non Ferrous 

- - Mineral Products 
Chemical Products 
Manufacture of Electrical Machincry. 

Accessories & Electrical Products 
J Wood Products 

Industrial Services 
Transportation 
Metallurgical Industry 

a, m e  Machinery h Z m d  nt 

4 Agriculture & Livestock 
hZiscel!aneous 

TOTALS - 

COFISA 
Capital S: 
Reserve! ,4ID 

Lines of 
Credit 
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vicw of the AID Ccntral. Amcrican Intlustrial Policy Cotnmittcc, thc World Bank 
;11id ol.hcrs this proloco! docs not go f a r  enough. Coda Rica has proyoscd clim- 
inalil?g nwsl duly l rec  itnporl privilcgcs altogcll~cr a s  a mcans of encouraging 
induslrializalion. 'I'llus, i l  ;ippc?nrs Costa Rica and its fcllow mcmbcrs ol the 
CACM a r c  awarc that incllicient industrialization must be paid for  in reduced 
pul)lic rcvanucls and/or highor consumer prices 'and that ineflicicnt industry is 
a rc:;ull of an indi~criminn1.c granting of incentives. The priorities for invest- 
mcnt in Costa Rica have ch,uged. 

Thc coinnlon CACM tariff on inany i tems rcrnxins quitc high. 
hhny of the l ~ ~ o t c c t c d  inclustrics havc rcceivcd financial assistance from COE'IS:'r, 
and tllc project conmiltee visited several. The manufacturer ol  Manhattan 
sl~i r1.s complains of thc competition froin Van I-Ieusen (manufactured in Honduras); 
a rc l~~l ivo ly  s r~lnl l  cmnc!r of mcat dcscribcd the problems and advantages in 
competing with Iargc iorcign-dlilintcd canncrics in El Salvador and Ni'cnragua. 

I 

In short, it appears that bccausc of compc'iition within the CACM consumers 
have not bcon rcc~uirccl lo bcar  an unduly high sharc  of the costs of industrializn- 
tion i n  thc majority of industries I'inanccd by COFISA. On the contraljr the 
lxopensity to import may h a w  been increased by an actual reduction of pr iacs  
to consumers leading to greater consumption of goods with a high import com- 
poncnt. Much of the loss oi public revenues a t  the ~u tomshouse may evcntually P' be offset by gains in corporate income tax receipl ;ss  and other taxes. 

I t  has n ~ t  l ~ c n  possible to niaice mcaninglul estf  matcs of ;!;c 
:mount of product valuc adricd by the Costa Rican indus';riss assisicd by COFISA 
that  import most of their  raw materials. Some of the p lmis  visited by the pl-oj- 
ect committee; e. g., a radio and television assembly shop, appear to acid 1ili;lc 
except Labor to thc imported components; nonetl~eless, inexpensive slcilled labor 
is an iinport..mt com!~otilivc! advantage enjoyed by Costa Rica. I t  was the major  

I??/ In Costa ltica coiyoratc incornc txscs like individual income taxes have a. - 
progressive ra te  schedule. The Worlci Bank study of Central American 
industry points out that this acts as a disincentive to the esl..ablishmcnt of 
large f i rms  and a reform to create a scparate fixed rate corporate tax has 
bccn preparcrl by a technical committee with CIAP assistance and will prob- 
ably be submitted to the Costa Rican Assembly in 1968, 
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reason givcn 11y a Jap:u~csc! textile firm for locating in Costa Rica rathcr than 
clscwllcrt! i n  the CACK Thcse industries have the possibility of encoura,@ng 
subsequent growth lhrough vertical linkages, c. g. , the production of cabinets 
lor the radios and TV seLs. 

Nevertheless tho low value-addcd industries with Inriff  
cscmptions arc a scrious national problem. It can bc shown that COFISA has 
linmcoti Tcw of thc most glaring cxamples of l;ur cvasion such as i n  t he  cos- 
lnctic industly. Doth its loans to aulomobile asseml~lcrs wcrc nladc dtcr  thc 
industry was established to finance additional operations incrcasing tho local 
value adcicd. Thus COSISA has not contributed substantially to the most 
undcsirabl\: aspects of tho industrial structure developing in Costa nica ,and 
thc CACM. The Cosm llican authorities are now taking measures to redirect 
the industrialization pattern, including a frceze on incentive contracts for ' 

iadustricr; new to the CACM which do not have substantial local inputs. ' 

COI'!'1SA has cuncd  substantially larger profits in its first 
years iila11 projected i n  tllc U J ~  1o;m paper, partiy because the projections 
wcre l)usad on a four instcad of n Iive million dollar AID loan. The prajected 
ilicomc statement forecast a loss of $57,500 in the first ycar followecl by a. 
prolit ~f 366,791 in the second year. In the first ycar (cnded Septembnr 30, 
1305) CQFISA had a delicit of ;l.~proxirnately $32,030 alter provision of , 

$36,700 to had dei~t reserve. In thc ycar ending Scptenlbcr 30, 196G, CGFISA 
earned $116,000 d t c r  deducting taxes scscrves, o r  11.6 perccil'i on share 
capii;al. The extra $1.0 jnillion in A D  funds plus highor re-lending interest 
s3:rLcs prczvided lhe higher ertrnings. The estimatcs of administrative expcnses 
:vo~:c g o ~ d  ($].f,O, O(iO pro jcctcd us against $102,000 actual in  the second year), 
In thc year cndilig Lcn1;ornber 30, 1967, COFISA showcd a net profit a2er  ~ ~ X C G  

of $153,8GO af tor  provision of $48,450 to reserves; administration expenses 
, were $125,654. The bnlancc! sheets and income statcinents for COFISA' s 

first three years of operation are shown in Amex Two. 

COFLSA has not yet been able to pay the 12 percent maximum 
cash dividond to which it is limited by the conciitions nn the first loan. For tho 
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19G5-GG ycar AID ~ ~ c r m i l t c d  a smaller allocation to rescrvcs than called for  in 
tllc loan agreement and COFISA paid a G pcrcent cash dividend plus. a G p r c e n t  
stock dividcnd. Thus n m o f  the 1965 loss was covered in 1966 and .ihe loss  
was carried forward into 1967. In 1967 COFISA e'arned 14.5 percent on its 
incrc .~sed  capital after taxes and reserves. However, USAID did not give pcr- 
mission to tap reserves for the payment of cash dividends a s  requested. I t  
was possible to pay only 11.1 perccnt on the capital increased by the previous 
yearf s stoclc dividend because the 19G5 loss had to be covered. This: payment 
was equivalent to a dividcnd of 11.8 percent on the original capital investment. 

COFISA believes i t  is important to pay a s  close to the max- 
imum dividend as possible in order  to keep up the value of i t s  shares.and at- 
tract new stockholders for the new issue. It will be able to pay 12 perccnt in 
cash for  i ts  19G7-68 y w r  when earnings a re  eq~ec tcd  to be 17. 3 perccnt after 

# t.utes and rescrvcs. It should be noted, howevc?r, ihat 12 pcrcent is not a high 
return in Costa Rica; govcrnmcnt bonds a r e  available paying 8 percent on face 
value tax-free, and such bonds can ofteu be purchased at  a discount to yield 
about 11 perccnt to maturity. Bonds in leading industrial comp:ulies pay 12 
percent tax free. Commercial banks charge 12 percent on some loans and the 
street lending rate is often 2 percent a month even for borrowers with the best 
security. 

It would of coursc bc dcsirablc for  COFISA to rcL7in mom of 
i ts  earnings to build up thc capital il; has available for investment. A s  eu2nhgs 
auvancc beyond 12 percent the coilcliLions oi  the AID loans will require such re- 
tcntion. The lack of a functioning capital market discourages such retention in 
COFISA as well a s  in other Costa Rican companies. The value of the shares 
simply does not appreciate to reflect the value of the retained earnings o r  of a 
good mmagcmcnt rccord, Despite its excellent rccord, which would have 
movccl its sharcs  to a substmtinl premium in most areas  with an organized 
capital market, there have not yet bcen sales of COFISA stoclc a t  a substantial 
prcmiurn. COFISA has tried twice to organize a curb exchange for  common 
stocks a s  well as bonds und,cr provisions of the commercial code. However, 
there has thus f a r  been too little activity to support; such an operation. 
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A dis:q)pointing aspcct of COl?ISAt s performance has becn its 
slowness in t:diing cquily positions. To date COlXbI has accl~~ircd equity in 
thrco conlpa~ics  lor a total cquity investment of $88,000 o r  roughly 10 percent 
of i ts  equity. One such equily investment resulted from a work out situatioi!. 
A r ice  processor who 11:rcl borrowed from COFISA was in default. Rather than 
forcclosc on liw rnachinery, COFISA mdf l~c  othcr creditors rcorganizcd the 
company ant1 nrltictl some new capital for  wluch COFISA rcceived $33,000 in 
sllares. COlTISA :dso made two loans totalling $75,188 which carry conversion 
rights; i. c.,  the c.lcl)t securities can be exchanged for stock at  an agreed price 
a t  the option of COYISA. The problem is basically that solid closely-held f i rms  
o r  family businc?s:<cs simply do not want to bring in new parlncrs evcn when a 
major expnns;on oi  ccluity is needed. Generally, those borrowcrs willing to 
scll  shnrcs Ili~ve suc:h poor earnings prospects that COFISA is not interested in 
acquiring ecll~iLy. Thc lcgal structure in Costa Rica gives no protcction to 
minority slocld~oldcrs and COFISA is u~lderstandably reluctant lo take sma l l  
equity positions, i n  I ' i r~ns where i t  does not have Boarcl represcntation. Many 
f i rms  furnish no I.i~~:uwial information to the public. 

'I'lic failure of COFISA to take more equity positions has becn 
unfortunate not only hccnuse equity positions would bcgin to lay the basc for  a 
capital markct but also l~ccause many, perhaps most, Costa Rican enterprises 
a r e  u~dercapitnlizccl m c l  chronicdly short of woi-king capital bccause of tllis 
underca11it;~lization. l'n inany cases COFISh hc~s made short-term loans whcn a 
purchase of new equity would have becn a much better long-term solution to the 
financing ol  the e n t e r l ~ ~ i s c .  COFISA is being given an incentive to take equity 
positions in such ctlscs under the second loan by permitting the use of AID funds 
fur the import of I:W mntcrials o r  intermediary products even for non-priority 
pro jccts wllr.!~i COY' ISA takes an cquity participation. 

I n  mid-1967 COFISA rcquestcd US/ iD  autliorizntion to m;il;c 
loans to intlivjduals Lo purchase shares in ncw o r  clipanding cornlmnics. COFISA 
argued that ill~:ou;;ll such loans it could support more rislcy vcntures since its 
i'unds would bc S(:CI.I~(XI by the total assets of thc borrower not just by the stock 
in the now or  cx~;~.nrling company. At f i r s t  USAD authorized such loans with 
the limitation that: COFISA itself must purchase equity in the company of the 
same amoullt a.8 its loan to ;o individual permits him to purchase, In making 
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this conccssiot~ tlic IJSAID took into :~ccount COFISAf r; problcm of t;ll<ing smilll 
cquity positions wilhoirt 13oard rcprcscntntion. Uy ~naldng a, loan to purchaso .. 
stock to 3 businessman lolown and 1;rusl;ed by COVlSA, the 13oard could fccl 
rcasonably surc COFlSA's interesls a s  an cquity holder would bc protcctod; i t  
could i n  fact ni:~ko nrrangcments with the borrower to rcprcsent i ts  shnrcs. 

Lntxr, COFlSA arlpcd that: many compn.~iico and  C;L milies 
nrc  u~~wvjlling t1-1 ninlco sharcs avail;~blc both to COFlSA and an i:ivcsl;or and t.iic 
USAID removcd tlic limitation that CO.FISA itself must purcl~nsc sharcs whcn 
loans for share puschasc a r e  made. The project committee bclicvcs tho 
ilmilation thxL COL'ISA I:nlce equuly equal to any ccluity purchases i t  finances 
should be reinstated i n  connection with the second AID loan. Failure to rein- 
state such a provision would work againsl; the AID objective of encou~*n$ng 
COFISJI to t:~l<o a s  many equity positions as possible a s  thcre would ;.a a. 
temptation for board members o r  their friends lo arrange COVISA 1o:ins 1:o t:kc 
'attractive cqtdty oifcrs. Only bocausc of our in1;crest i n  encouraging CC0ISA 
to t'kc equity positions do we even rccolnincnd conl;inui~lg this limited auihorily 
to make pcrsot~al loans for share purchases. 

'I'ho invcstmcnt in cquity sccuritics i s  thc most important 
thing COFISA can clo toward developing a capilal mnrkct. A company that 
wishes lo issuc sharcs to thc public finds it cpitc difiicult at the present timc, 
largcly I~ccnu.;c inv<?stors lnclc lalowlcclge of o r  conlirlcnce in the firm. XI" 
CO171SA' s namc and participation werc prescnt, sccuritics would bc cnsicr to 
place. This rolo is in  fact what the old line investment houses clid in Xui*ope 
and the United Statcs during the period of rapid inclusl;rialization belore the 
enactment of investor protection laws. 

COFISA has made shorter term loans than expected and has 
even used its own funds hcavily for  loans of less  than onc year. Table iil' and v .  

Annex Four show COFISA' s portfolio according to maturity. 
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TADLE UI 

OItIGINAL MATURITY OF COFISA' S SUB LOANS 
(in millions of colones) 

Amounts Less Thm One One T o  Five Ovur Five 
Outstanding Tot a1 Ycar Years Years 

Scptcmber 30 Anlount Amount Perccnt Ainounl; l ~ e r c c n t  Anlounl; PC ~:ccnb 

A s  COE'ISA l q a n  operaljons, 26 pcrccnt o l  liic amowlt sub- 
loaned was for  less t h : ~ n  iwo years  [Aruwx Four). Once therc was ~ m r d ' t i m c  in 
process and stuily long-tcrm l.o;u~s, this proportion dropped to I9 pcrcc!ni: in t?lc 
year to April, 1366. Howcvcr, a s  thc flow of second;l.ly z c ! ~ ~ ~ i . : ~ l i o ~ ~ ,  cspccially 
from short-tcrm lo;as ,  increascd, COFISA has niovccl substautially into short- 
tcrm lcnding, 30 percent of the amount loaiicd in the year endilig March 31, 
l ! jG' i ,  and 38 porcent in tllc year  ending March 31, 1668. I~Iowcvcr, a s  Tablc 3 
shows, the pcrcentagc 01 funds lorulcd short-tcrm may be mislccrding hccausc 
these f u ~ r l s  roll w c r  so fast. In k r m s  oi dcbt oubstancling t l ~ c  9.1-oportion ivi l ; l~  
long original maturilies has  incrcascd. On Scpteinber 30, lCJG5, 21 ~)crcc.!nt 
of all  f u ~ d s  outstanding had originally bceil loanccl for  l e s s  than onc y c : ~ ;  by 
Scpkmbcr 30, 1967, .this pcrccntage was rccluccd to 16 perccnt clcspi'ic tllc ~ i s c  
01 sub:jtautial f\~lid:j lrom hi-cign bank credit; lincs ior  d lo r t ; -~~ i '~ : l  loa11s. Off- 
sct'iing t11c fallin;; i j < o p ~ l . ~ i u ~ l  of loans with short original maii~~iiiuri is Ihc Tact 
tlmt medium ant1 loilg-tcrm loans bcconlc shorter term ss timc passes. Thc 
outstanding balancc on a thrcc-year loan mado in 1965 is in cr-fcct a short-tc~rll  
loan in 1067. COFISA h;ls Ilad a tendency to clo more short-term busincss fnan 
would be expected d a development bank. Tl~&-e aro scveral rcasons l'or this 
tcndcncy toward short terms, solnc uliyuc to Costa lEica and some coiilinon in  
most dcvelopiug count~.ies. 

The rnosl; unique factor is the operation 01 the nationnlizecl 
commercial banks. Al~.llough the commercia.1 banks malie loans largely with 
resources from sight cieposits, they tend to make long-term loans. It is 
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rcpo~docl t l~a l ,  until rcc:c1111y, [.~vo-thir(ls ol' com~ncrci:~I 1):mIc Io:II\,Q; 11:1(1 ;LII  inilia1 
tcrm ol  5 ycars o r  morc. A s  tlic commercial Imnl<s do not Tull'jjl tllc L I S L I : L ~  

Iunclion 01 providing working capilnl I'in:~ming, I;liu grcatcst; 1itnihI.iun on indus- 
trial o r  agriculhrral expansion is oftcn liic lack of worldng capil.,~l lo opcratc 
closc to capacity the maclut~cry purcl~nsctl wilh long-lcrm 1021i~ lrom 1Jic com- 
mercial banks. '1'11.is situation is co~npolindcd by Lhc unclc~:ca!;ilalizalio~~ ol nIo:jt 
Cosla liic311 Iirins. III III:LY cnses COF1.SA8 s s I I o ~ ' ~ ; ~ ~ c Y I ~  loans llxvr? a layre !my- 
011 in  inci*cased production. Ncveithcless, tlic pu~:posc of a dcvclopn~cni; b:mk 
is to makc n~cdiunl and long tcrm loms  a d  the USND has clioco~r~~nged COFJSA 
irom bccoming ovcrly aclive as a short-tcmn 1cndcr. Use of COFISA' s short- 
tc rm credil; lincs iron1 foreign banlcs lo r  such short-term lc~lding is approprialc 
;uld we a r c  plcascd that the increase in capital acsociatcd with the mxoncl AID 
loan will permit COIWA to increase the availability of short-tcrm financing 
lrom i ts  crcdit lines. 

A sccond rclativcly ~~nicjuc Ia.cl;or i s  tlint thr: comnlcrki:~l bank3 
a rc  cxtrcn~cly slow i n  procc::~ing mosL loan ; ~ j ~ p l . i ~ : ~ l i o ~ ~ s .  Such slow li.~-o~cssin;;' 
is usually less important for long-term ivans t l l :~~~.  o r  sllorl;-tc1-n1 10:11115 to cover 
immediate nccds. A s  COJ?iSA has estnblishcd 3. rccorcl  lo^: cstl-an~cly 1:opirl 
processing of loan :q~pl.ic;~ti.on:;, especially in con~parison w i;ll .LIE c o r n ~ n e ~ ~ i ~  1 
h:unks, co~np:~nies with ,z clesl~crntc! ncecl lor  luncls ol'tcn colnc t.o COFISA. 
COFISA is often ablc to mnko low-risk loans nt rc1:~'iively high 'In1;crcsi; 1x1~s. 
Some oE these loans are  for a s  l.ittle 2s two or tlircc months. 111 some c m c s  
tllcsc 1o;uns n1i:rcly provitlc COFISA with a11 illtcririi tiso ol luntls l p t l i l t l ;  t l i s -  
1~u.rscrncnts for other comnl,i"Lmc~ni;s. A1'ihou;;h such ie~scli~~g is ~ml: lhc role (.I.: ;L 

devclopmeni; bank, bccaiisc 01 the: ~tnusual Cos'ia Ricaxl sii~raiion we do not ITC- 

ommend rcst i5~t ing COF1SAf s short-term operations with i ts  own lunc l s .  Wc 
arc suggesting an illcrease in  the minimum term of loans wilh AID funds. 

C0'I:TSA ll:i:j n:nclo f c ~  1o;lns :fol* marc I:l.~ni: si:i yc\nvs, ctvi:11 I'oI* 
~ : c w  indus1:rics :1w1 CVCI? VIIICIX p p c c  pcriods of: up to two y~!::;-s V,Y-IY? p~-ov.i(ic\ci. 
The reuson for ilie l.in~italion to what ~nir;ht be cnlied mcdiuln-i.crm lcl~din;.; i:; 
that thcrc arc ifcw compc.!:itive projccts i n  dcvcloping counlrjcs on which t11(! 
return is not sufiicicnt to  rcpay a loiul wiLl.lin six years. COFISA wouiil prc.fe~* 
to havc the enterprise rctuns for a second o r  t11irci 1o:ul for  subscclucni; expan- 
sion instead of giving it initial loan terms such t lu~t  11;s expans,ion can bc fi- 
nanced out of current cash flow. The USAID supporls this COZ'ISA policy as  it 
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i s  both financially more sound and also gives COFISA a uscful occasionnl rcvicw 
01 its clicnts' opcra~iorls. COJ?lSA has in fact mndo scverd 1oans.b many 
firnls. 

Anolhur Lactor 1e;tcling to a si101:tq~c OT worlcing cnpiL11 and :L 
high tlc~ntlnd for short-~erni loans in developing countries is that now and inex- 
pcricnccd conqm1ies lcnd to underestimat;e their totai capital rcquirenients. 
Wlwn lhc p1:int and ecpipnlent arc paid for, what is 1.clt ovcr is working capit;ll. 
Frequenliy this is not cnough to carry adcquatc accounts receivable and invon- 
torics o r  lo proviclo stdficient cash to meet payroll and other rccurring costs. 
Construction cost ovcsruns reduce the amount of funds available for woriung 
capiLd. While commercial banks colnmonly provide this financing to going 
businesses i n  developed countries, new firms have dilIiculty borrowing irvm 
banks until they have dc1nonsl;rsll;cd thoir ability lo earn a profit, 

Tho World 13ank indicatss that a tcndcncy toward shori-tcrm 
lending i n  thc formative years of privilic? dcvclopnicnl; banlcs is usual:. I11 Isn 

rcport on the coi~o~ilic devciopment of Central American clatcci June 1967, i . ; ~  
IJ3IiI3 stales: ' I  . . . t l~ !  newly organized private financieras can play :~l;d l;svc: 
playcxl a major rolc in devclopinp capital marltcts. 111 ihc c u l y  stages 01 t h c i  I* 
opor.rtions thcsc Iristii~~tions tendotl to have a very high ratio ol working capitill 
o r  colninercial loans i n  t l~cir portfolios, with very sinail amounts in cquity awl 
long-term invcsln~cnts. This tendcncy was to some cstcnt to bc espectcd si~;cc: 
I1;c.r~ 1 ~ s  bcen great dcmand lor short-term funds in the rcgion whila tlu: tlc- 

vclopmcnt a d  processing of long-term loans o r  equity investments requires 
more time. It was obviously important In accumulate earning assots as c~uicI.;iy 
as possible to meet expciises and to give shareholders a quick return. Nevcr- 

tl~clcss, i f  these institutions are to serve thcir objectives which have qualified 
tliom for ioreign public assistance, longer-tcrm assets of a dcvelolmcnt Z;f,jc 
must become a morc important element in thcir portfolios, in particular cyu;t:~ 
investn~cnts i l l  inclustry. ' I  COFISA is rcpresentntive, Tahle Thrce jndicnlcs 
how COFISA1 s average subloan matuiiiy has 1cnb.thened whilc it was c1isbursl.n:; 
the AID loans, In 1967-68 when it had much less long-term funds to coinmit 
this tendency was reversed (Annex Four), 

8. Wider Variety of StaH  Sldlls Necdcd 

COFISA is presently rcconsidc~.%~g its sLzing rccpiremcnts, 
The contract of a !:elnt;ivoly exponsivo America1 hclustrial eng-inecr was not 
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rcucwed upon expirxlion and a Costa Rican consult in^ firm was llircd lo provide 
thcsc scrviccs. A U  agrccd to this change. It is thc vicw 01 thc projccl; conz- 
mi l~cc 1li:~l CO1:lSA :~ud 11,s clionls would profit by the addition 01 an cconolnisl; 
to the stall. COFISA should sllarpcn the cconomic ala1ysi.s going i n b  projcct;s. 
For cxanzplc, Ilc tlcgrcc of cifeclivc tariff protcclion, lhc pricing policies, tiic: 
nunlbcr ol ~ o b s  crcutcd, and the public revenues lost; should be welglioti against 
ono iuwther. 'Thorc is no clucstioil that thc stdf and Board 01 U i ~ : e c b ~ s  of 
COk'jSA arc capad~lc oi running an cclective lending instii;ullon. Ilowevcr, Lhcy 
are lawycrs, bazkers and businessnzcn. Several of CC)FISAz s clicnts who w r c  
interviewed appear to bc in need of some economic and gcnernl busincss acivici: 
iil solving nlaskcting ulcl expansion planning problems. COFlSA c;uu~oi; aicl 
should not o.licmpt. to manage its clientsz alfairs. Nonctlleiess, develqmc~it; 
lla~kinfi. consists ol technical as  well as  financial assistance and it is l d r g ~ i y  on 
i.i,.is basis that large intercst rate spreads are justiiied. In addition, zln :~;;ricli:- 
bra1  specialist will bc nccdcd to review and promote agricult~iral procluci;ion and 
ngro-industrial 1n*ojccts stenzlning from the new tizrust undcr tho ~ccond iom. 
COFISA has inclicated it is preparcci to add these two staff members and will 
offer salaries on an uilusually lligli scale for Costa Rica to atlract qualified 
Costa 1tica.n~ now worlcing in the U, 6. 

A Costa Ricnn law cst:~blishcs fixed fccs for rc!;listc~i~l;: ccr kiin 
1cg:d ciocurncnts such as nlorlgages. For  siza?;ic -i;r:~lsactions thcsc: i'ecs,:~i:c - 
large in relation to the an?.ounl; of lcgai work involved, for exampic two c ~ i o i l ~ : ~  ... per thousand above one million. it is customary practice in the priiraic jcc;iclL 

for enterprises to give such work to their regular lawyers anci :or L:W iawye~s , '. 

to provitlc other lcgal services at relatively low cost. COFISA uses tne iqpi 
services of its Prcss.ido1.11;~ s firm, <and there have been accusa~ions thai the . 
notarial I'oes on C'OI'ISA generatccl business provide a major hcnc;.it io I;il(: 

President and principal orpnizer  of COFISA. The loan econon~ist investignlati . ~ 

, . 
the situation carefully. b 

, .. 
COFISA pays only 500 colones ($75) a montii to the ii.rm ior 

, '.. 
;he part-time lcgal scrviccs of the three partncrs. This is an unreasonably low 
legal fee consiclcring the substantial amount of legal services of varioils typcs 
required by COFISA. When COFISA takes a morlgage on a sub-borrowor' s I 

I 
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property, t k  roy;i:;l:~-:ition is perlormcd by the Presidcntg s lirm. Ilnwcvcr, much 
of COlWAI s husincs:; is tlonc on t110 hasis of notcs awl othcr doculncnts not re- 
quirlng such rcg i~l~at ' ion ,  Jn fact COFISA requires considorably fcwcr notar id 
scrviccs ancl less  11101.l::n;:o security thm the coinmcrcial batiks, ancl the savin~s  
on such fccs 3 r d  cmnm  ions were men1;ioned by sevornl borrowers as a reason 
for  pi*c.lcr~+~ji t;o do 111.1siness with COFTSA. Notarial fees received by the 8 , .  . - 

L..- - 
< v .  l~rc:;idmtx s firm as n rceult of COFISAt s busjncss do not appear to liavc ex- ,-,r*-.- 

cccdctl 50,000 cnlolics ($7,500) in ally ycnr. Sinco the AID loan wns fully com- 
mitf.cd, such lecs have been much less  than 50,000 coloncs a year. Tl~csc ~ ~ o l a r -  
id .  fees a r e  pxicl by the borrower, not by COE'ISA. In effect COFISA reduced 
the cost of its legal serviocs by directing its business to this trustcd firm. It 
doc? not nppenr thnS: the total of the direct plus the imlirect co~npcnsation rcccived 
by t h i s  lep.1 1wrf:i~wJijj~ hecms? oE its connection with COFTSA is excessivc in 
comparison wi.i;h 1;hc lcgnl and other services rcndercd. Also 1;here docs cot . ..- 
appear to bc nn y psxciical mcans of changing this relationship. Wcrc COIgiSA . - . 
rcquircd to spread i ts  notarlnl services among many firms, thc only rcsult - 
would be a substnntid increase i n  legal fees which COFISA would hav;!'to pay 
itself to jts regular legal advisors, thereby reducing its profits and the re l ;d~i . i i  
earnings it can invest in development. 
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I1 The Project  

UNCLASSIFIED 

A.  Description of the Project, 

The pro jec t  i s  the deve1opmen.t of a major privat,s lending i n o t i t u -  
t ion  t o  make loans quickly on the bas is  of p ro jec t  ana lys is  t o  finance pr iva te  
sector  pro jec ts  contr ibut ing t o  the highest p r i o r i t y  economic development ob- 
ject ives:  increasing exports outside the CACM, incrcaging and d ivers i fy ing  
ag r i cu l tu ra l  production, and r e l a t i v e l y  e f f i c i e n t  i n d u s t r i a l  import subsi tut-  
t ion  based on CACM raw mater ials .  The expansion and modification of the 
ex is t ing  pr ivate  development bank (COFISA) i s  proposed instead of the  c rea t ion  
of a new i n s t i t u t i o n  because COFISA has an exce l len t  performance record i n  
complying with the object ives  of a previoue A I D  loan, has an establ ished 
knowledgeable s t a f f  and loan committee, and i s  prepared t o  increase i t 3  own 
c a p i t a l  subs tan t i a l ly  i n  connection with a eecond A I D  loan. Thua use of . 

COFISA o f f e r s  the f a s t e s t  development r e s u l t s ,  minimizesthe,requirement f o r  
loca l  cos t  A I D  f ine. i ;~ing,  and avoids s t r a in ing  the  l imited technical  capaci ty 
of the country while taking advantage of economies of sca le  and the  apread 
of r i sk8  ava i lab le  t o  a la rger  banking organization. 

i 

Except f o r  farm development and ag r i cu l tu ra l  production GOFISA 
was authorized t o  make the p r i o r i t y  type of sub-loans from the f i r s t  AID 
loan. However, l e s s  than 35 percent of i t s  funds were used i n  these 
categories.  Incentives fo r  COFISA t o  en ter  these p r i o r i t y  f i e l d s  must be 
increased i f  it i s  t o  meet the economic needs of the country. The 
percentage of COFISA loans i n  p r i o r i t y  f i e l d s  w i l l  a l s o  be increased by 
encouraging i t  t o  en ter  the agr icu l ture  f inancing f i e l d .  The incent ives  
proposed a r e  a concessional r a t e  of i n t e r e s t ,  3 percent, fo r  drawings on 
the second A I D  loan t o  finance sub-loans , in  th3 p r i o r i t y  f i e l d s  while ' 

'COFISA w i l l  pay 5 percent on subloans not i n  the p r i o r i t y  f i e l d .  The 
spread permitted i n  the p r i o r i t y  f i e l d  w i l l  be 5-& points which w i l l  be 
reduced a f t e r  5 years when the  A I D  i n t e r e s t  f o r  p r i o r i t y  a s  well  a s  other  
pro jec ts  w i l l  be uni f ied  a t  5%. The ul t imate spread of 5 points  a f t e r  
i n t e r e s t  r a t e  uni f ica t ion  w i l l  be generally consis tent  with the spread 
t o  other  dovalopment benks which have received a second A I D  loan. COFISA 
w i l l  d.so be pwm3.t.tsd to  finance working c a p i t a l  through use of the AID 
loan t o  pay f o r  imports of raw materiala and in ternodiar ies  i n  the p r i o r i t y  
f i e l d s  if the  ove ra l l  loan term i s  a t  l e a a t  threo ysnrs. OLherwiso uso o f  
the A I D  fund.8 i s  general ly  l imited t o  equipment* ' A t  l o a e t  82.5 mill ion of 
the loan muat be used i n  the  p r i o r i t y  f i e l d s  or  it w i l l  be deobligated, 
thereby.reducing the  leverage through AID funde f o r  each COFISA share, 
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Moreover, disbursemcnts for the priority projccts must bc app~:oximatcly as 
rapid a s  disbursemcnts against the more cx1)ensive h t  more easily uscd ALi) 
fru~ds. Should a subsLmLi:~l part  01 thc funds earmarked ior  priority projccls 
not be uscd, il will also be nccessa'ry to deobligatc a part  of Lhc All) lunds not 
rcstricted to priority projects. The loan agreement will provide that a t  no 
tinlc may disburscrnents ol' A1D loan funds fo r  projects outside the prioritv 
catcgoiy cxcecd by more than $350,000 the amount of. clisburscments of ATD 
loan funds plus loans of more than one year  f rom other COFISA funds 101- proi- 
ccts in tho priority category iinanced after hlay 15, 1068. Discussions with 
the COFISA board and management indicate COFISA wishes to concentrate 3;s 
lending in the priority ficlds and it will be able to  commit a t  least  $2.5 milliov 
of AID funds in the priority fields within two years. 

A ~ n a j o r  factor contributing to COFISA1 s much increased intcrcst; 
in the AlU priority fields is a general change in national priorities. Wiicn the 
l'irst AIL) loan was mxic,  Costa liica was just joining the CACM and thaiie was 
grcal  emphasis on import su;~stitution industrializaiion to  take ;idvnntagc! ol' 4 . . 8 i ~  

greatly cxpanded marlcet. N D  encouraged such inciustrialisalion at; that t imc 
both through the COlTlYA loan :\nd the provision ol  technical  assist.^ cc? ti) J )  LV- 

pare ilnport subslitution projccts. Both AID and the Costa Kicans I I X ~  
rcalizctl that import sulsstitutiop, especially that encouraged I)y ,fiscal hccn-  
tivcs, has gone too iar.  The c ~ i t i c a l  problem now j.s increasing exports out- 
side lho CACM. The rnanagcmpnt and directors oi  COPISA havc good busi:ic.~s 
rcasons to be skeptical ol' projccts which requirc: i iscal  incentives since Gicrc 
is considcrablc discussion of reducing thcsc privileges. In addition COI.'ISAt s 
borrowers of AID funds .:arry the exchange rate risk; such r i sk  is minimal Sor 
export oriented projects o r  efficient import substitution, but a substanti:~l. do- 
va1u;ltion could cause a large loss  for  a f i rm dependent on imported inpl.~ts and 
tac local marltct. 

Onc 01 thc most difficult prohlcms in providing AID support [or. 
agricultural dcvclopment is that many agricu1tur;:l projects do mf; requiyc a 
subshnlinl import component. Local currency financing i s  csscntial i o r  ag- 
ricultural dcvelopnicnt as well as some other a r eas  of foreign exchangc earn- 
ings such a s  tourism. The strate& of this loan is to encourage COFISA to use 
most of i t s  $1.5 million e q u i v a l ~ ~ ~ t  from its new share  issue plus much of the 
secondary generation under the f i r s t  AID loan to finance the colon costs of proj- 
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I- 
ccts hl the priority arca. Therefore, the formula 'above pcrmits COFSSA to 
move fas te r  wit11 1\11) Iunds in tile lower priority a r eas  t;o thc extent i t  puts i t s  
own funds inlo thc priority areas. 

I 

A scconclnry purpose of the loan is to solidify COFISA a s  a dvnamic 
and growing dcvclopment ba lk  covcring the entire productivc sector. Al1:hoiqh . - . ., 

4- 

the USMD does not belicve financing of the texlile, chemical, container and . . -- .. '. .- *. 
some other industries is a s  important as the priority a reas  identified nlxwc. 
increases in production in thcse other a reas  a r e  needed to maintain an cconom- 
ic balance. Many of the non-priority industries export to the CACM and Ei- 
naming growh of such industries contributes to the objective of stren~t11c:ninq 
support fo r  the  CACM in Costa Rica and encouraging both competition and 
eliicicncy in the rcgion. Eventually many industries which cio not now rprnlify 
ior  the priority category may improve their efficiency such that they woirld 
qualify by exporting, particularly if the Latin American Com lnon Marlict de- 

. . velops. . . 
AW funds a r e  being madc available lor  these lowor nriorilv indu!;- 

trics in other CACM countries through both private and pul~lic cicvclopirmt 
banks, Moreover, suppliers1 credits  from most devclopod colmtries escapf; 
the U.S. a r e  now available for such industries from CABEI. Failure to permit 
COFISA to continue with i ts  financing role outside the priority fields wou1.d 0 .  . : . .  
probably rosult 11al-l-win slower economic growth and partly in a subst-ilulion 
o l  equipment l rom other countries (often highcr cost) with CABEI funding. 

Nevertheless, we propose to  prohibit the use of All) funds for  low 
priority industry projects. The Central American Agreement on Fiscal  Jncen- 
tivos for Industrial Development (signed in 1962 but not yet in effect) divides 
industries into three catc3ories: 

Group A includes industries producing 

a) Industrial raw materials o r  capitai goods; o r  

b) Consumor goods, containers o r  semi-m,ulufactured products, 
pr'wided at least  fifty percent of the total value of raw mate- 
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- 
rials, containers and semi-mmufacturecl products utilized 
therein is of Central American origin. 

Group I3 industries must meet the following three requirements: 

a) 'Produce cansumel: mods, containers o r  semi-manufactured . . 
b.'-.? .. products; ... . ... , - ,- 

b) Produce important net benefits in the balance of paymcnts 
and a high aggregate value in the industrial process; and 

c) Utilize, in  their entirety o r  in large proportions, in te rms of 
v'alue, non-Central American raw materials, containers and 
semi-manufactured products. 

I . . . .... - . . 
Group C includes industries which: - 

, . 

a) Do not meet the requirements se t  forth for  Groups A and B; 
o r  

b) Merely assemble, pack, bottle, cut o r  dilute products; o r  

c) PerWn to industries cxpressly Jistcd in Annex I. - 
I 

The industries excluded in the annex are those producinr cl-:inks. 
alcoholic o r  not, tobacco products, perfumes, cosmctics m d  relatcd products .. 
cxccpt soars. No loan may be made with AID funds for  industries in  the C cat- 
egory. The Mission i s  cnoouraging COFISA to consult with the Secretariat of V 

the Central American Common Iv~urket, SIECA, to define the catqorics mom 
precisely. 

I Thc sccond loan diffcrs from thc l i r s t  in a numbcr ol ways. A s  is 
the case with the other sccolid AID loans to development banks, the intcrcst  ... 
rate is higher and the full amount of tho loan is tied to US procurement. I , .  . 

The f i r s t  b a n  Agreement contains a requirement that loruls to o r  ! 

investments in f i rms in which members of the Board of Directors, Officers, 
#>. ' - 
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o r  principal sloclcholdcrs of Lhc l3orrowor o r  thcir I tn tncilialr: fnrn i l im; ,  tw.w 
any financial inl.crcsl" IIC approvod in advarico by AID. TJrc CAKC ha.s dccidcd 
1.0 subslilulc majority lJoard o l  Directors approva.1 will: the intereslcd pal-lics 
not voting for  ALD approval in Iheso cases  and this requircmcnt will bc! rnod- 
ified. 

AID prcscnlly rcquircs subloans of more than $250,090 instcad of 
$200,000 to bc submitlcd for  p r ior  approval. Sincc wc wish COPi;-;A to mokc 
more cyuity invostmcnts, wo a r e  recommcnrling that cqlrity invcstrncnL hr: 
trcated the same as loans as has  becn the policy adopted in all rcccnl clcvclop- 
m w t  bank loans. Thc present reserves  (legal and bad dehls) seem adoclwlc,. 
They diifer only slightly f rom the reserves  maintained by the othcr AlU-as- 
sist.cd developmmt banks, and we are recominendfng continuing the present 
system of rcscrvcs. 

COFISA will iincl it cosier  to make disbursement for t h e  procurc- 
mcnt of US raw materials ' than for U S  equipment. We proposo to rcstrict ' tlrc 
use of AID funds for  raw materials and intermediaries procurcrnent to t l ~ c  
highest priority projects and projects in  which COFISA takos an equity p:rrtic- 
ipation equal a t  least  to the iinanced imports other than machinery and equip- 
ment. 

A1l;hou~;h COFLSA is onc of the most wiclely hold companies in Cohla 
liica, AIL) i s  already sltbjcct GO considerable cri t icism for  giving such sulj- ' 
stxntial assis1;nncc ' i  a ~.clntivcly small  group. In order  to broaden i ts  owner- 
ship and to reduce cri t icism suggesting that COFISA is a closcd club, we tsllall 
require that a t  least  $500,000 equimlent of the new shares  be sold to  persons 
not sharc11oldc.r~ of COFISA on Dccembcr 31, 1067. 

?or 1!1v Jir::l time CO USA will not only bc per;:;iil:c:il I ~ i t  cncour- 
agcd lo ilsc A D  11,nds to ~ inancc  ngricultural production, c~iuipmcnt and farin 
improvcmenl. This ch;mge is responsive to the ncuds of thc Costa 1tic:~n ccon- 
omy, thc priorities of tho A D  program a s  wcll a s  the recluest of Cilk'iSA and 
the rcco~nmcndations of tho AID Central American Industrial Policy Cornmit- 
tee. Wc bclieve COFISAa s Board of Directors togcther with the proposed ag- 
ricultural specialist to be nddccl to the staff contain enough agricultural ex- 

e t isc  to permit effective appraieal of agricultural projects, A maximum 
eefending r a t e  of t o  s ~ b - b ~ r r o ~ e r ,  w i l l  a l so  provide a 
meaninJ3fa i n c m t i v e  t o  appl ica t ione  f o r  p r i o r i t y  grojecte ,  
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R. Justification - ol' the Projcct  

Tho U S N D  docs not bclicvc conso1id:~lion ol a viablc privatc inclus- 
t r i :~l  dcvclopment bani< and tlic provision of morc lunds fo r  industry a r e  suSii- 
cicnt juslilic:ll.ion ior a sccond A1D loan to COFISA. Bccause COVISA has per- 
formed so  well,  m;llring sound loans to outsiders and keeping its adminislraiive 
costs low, i t  (10~:s not ~ : L V Q  the samc rcquircment for  additional conccssional. 
AID suppo1:l; :is (lid tllc privatc devclopmenl; banks in othcr Ccntrnl American 
couirtries. Solno may arbwe ,that the lack of a privnic commercial banlting sys- 
tem mnlccs lhc nccd for a dynamic and growing private devclopinent b:ullc g r c a k  
in Costa Rica than in ol:hor Central American countries where thora a r e  aggres- 
sive private commcrcral banks, including branches 01 U. S. banks. 1-lowcver, 
Cos1.n Rica has cnown to  ltcep deposit banicing in stata hands, and it is not an 
AID rolc to al;f.nmpt to offset tl3e results  o l  this nationa.1 docision, whicrl was 
fully debated a s  rccently as 1967. It should also be  noted that Costa iiica nas 
tile highcst inlercst  ra te  structure in Central America, giving COVlSA advm- 
tages in borrowing from higher interest; ra te  sources. Costa Rica also has talc 
most unstable exch:~.ngc rate, making dollar loans inorc ris!cy, however. 

'llic ju:;l;ifical;ion f o r  this loan is not to si;rong'ihen CUi"li5A i j r ~ t  i O  I?:::! 

it. The USALD believes the highest priority requirement for  i'orcign Cinancin(,r 
in 1;hc producti.vc scctor is credit  for  agricultural divcrsificaiion. Suoh diver- 
si kzl : . io~~ is ncecfcd to  mdce t h e  economy and particularly i'oroikrp exclmgc 
enrninf:.~ 'Icss dcpendcnt on coilec. and to help resources movc out 01 coll'ec I ) i b * . . -  

d~~c t ion .  The resources which may movc a ix  morc apt to be capital, manage- 
ment, tecimical sltills and labor than land, although some. diversilication may 
evcn prove profitable enough to encourage diversification of land use. 

Il/l;inv of t l ~ c s e  diversification projects recluirc jntcgrcd lendii~g lor 
agricullurxl prockct-ion, processing and markcting. Moreover, thcy rcquirc 
lending hascd on project analvsis marc  than collateral rcqujrcmcnts. The 
nationnlized baniis do not appear to havc the flexibiliiy to handle sucn lcl~chn?; 
and the expansion of commercial bank credil: is being limited severcly in con- 
nection with elforts to  avoid devaluation. The Govorxmcnt has suggesiod thc 
e s  tzhlishment 
participation, 

of a new public sector institufAon, pcrhaps with private sector  
to  promote and finance cliversifical;ion projects, and a group of 
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privatc agriculturalists had sug;;cstcd thc formation of n ncw privalc! dovclop- 
nwnt bunk :~101lg LIw lincs 01 COFlSA to concentrate on agricullural produollon 
and processing. USAW bclievcs thore a r c  many sclf-evidcnt advaniagcs to 
using the existing, cst:hlislwl institulion over crcation of a ncw inrjl;i~uiion 
along either ol the nbovc kirlcs, parlicularly a s  many of the advantages oi t1.e 

al~ovc institutions can be incorporated. The Government has alrmcly ~:;.UU- 

lishcd an autonomous centcr to promote exports and investmcnl. C O l 4 ' l b ~  m u  
inc1icai;cd it is prcpxrcd to work closcly with the cenler. Once Lhc centcr in- 
tcrests invcstors in a diversilication projcct, COI'ISA woulci consider 1 ~rrnncin;; 
it. Some of the potential investors in a new agricultural development  him^ 
hnvc inclicated t h y  will purchase part of the new share issue of COP lbri ariu 
1ic~ot:intions Sol* lorans to some members of this group a r e  alreauy in thc prc- 
i iminnly  stage. Moreover, A1D would have to provide local currency iol* s ~ ~ b -  
l o m s  lo a new institution while COFISA can finance local currency llecos l ' m - ~ l y  
f rom rcpnyments on ear l ier  inclustrial loans. Thus we conclude that malung 
additional funds avxilable to COFISA is theoretically the best means 01 I L I I ~ ~ ~ C ~ J I ; ;  

the necdc:cl diversilication. 

Altho~~<h IJSAJU bclieves ajiricul.ture oflcrs thc bcs.1; helci lor esjJ;l;k- 

sin11 cf c s p n r t s  orhiirlc 1;he CACM, thcre is no rcason to pre:judicc purely icclus- 
trinl pr~jcr : l ; s  wh i ch can es:3or (; I;o world marlic1.s. Such pro jcc i;s ~:n*ovidc silnllniy 

r -  ogporlunitics for rlivcrsiiiciltion in the uso oi capital and labor. i 1iti:i thcsc 
industrial projocts ;.me included in the priority c~tcgory .  COlWA urged t11:~t 
eflicicnt import substitution projecls be  inciuclecl a s  they have a sin~il:~,r ciicct 
on the balance ol  payments. Moreover, such efficient import substitu'iio~l 
projects a r e  often the initial stage 0.1 export industries. The principal yrou- 
lem is defining the efficient import substitution industries. The U S U  h a  
established a formula, but only experience will show its workability. 
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Sinco priority projccts lwvo In con~pclc  on world 
nmrltcts, a C O I I C C S S ~ O ~ ~  ratc 001 i n s t i t u t i o~~  iu justified 
to support competilivc cntry into will hc partly 
comlm~satcd lo r  the grcatcr  rate. Porhaps 
the projects with the s own 
I ' ~ u ~ c l s  to covcr 1oc:ll 
therc  is an clement 
altl~ough the conccssion r a t e  of 3 pcrcent may not seem justificcl for  some 
of the projccts actually iinanccd, such as milk proceming equipmcnl f o r  thc 
large coopcrativc, it mutd be kept in mind that wc expect the earnings on 
these projccts to bc  risked in other projects which may requirc few imports,  

Tlicre cwc : k o  tccl~nical  ren.sons for  supporti.ng additional lunds :Tot , 

domestic intlustly. A smaller  loan would mean a smal le r  increaso in c;~pil;al 

'The 'above discussion fully justifies the funds io be uscd lor  ~ ~ r j o r -  
ily projccts, but  why should COPISA be autlmrizcd any addition:~l funds for 
industrial Icnrling i n  such fields as the texLilc and printing industries 'I' ' l le 
USAIL) i s  divided on this issue. Some believe no funds should be nuthorizctl 
l o r  use outside the priorily ficlda. Some belicvc COFISA plays a usel111 rolc 
in financing industrial development and such additional fullds can be i"sti5'icd 
on the basis of crc:ll;ink sunport fo r  the CACM and contributing tr, the srowth 
o l  Lhc cconomy and etnployment, c.sl)ccially since low-value mlrlcd inclustric*~ 
r e  i e l i i l  Othcrs takc a middle ground suppor1;iny: COPISA1 s position that 
tl~crc? is not yct ciiouyh busincss i n  diversification and export inclustry lcnding 1.0 

. .. sup,mrt t11c detrclopmcni bank : ~ n d  that i t  nccds to conliinue with the husincss Eol* , 

which i t  was origin;t.lly cst.aldished to ca r ry  its overhcnd, to ju~l;ii 'v such a larqr! - 
loan and jncrcasc in capital (which psavides morc local currcncy for  tile prior-  
ity ficlds), and to press  forward the dwelopment of such industries a s  wood 
products, c l ~ e ~ n i c a l s  and textiles which may not yet  qualify for  the nrioritv 
catcgorv but ~ n t ~ s t  ?row ns the economy grows if the demand fo r  in~por-ts in . . 
' i l ~ w  .fields (lo.vgrlv f rom d h c r  CACM countricfi no morc cil'ic:el;t khan Cobti1 
Rica) is not to .increase rapidly and complica.te the balance ol pay~ncw:n prob- 
lem. 

as only the leverage of the loan makes lho shares  an atLractivc. invesf;nir?nt, nnd 
a smaller  issue would result  in  much less broadcning of C01T3A1 s owvncrship, 
Failure to malto clollars available for dornestio indus1;riee would foroc COFISA i 
to ueo much of i t s  secondary generatim to conlinua i t a  londing rolntin~ialrlps 

: * .  ..- 
with its best industrial clients. Thus, in part rnakhig these d o l l a r ~  civailablc - 

I 
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libcratas coloncs lor  thc priority projccts. 01: co~.lrsc, thcsc problcrn:; woulci 
be overcoma ~ I I L ~ O U F ; I I  ~ L r i c t  conditions on thc NU loan, but COYLSA 11;~s indi- 
catccl t l u l  i t s  sllarchuldors will not acccpt thc d ilulion of thoir oril,rin:ll cqujt;y 
i1 such s t r ic t  conditions a r c  iniposcd. Continuing m:llcing A D  funds availabio 
lo r  somc domcstic induslries is the pricc of taking atlvnnl;ago ol' .the fitrong 
established dovelopmcnt bank to move f w d s  into thc priority l o l d .  

- 1  1 herc is another strong nrgumcnt for  a privatc orp~nizat ion in tlu! 
t l ivcrsil icatio~~ Ticld. 'l'hc cstabiisanwnt of ncw productive nctivitics i s  (111- 
l'icult and complicatcd. Government institutions in many countries h v e  suf- 
icred large lossos bccauso projccts were not suilicien'tly sLudied. 'l'no proili 
motive is an i~nportant restraining factor in weeding out unworliablc project.s, 
cvcn il' it means a gwcl project is occassionally rejected. 

Tho 6'oreign Assistance Act, overall U. S. policy, and thc  AIL) 
Central American inclustrial Yolicy Committee all recommend use oi ~riv:tb! 
ins1;itutions whenever possible. II' the cost of using a good private instituctoo 
is to make some A D  lunch available for a use somewhat below tile highest; 
priority, it may be a pricc weir worth paying in t e rms  of the errLciancy WALII 

wluoh lhc AIL, iunds are used. 

The Mfodcl :Bu lk  iamily shares this p rdc rence  lo r  pnvatc: 1nst;lirr- 

tions. Tnc Worid Bank docs  lot plan to continuc iinlmcing capitiLL eq uprnc:r IL 
throu:;k the Ccntral bank as 1% chd Uctweon 1'3% r u ~ l  1963. 'l'ne U ' C  no\y clc:~i:~ 
only wlth privately owneu ~nst i tut loi~s ,  and most oi i t s  potential projects in O o c . ' . ~  
Rica would be joint projects with C01'1SA if COFlSA has iunds avuilaule irorn r h i ,  

second loan. The same is t rue  of A C & U .  

Wllc:~ thc l i r s t  Central Anwrican development l x d c  10311s ~vcri: nl ; l t i ,  . 
A D  bclieved thc origl.na1 seed capital supplied hy AUI woula suSiiclc:lt,y 
strenp,,hetl (;he banks to permit them to finance future growiAi by bo r ro \~ i ag  i ' r ~ i : ~  
private sources o r  harder-term international lenders. Wllen, in l 'J  GG, seve 1x1 

development banks had committed their f i r s t  loans and their  shareholtlurs cup- 
ital, they found they were unable to contract long-term loans from othor 
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sourccs. Thcre wcrc sevcral rcasons ioll this, F i r s t ,  inoncy was pxcr'nlly 
tight and espcnsivc in Jd:i~roj~c and the Unil;ed Stntcs; sccond, lhc nlodcralc in- 
tcrcs t  rat(? lenders (1Ult1), Wl3, and Exlm) said thcy w o ~ ~ l d  rcquirc govcrn- 
mcnt gunrnnlcos ol  rcpnyn~cnt o r ,  in their abscncc, a sui~st;lnl;ial Illstory oi 
c:~rnin::.s and abili1.v to scrvicc dcbt; third, higllcr r isk  private lcndcrs (IL~'C: 
;~nd " I'rlgc AcC' co~npanics) requircd a rate of rclurn which nlaltcs i t  impos- 
siblo Tor tluvclol~mcnt banlts to relend thc funds prol'it,hly. Similarly, ttlc 
lcvcl oi' 1oc:~l intcrest ratcs was sufficiently high to prohibit p ro l i t d~ lc  opel4a- 
tions with any Sullds that might be borrowed from that source. in Cosca lrica 
lir.st c lass  induslrial bonds pay 12 perccnt. The dcvelopn~cnt banks worc 
able to negotiate short-term credits  f rom foreign commercial banks; however, 
these fwlds could not be used to finance their major develol~matit actrv~cics 
bacause thcy would r isk an impossible liquidity squceze by borrowmg snorc 
t e rm and lcncliny; long term. 

The dcvelopm?nt banlts wore also liinitcd by market forccs a s  io 
the amount of new sharc capital thcy could raisc. The Uanlcing busi~fl'css IS 
cssentially borrowing money a t  one price and lcndinfi at anol;hcr. 11 the stocL- 
linlrlcrs were to increase thcir  own c:c(uity contribulion without acquirin;;. any 
more dcbt c:ipital, thcy would bo loworing the averago ra tc  of rclurn oil l i l- .  

vested capital since thcy would dilute whatever levemgc lhe original s i ~ i ~ r c s  
enjovcd bv dividing i t  with the new shares. 

111 vicw of  thcse factors, A D  docidcd to consiclcr second ionrls to ~1jc 
clevelopmcnt banlts to continue their  growth. Sccond loans in I ~ O I ~ U ~ ' ; ~ S ,  
P m a m a  and Nicaragua were authorized in FY-67. The Costa &tican ~ b r i l i ,  u d  
not recommend a second loan to COFISA in  FY-67, although Wk' ldk*  s ltulc~s 

we;-e all commil;Lod, hoca.~tse other development a r eas  nad a higher prloii ty as 
cxplninecl almve, 

Therc is reason to bclieve that these bnnlcs will be d ~ l c  to  iinance 
future growth from otlicr sources. With a loan and invcstmont; lioriioiio oi 
approximately $10 million they will be able to opcrate with a smalicr s p r e w  
between thc interest they earn and the interest  they pay arid tllu seconu Long- 
t e r m  AID loan will increase their borrowing base since private moaiun~- tc ru  
lenders tend to look at the long-term AID funds 
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D. The P1:lce ol thc Projcct in thc Country I?rofram 

The I'Y-G9 Program Memoranduin (August 1067) idcntilied the 
improvement of public sector economic policies a s  AIDi s first priority goal. 
Thc thrce policies to which particular focus is directed are: (1) closing the 
fiscal gap, (2) agricultural diversification away from colfee, and (3) revised 
cmphasis in industry to s t ress  exports and efficient high value-added irnpod 
substitution. 

During the past year the dialogue bet-tvccn tho USAID and the Gov- 
crnmcnt has resulted in substantial progress on all three priority goals. Ac- . . .  lion has becn talren to reduce the fiscal gap by more than hall. The l i r s t  AID 
program loan in Ccntral America was justilicd by tl.lis sell'-help. Ho~vcver, 
the fiscal problcm continues and the prospects for 1969 a re  for a much 1 ; q c r  
dcficit. Thus consideration of a second program loan, wllich w a s  indicdicd a s  
lhe highest priority AID loan in the program memorandum, has been postponed 
pending additional fiscal action, Ip the meantime, the Government will rind i t  
easier to resolve the fiscal problem iT the economy continues growing rapidly. 
Performance co~itinucs good with an average 6 percent growth rate  in rcal 
tcrms ovcr the past thrce years. Thore a re  inclicalions the growth rate is 
sl.ipping bclow this rate in 1068, and early approval of the COFISA loan \vill 
provide another injection of investment funds to help maintain rapid economic 
growth in  1968 Clroogh 1070 and thus indirectly help the ~overnmcnt ' resolve 

~ -- 

the fiscal problem, both through a higher income base to tax and fhrougil a 
general atmosphere conducive to new tax action. 

The economy of the country and exports a r e  being diversif;cd 
i~apiclly. In 1960 b:tnanas a r e  expected to surpass colfee in export earnings. 
Minor cxports to nmrkets outside the CACM have started in a s111~st;intial 
numbcr of liclds. Among products now being cxported for the f i r s t  Cine a r e  
yuca, tires, cut flowcrs, shoes, gloves, women1 t; ullderwarc, dry-cell bat- 
tcries. An export and investment promotion center has bccn creatccl to dcvelcq * , 

additional diversification and export products ; major work is already unc?crw:ly 
on pine trees,  macadernia nuts, and a pond fish for clomestic consumption. The i 

proposed loan provides direct financial support; for  such diversificatiofi projects. 
I 

COFISA has already made loans to f i rms exporting all but two of the new ex- 1 
L r .  .... 
I..-:-.- 
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port products mcnl.ioncd abovc. Early approval 01 the loan is necdcd to rcducc 
the bottlcncclt 01 lin:mcing for cliver6iTication projects. 

The Costa Ricnn Govcrn~ncnt alonc cannot rcvise jtlclustrial policy 
bccausc Costa Rica is in a common market. Should Costa Ricn rcfusc incluu- 
trial inccntivcs lo a firm, i t  c ~ m  go next door to Nicaragua, obtain thc inccn- 
tivcs, and Ihcn export thc product to Costa Rica. Thus an inccnlivcs policy 
tighter than its  ncighl~ors mcrcly results in thc loss of both rcvcnues and jol.)..; 
instcad ol just revenues. I~iowcvcr, Costa Rica has taken the l w c l  in prcssing 
for CACM changes in industrial policy. Meantime, it has motlified its own 
incentivcspolicy to make it one of the toughest in the area. The COFISA loan 
will providc financing for  precisely those industries which sliould receive cm- 
phnais,  and the prcfercncial interest rate to COlpISA and b the borrowers for 
thcsc industries w.ill increase interest and investment in theso fields evcn 
before there is a formal change in CACM policics. 

The USAID bclieves scdf-help i n  Costa Rica has been imp'rcssivc i n  
FY-68 and justilics a substantial il;put of A D  rcsourccs, even though thc fiswl 
and i ~ a l ~ u ~ c c  of pnymcnts problems have not been Sully resolved. Most Costa 
Rican cconomic policies a r e  already anlong the best in Latin America. Thc 
fiscal dcficit is not the result of heavy spcndiilg on the militaiy, there is nonc, 
nor on prestige lype projects. The deficit is becn,sc of large spcnding oil 
cduc;~l;ion, hcalth and dcvclop~nent of infrastructure, the key objcctivcs ol liic 
Alliance lor Progress. Over hall the eillployees of the Central Governmcn'i 

I 

a r e  school-teachers, and taxes a r e  already the highest a s  a pcrcent o< GNP in 
the CACM. Incentives for agricuit~lre have been improved during the past year  
through an increase in the support prices for r ice  and hecans and by permitting 
the domesti.: price of beef to r i s e  somewhat closer to the export price. Plans * 
have been made for a large expansion of a.gricultural resenrch m c l  extension 

I ., . scrvices with l;hc assi.stmce of an IDB loan. Roads a r e  being built in  almos.1; 
evcry part of the country. 

In 1965 the Planning Office expects the ratc  of indusl;riril. cx;)ansion 
to slow from thc 11 to 14 pcrcent of rccent years  to about 8 perccnl;, the samc 
as the total increaso in GNP in current prices. The rate of increase in ag- 
ricultural production is expectcd to increase sharply. Thus the rcvised em- 
phasis of tho second loan to COFISA fits the revised national priorities. 
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Thc Cotlnt~y 'L'eam gives thc highcsl; priority to thc accond malaria 
loan because failurc to conti~me Sunding that projcct will result in trcmcndouu 
losscs allowing mularia lo sprcad lo arcns whore it is now controlled. Altcr 
that loan the Country 'i'oain gives thc liighcst priority to thc second COPISA 
loan and urgcs its rapid approval with the conditions proposcd in this paper 

4 
such that disl>ursements can begin promptly to assis t  in mxintaining thc rapid '.y.;,'." 
growth rate and to recluco the pressures on the monetary authori t ie~ to expand .-.; . .,,# :,-, . .  
credit beyond the scope of the stabilization program . 



A. Industry in tllc CACM and  cost:^ 1Eica 

The proldcms of industrial C ~ C V C ~ O ~ I ~ I ~ C ~ I ~  in CcnLral America wcrc 
cxami~iccl by both AW nnd llic World 13anlt j.n 19G7 (Tina1 rcport  AX) Ad Iioc h- 
tiustrial C01nnlitt~0, Sun Josrj A-434, Juno iDG7 and voluino IV or IIJLILjls -- Ifco- 
non~ ic  I>cvclopnlcnt ; i d  1'1.or;pocLs 01: Ccnlral America, - Juno l9G7j. *i';w gcr~w- 
nl  thrust ol' Lhcso stiidics is that thc CAGlvl has procecclctl too wj)iCijy w ; i . i ~  :: .-.,, . .;.. 
fiscal inccntivcs for industrialization, cspecia.lly exemptions k o m  i.mpoi.1 c;iilics , ..--..*,. 

on raw matcrinls and intcrmcriiarjes, that insurCicic111; atlent;io~l lins I>c(:~I given -- 

to basic industries and industries 01 scale, and that t i l e r ~  is n I.ci:tlcncy to pro- 
vide virtually unlimited tarilf protection to almost any jnclustry cskil~i ishi ng in 
tho circa. The rcports recognize tho high priority of additional invcst~ncnt in  
induslry bul; suggest that coilsicieration be giver1 to basic changes in indusLrjal 
policy to ob4&in Anom C:I\CM value acldcd and inciustrios to process ChC;.i r:iw 
~ n : ~ t c ~ i a l s  and c x p o ~ t  ou1,sidc t;lc i~rc;l :lud 1113.1; n ~ o r c  CIT)!I~I:LS~S IJC)  pl:~co(; V;I  ill^ I 

:~g-ricultural scclor. Thc dclails oC tllcsc rc:porl;s will no(; i ~ c  repwtctl; Lom-ver, 
,,, .. .& .. 

tho conditions on this loan conforr,~ I;oi.li to nlany specific rcconl~ncn(.lal;i~)~~:li 3.1irl lo 
the general thrust  d these basic studics, 

P - 
, . 

Because 01 thc prcrblcms of modilyhig CACX ind:isi;i*id policy, t1icrc 
i s  a tcndcncy to iorgct LIiai i;idus~riaiization is whai; i;he CAC.ivIi (:unci X ~ L C L *  Lila 
LACM) is all about. Thc CACM was lo~oi.mcd becuusc, 02 h c :  des i re  ol" thc inclx- 
ber countries to industriulize and the necd for rcg-ionil track 'a ,;iipporl; i ~ i c l r i ~ -  
trialization. While tllero is soum Mar -~ncmber  tradc iil agricullurc, it is 
cxp:~ nrlcd trade i i i  r na~ iu l ac tu~d l  goods which has  bcm tho sigi~ii'icant l%aLurc: o i  
thc CACM.. Inlra-regio~;:d trade in the period 19G2-67 p c w  Trom aboitt: $50 
million to  n w r l y  $300 million with manu.hcturcc1 products accounting for s o ~ n c  
85 p e r  cent of the increase. 

The CACM 11as about 15 miilion peopla, but tho economy is only 
about ihc size of Ncbraska o r  Arizona. Most ol: the ti'acle hns ijoen in prociuc'is 
with .ruiativc:iy s i~n lde  prociuclion; howcvcr, nearly l~&L'thc p : o ; h  iii i;r&ic: 0i;- 

curred in ncm-t;L.ndil;.i.old products (l:ertilizor, pdroieum pr~cki~i:;, chcm icnl s 
r;.:id m c ' d  proclucis) at1 01 which are procluccd by inclus i;.rics rc1:~iivcijr 11cw LO 
the rcgion and which a r e  dcpcndenk to a great ccx'icnt ~ p o n  impo~'i;;ii raw ml;:.c~'i- . 
als. Many of thesc a r e  also clcpendcnt upon high tariif prot~ct ioi l  :ind 1ji1c;r:t.i 
tax incentives because they are essentially mixing o r  asscmbly oi~or:~tiocs with 

, ,  10iv value added. On the othcr hand, some of theso assembly indus t~ ieu  produce 
a product with a lug11 labor content;; e, g. , the metal i'abricniing industry, which 
kcncls to make the Central American product compol;it;ive. Soluc ol: il;cs~ indus- i 

t r ios  would b e  competitive without excessive protection becnuso ol tho high cost  i 
of transport  from other regions, Consequently, all assembly o r  mixing inclus- 
tries cannot b e  condomnod out of hand. C _. 2 



iVc :ire l j m i t i n ~  1;llc uso oT AID funds to provomt use in proj octs with 
thc most ol~vious ubuscs ol' incontivcs, I J U ~  thcro i s  no doul,l L1l;~t ~ 0 1 1 1 ~ :  01' ihc S 
pel* ccnt An> Iuncl:; will bc uscd for industries which Co,t;!;:~ Iticn. and thc CACM 

I 

should not Cncout:q:c a t  Lllis time. It is the history of ticvclop.ing counbics, in- 
cluding the Uni1;ctl Sbtes  jn i ts  time, to go too Llr in encouraging incllicicnt; 
induslTy during thc initial phnscs of industrial devdopnent, '1'11o cosl; 01 such 
incl'ficicncy sl~ould IIC colisicicred a par t  of tho cost o l  devolopmenl;; moreover, 
in the case of t l ~ e  CACNi, .there is tho major additional bonelit 01 promoLing 

4 r cgional inlqpation. 

Thc World 13:1171c s t ~ d y  al.l;cmpts 'to npply tho results or Pro l (xsor  
IIollis Chencryfs work for the United Nations rc1al:ing inc!u;;'iryfs :;!~nro o l  gross 
do~nestic product; to population and per capita incolne. The results of this cxcr- 
cisc a r e  set; forth in Alrnox 111. Costa Rica, which has the hil;hest pcr capita 
income in the CACM, has achieved a level ol' output somowhat below tho expect.,:cl 
valuee. 

i 

Thc., Cenl;ral Bank has mbarkcd  on a prorgaln ol tight domcstic 
credit to rcducc ~ ) ~ c s s u r e  on the cxcilange ra te  ax1  the ba l~ i lce  of paymcn'i:;. A t  
thc same timc the co1nmcrcia.L Ij;~.l;lcs a r e  attcmp1;ing to inalcc their por1;i'olios 
mom liquid I)y concentrating new lelitlhg from donlcsiic resoifi:ccs in  si~ol-1; IWL- 

turiiics. Thus thcre will prc;l)ab'ly bc low commerci:ll bank mctiiuin and loll&: tcrm 
loans lor inclustry o r  agriculture during the next 1 2  to 18 monihs exccpt lor loans 
at; 1oa:iL partly l i n~nccd  abroad. 

Tal~lc. F0u.r si~ows the g1:otvI;h of coinmcrcinl bn.;~lc crcdil c1u~:in~ iiic 
- 

p:~.st four years. The amount of 1.oans lor  1;olh industly and caiilo incrcsscd by 
over 15 per  cent a year and for the rost  of agriculture by over 8 per ccut. 'i'heso 
credit increases a s  well a s  the first AID loan to COFiSA and olhci  h x i y  fi - '..$ . 
nancing havc been cstrc~ncly import;ult in estnblisiling the current gruwhi ra te  
ol ~ I J O U I ;  6 pcr  C C ~ I ~ ;  j n  rc:d I;wr;is. As domostic crccli5 will grow mly slowly, i C  
a t  all,  under thc Ccntr;~l B ~ ~ l i k ' ~  siabilization glail, thcro is c, ~,I:L~uL- n c ~ d  lor nd- . 
ditional Zorcign rc;solu.ces to mninVain the growth rato. 

Thc Tablo also illustrates the hnpor1;ancc of COFISA cntcring tkc! 
agricultural fielcl. The ra te  of incrcuse in credit for agriculture, ~ ~ ~ l i i u i n g  
cattle raising, was only a little over half the rat0 of increase for indus~ry  altiiough , .  ' 
ng~icul ture  is tho basis of Costa Rican exporl;s. C~reclit for cattlo did incrcasc 
rapidly, paitly because .of the IDB l o a s  in this ficlcl. I 

L 



COMMERCIAL UANKS LOANS 
(OutsGnding Balances in Millions o l  Colon04 

End of February 

Agriculluro * 257.2 
Cattle, IIunting 

Fishing 136.8 
M n  nurhcturing & 
Est.wction 131.7 ' 

Elcctn-icity 2.7 
Commerce 52.8 
Services, 'l'rans- 
l~ortnlion and 
SLorage 54.7 
Housing 27. G 
Personal Credit 48.9 
Other 12.3 

TOTAL 724.7 805.2 946.5 948.2 1,031.6 42. 2 

Qcluludes Rural Credit Department 

The Tablc also shows the results of .;;he major efforts which h w c  11ccn 
made by the banlcing system to concentrate credit in the directly prociuccive i'idds. 
Tho absolute amounts of credit for commerce and housing were reduccu. 

The Table overstates tho eficctive increase in crodit for iixlus'iry, ;.a\v- 
OVCI, I ~ c c m s e  01 whaL lnigh1; be called Lhc crcdit cask of fntcg~:1:i~iioll; cl'cdils ;'u;. 
f ie  expori; o i  industri:~l goods a r c  included in the indusLry c;assii:lca~.ion. As i;.ki;kid- 

t r i c s  trading in  thc, CACM have developed, there has bccn a heavy d~?inancI oil  ill^ 
national crcrlit resounccs of each counhy to finn.nco salcs to 'ihc other COL~, . I~ : . :~ : ; ; .  

For example, the opening in 1967 of the largc Firesi ;~ne t i re  p l~n l ;  in C o s h  ;.lit:;\ 
creates  :L subsbntial dcmand on the Costa Ricnn banlung systcm Tor crcdit to dl.;- 
count the export salcs of tiros; usually 80 per  cent of the invoice is iinmceci. l?roin 
the point of view of the CACM, as a whole, tile industrialization proccss p ~ : i L l y  
increases tne need lor credit. For examplc, before tne formation oi? thc CACX, 
t i r e s  were importcd and there was little domestic bank credit to finance t i r e s  sincc 
little crcdit is extended to finance retail salcs. The clistributoro took advantage of 
what  foreign suppliers' credits might be available. Wllen production starts in thc 
CACM, the local manufacturers a r e  pressed to provide at least  the snmc term.\; as 
the previous foreign suppliers. The composition of imports switcl~cs horn L * c s  

UNCLASSIFIED 



to various rnw lnatcriuls, but: srq~pliers'  crcdits lor raw inatcrials a r c  L I S U : L I ~ ~  
slnortcr than lor h i s h e d  products. There is a ncl; reduction of working c:~pit.al 
crcdit Iurnislncd from abroad which must be ollsct by domcstic crcdit. Oncc 
connpctition ninon;; various manufilcturcrs bogjns in tho arca,  therc i s  a tcntlcn- 
cy to incrcasc crcdit ~ C I ~ I I I S ,  especially since tho banks in cach country, tend to 
givc export credits generously. Thus credit is providcd indircctly to commcrcc 
and consumcr s. 

i 
In shork lhc tlcvclol~mcnt of the CACM and incrmsod L;ratlc anloil;: 

,the mcml~cr  couukics incrcascs tne requirement lor do~nest ic  bank crcdiL;. ?'LC 
COlclS9 lo311 does not mect this need directly, but i t  will 11~0vidc adr.lil;ion;il 
m c d i u  and long term financing in  agriculture and inclustry wlnilc tho cornmc~ci i l~  
lxullcs a r e  shifting resources to lhesc shorter tcrm necds. Thus, in a scnsc,  
the COFISA lonn does cover one of the most dificult  and immediate costs of ini:c- 
pa t ion  and supports the U. S. objective of assisting integration efforts. 

AD-DLC/P - 535 01 April 1357, supportiiing n $5.0 million l o w  for 
relending to small farmers,  nrp;;;ed that other foreign loans were covcriig h a  
nceds of the mcdium and large farmers. However, dcvelopments during tllc y ~ s t  
ycnr make n.dclitiona1 crcdit for large farmcrs essential, especially for thc? cii - 
versification projccts that l~ave  the highest national priority in order to rcciuce 
the dependence of the economy on coUce. 

In early 1967, it WLS planned that the 11c:c;ils 01 large inrrncrs would 
bc 111 CL I'l-orr, a $5. 0 1iLliioi1 X R D  loan wllicln wo~lld ba iiie I'irst; stngc of c?stcl, 3-;ivo -. 

I1XtD lendi,~;r lor c : i p r t  ng-ricu!ture, a $2.5 injllion lorun Tor banai~us from L\;;~L;i~ilal 
City B:~;i?i, loa.11~ horn Clnnse of $5.0 to $20.0 million and, to a lesser  cxtent, use 
of the IDB $5.2 million lonn directed primarily a t  medium-size farmers. l'hc 
IBRD loan has not yet been made; the amount under consideration has imen rc- 
duccd to $3.0 million, and the credit is limited to produci;ion ol: Ix~nailas, c a l k ,  
pineapples : ~ u d  cotton, 'l'hc  lo:^ will probably be authoriacd aiurtly, but i h c ~ e  s 

a r c  already appiicaLio~ls Tor more than hvicc the amount avniial~ie lo2 both h : ~ i ~ ; ~ ; i ~ s  
and cattle. T ! m c  is no indication ihe IERD plans to malco a second loan soon. 
AID funcling may ilot I)e used for cotton; thus the only arm i i ~  which thcrc upill IN 
a possible ovwlnp with thc proposed COFISA loan is pincapplc!~. As  tho D > X 3  
loan inay not finance facilities to process pineapples, a role  for COFISA lentii~ig 
with AID f u d s  may develop even in this field. . 

!' . 

Thc National City Uank increascd i t s  bmlana loan to $3. O million, bui; 
it i s  already i'ully disbursed, A new loan of $3.5 million for bananas uncl 0 t h ~ ~  L 

agriculture has  just been arranged with C11aso Manhattan Bank. Ncgotiations a r c  .. . .., a .  underway for additional banana credits from foreign commer cia1 bai:;cs. fiiean- 
while, considerable foreign capital irs being invo~ltocl h tho bnnnna hasinom with- - 
out passing through the banking system. The.AID loan itself can hevo a l l y  ci 
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limjtcci rolc in Lhc ban:~nn iiiduslry. Asirlc 11~171 L110 I:w~:c:;~; f o r c i j y ~  C O I I I ~ : I I I ~ C : S  

whicl~ inq~orl; tlicir own hcavy 1 ; i i ~ l  claaring cqujpnic~~t,  rnosl; ol: t l ~ c  1ol:cilp cx- 
cl1:~ngc invcstnicnt is in swvice  conqxmics ongagccl in l.:untl c ~ c : L ~ ~ H ; ; ,  acria.1 
spmying and olhcr pi:orlucl:.ion opcrntions ancl in  ~:ail\v;~y ~011~1i-11cl.io~l awl rolling 
stock. Thus thc 1)nn:ui:~. I;wn;crs Ll~cmselvos h v c  1.il;Llc rccluirc!mc!nl: for AID 
funds :~ll.l~ou~:'h tllcy may ncccl COl'lSA's local currency. COI4'ISA n1:l.v s1.m inalte 
s o n ~ o  lo:~ns will1 AW I'i.inds to tho service companies Sot: lhe in1po~:L; of U. S. 
ccluipment. Uccauso of the largo amount of credit going into bananas 2nd I.he un- 
ccrtaintios of tllc banana marltct, COFISA loans outsk~nding a t  any t h e  to thc 
banana i ~ d u s t r y  includi~lg comp;unics servicing banana farins or providing trans- 
portation for lxillanas will I)c limited to $500,000 from all sourccs of funds cx- 
ccpt; as All) may otllerwiso agree. 

The Sunding now proposed from olller .Corcign b:~.nlc credits to tile 
b:~nliin? syslam would essentially be a switch of scnsollal fjn:i.nciag o l  colIee and 
sugw lrom C o a b  I;ic;in ~:csources to loreign rcsourccs withoul: an a l te rna~ivc  
usc of Lhc C O S ~ L  I.iic;?11 I'CSOUL'C~S. This opcmLion is psi~nxriiy a means o i  in]-  
provii~g t l ~ c  Lahncc ol payments, not of providing ;~dC'Liti~ni~.i c lo~u~s l i c  fill;i. (L illse 

Tllc Dl3 lonn to ~-r.~cr.lium-size Ia~!:~crs 11:l.s bccn com.~i~iLl:crl onl:~ :;l(i:v- 
1y until recently. Thcrc i s  slill ahout $3.0 miilion u:~comml'tLc:l. UlilizaCion i s  
now accelcrntin~;; ovm: $3.. 0 nlillion was committed (luring 1 . 1 ~  I'.i.vst four monlhs 
of 1968. CommiLmcnts will IIC evcn Saswr once arr: l ip~nenI:s a r e  madc to iiso 
tl;e funds through the 1Cwal Crcdit Boards a s  well a s  thc cornmcrciul dcpwt~aent.  
Most; of the loan will be co~nmil l ;d  by tho cr~d of 1968. 
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Entry of CGE'XS'I into tho ng~icultural  ficltl 1n:~y 1i:~vc n111'i L j j  r:.ior cl- 
fc.ct;s by prov iki nl,: solno compxilion lor iilo nationni imd corn I ncrcjxl I~rw~!r  s. 
Thc banks now rc1.y :ilmosl: cxcl.usivcly on sc;cur.i.Ly 10.;. n;;ricull;uc:~l 1o:~nr;. CO- 
FISA will rely on projcct analysis. For c.s:~mplo, somc oE Ll~e rlyna~nic 11111; 

u11dcrcapiLalixcr1 Cirins which rcly on renting 1.snc.l iJls1c:ld of buying it wi l l  he 
c1igil)lc for COl?ILS/\ crcrlil:~, nlUlou;;11 they expericncc peat dil'l'icully in borrow- 
ing from Lhc col1atcra.l-oriented. commcrcinl I~a~dcs. 

LI imost rcspccts COPISA1s record comynrc; Jhornbly with t;ut ol I .  c... . 
the BCR. It has n m l ~  somo loans tiu'nccl down by tho TzCIIC 1)cc:iuse ol: k 1 s ~  3- - 
cient collateral. COl?L%ls record on sublocan rcpymcnt s  is excellctl'i whdu -;he 
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CCll is only now i~n~xoviny; i(:s record with tcchnic:11 :~s~istmc:cl ri:oi)i f . 1 1 ~  IDC. 
Thc cl~oico I,ctwcci~ two :Lctivc inclustrial lcndors has I~ccrl usclul in 1tcq)inl; 1~0th 
oil their tocs. 'rhc :~v;iil:lhjlily ol Iuncls from tho '13Clit  voids tlic c h r g c  that 
A D  is cst:~bl.isliing a. p r i w  l;c monol)oly in  t h  n, i 1~1usl:r inl lcnding ~nnrltct  :ml  a- 
voids tho always prcscnt clnngcr that COFEh will attcinpt to maximizc i t s  p1:ollitc; 
a t  thc cqlensc of nn.tionn1 clovc?lopmcnt. 

Dur jn~;  tlic Byst SLY inonths to ono ycar that the proposcd scco~cl  l m n  
to CO VISA is av:~il:~l~lc,  tlm BCR will prob:~My llwo only I.imitcd lunds lor co,;l- 
mihncnt a s  it:; application to tho DIE i s  procosscd. This slowing i n  i.ls coinpcl;i- 
tor 's  ol~crations wjll 11cl.p COFISA commit i ts  loan rapidly, just a s  COI;'iSA1s 
rc1:~tivoly l i~ni tcd fund availability, sincc 1 ; ~  second D13 l,oans to tlic UCIt wcrc 
siyicd i n  August 19GG , has helpcd tho BCR move funds rapiclly, Tllc loam com- 
mittco bcl iwcs such stnging i s  1.1se.Cul in nssurinx rapid commil;ment and clis- 
l.)ursclnont of iulcls while maintxining the compct;ition bclwcon tho two orgmuzx- 
tions. 

Will: 1118 cxchangc. r a t e  situation incrcnsingly uncci:c;~iu, COi'Xfr will 
f ind it; much Iu.rdw to niovc its hmds passing 011 tho cscii:~iigc ra te  1.j;ii J i  i;;c 
13Clt does not paas it on also. It w ~ u l d  socm no adclitional Fund for Spcciitl 0i)cr- 
ations 1o:uls sl~oulcl 11c madc to the ECR until it :tgrccs to pass  on tho $schnngc 
ratc  risk, 

Tllc rq?ort;ccl philosophy of CABEX i s  to lini:: ii;s jncius1;rinl Icnrling 
in thc moinbcr countries to projccts rccjuiring loans of at lcasl; $0.5 millio,l. 
As COFiSh gciici?ally does not wish to concontmtc as  much as $O,G inillion in 
a su1gJ.c ionn, ttlcrc is theorcticn'lly little coinpctition, Ilowcvcr, CACZI i.i:~s 
loaned ;L Ic,tc?l oi' ;1;7.1 million s h c e  l9G3 in Costa Lic:~, mzlcing 15 loans c : ; c l d i ~ ~ ; ~  
incrcasc:; in loan mnounts, OE this 3.5, .Wee wei-c fos $I., 000,000 o? nwi'c, 
Wiroe 1)cL~vccn $400,000 and $500, OGO,  lour I~c,.wccn $200,000 and $300; G O O ;  two 
I~ct~vccln $106, 000 and $200,000, and 'i1i~:cc lcss  than $100,000. T!:us CAUICI 
ha:; in tact p r c v i d ~ l  competition for COFISA. The t~vo CAGE1 !oms most r c  - 
ccmt1.y nl1p:rovc.d i11 Coa1::l 3Zi.c.z a ro  Tor $GO, 000 and $100,000. CAUL5 ~ i d ) l o : ~ ~ l ~  
c:u~ only I )c  n-la.rlc to "rc:$.onalt1 pro;jects, but 'zhi.s ~1~.~:.~l.iika lion Goes iiol; :li:;Li Ly 
c:iclucic nnylhl;ig since any p1rtn.L; t h : ~ t  imports raw rnatcrinls iroi;~ oz o d l s  ~~i;,lil 

to one of thc o t l~cr  mcml)er couu t~ ics  c~ualifics a s  rogionrd.. I;cc:~uso of ?is - -  . cagcrncss to move some of its over $50 n~illion in sul~pl icrsr  cj:(>di'is 5mii ,:L;::.:L- - - . .. -. 
co, Llic U. I<. , Switzerl:uld, Il(ollmc1, Prance, Italy a~;d other countric,s.;, CAL,.:.L 
is cnbouraging n.pplications for indusi;rial credits of XU sizes  in C o s h  ILca.. in  
gciicral, CABEJ?s tcrms a r e  about; the same as COFISA1s. liowever, COFISI1 
will not lace scrious conyetition until CABEItt; repubtion for talung a y o u  to 
process cr eclit applications is changed. 
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COSI'IS2I has bccn p~:cl~nrcrl to c n g g c  in joint opc:rntions wit11 cil:hcr 
CAUEI or Lhe 13Cl.Z. It is also cncouaging n mom nctivo lcnriing rolo l ~ y  ADl3- 
LA, a C0k'i.S.A s1;ocl~:lml.d~. Onc of ths most interesting projccts now bcing d i y -  
cussed bchvccn COIPISI :~nd ChUEI i s  a m ; ~ j o ~  cxpnnsion 01 r icc  procluction for 
csport. 1nili:~l s t ldics  i.ntli.cntc n loan of nl~out $3.0 million i s  nccdcd lo gc~lcr- 
atc a1m11d expcrts on thc ordcr 01 $10.0 million. CAl3EI has qproachcd COFI- 
SA on joint financing l~ccause much of i;lm neccled ficld cquipincnt cn.11 hc pi:o- 
c u r d  most r?.conomicdly in the U. S. m c l  CABEI docs not have funds for TJ. S. 
procwemcnt. 'J%o proJcct would be eligible for tho lower interest ra to  under 
tho A D  loan and thc lowor interest ra te  might make it more economical to 1 3 ~ -  
chase somc of the o l l w  equipment in tho U. S. as well. 

The prcxjeci; committee concludes that tlie proposed $5.0 million h r  
COFISA do not incmnse thc available foreign financing in cither l11c agr icn lkra l  
or  industrial field nl~ovo tho immediate needs of the economy and that. provision 
of these funds through a private flexible institution is highly desirable not only 
to covcr some nccds not; now bcing met  by tho public institutions but also 'in pro- 
vide an element of choice lor the borrower (con?pei;ition). 

Thore are scvcml restrictions an the nmo~;;;l; O F  tile loan w11ic;l i t  
is pruclcnt to mdra available to COl?I,SA at this thnc: (1) thc amou~it of f ~ u ~ r l , . ;  it can 
commit for U. S. procurement in not more than 24 months for good projects in 
thc priority arcas; (2) the amount of new dolnestic capilal which COFISA can 
rnisc with thc 4 to 1 ratio of A D  loan to equity (aitcr the sccond loan) which has 
:~ l rex ly  L;:cil e,.;I.ablishcd in Ccni;ral Amcrica; (3) tilo amouni; oi  supp1emcn~n;:y 
rcsources available to COI?I,SA from oihcr l c i l d ~ ~ s  once the A D  loan is ;;laic 
(which dcpc;;ds hcnvily on conclitions in international capital rLlnrli~t); (4) the  
amount; of AID support justified by recent Costa Rican self-llelp; (5) thc ~ h i l i t y  
of i t s  staff to handle increased volumc; (6) the amount COFISIZ. can commit; ior 
U. S. procuremcnt in non-11r:'ority a reas  with the exclusions providccl. 

Assuming C o s k  Rjca shou1.d bc clcvcl.~:~',~~; a m;',;;mu~n of $5 
mil l i m  a ycxr in  n.clditi.oa:~I cxports sutsidc the CACM in non-k-3 riilioild ; * . I .  ocluc.5~ 
:~nd a capital output ratio cvcn as low 2.s 2 to 1, a inini imn~ of $LO mil.!.ls;i of 
i~~vcstrnent a y w r  is noecled in the  priority ficlcls. This c:~lculation m:~l;cs no 
dlowance for hvestnaent in  efficient import; sul~stitution induskry o r  non-c,xport; 
agriculture projects. l l lus  even $2.5 million of AID funds plus an cqud  amount 
of local currency froin COl?ISAfs capiial issue and rollovers would meet no 
more tllm a quarter oE this requirement during the next two years. I-iowover, 
it is not clear that the projects to use w o n  this $6 million horn C O F W  wlll bo 



;~vail:~I)lc or 111;11 1110 JII:O~CC~.S tlovclopcd will wcji.rc rill1 jr,L:mtinl :Inlotints oi 
U. S. 1)rociwcnlunt. COl"'1SA now has rclativoly low ~ ~ c h  1)rojccls j)cildinf:: 
c:sl;~l)lisllmc~~t oi  n mnnulacturur o r  low quality colonial furniture to compcto 
witli Yugos1;wi;~ in thc U. S. mnrltet, thc g-rowjng :ind ~ I ' O C C S S ~ ~ ~  01 stmw- 
l ~ c r ~ i c s ,  thc growing and processing of tomatocs lor cxport. Thc total valuo 
ol' probablo loans 01 this nature now pending docs not appear to excecd $0.5 
million. 

COk'TSi is cons.idering two l u g e  inill< processing loans, cach aboul; 
$0.5 mil.lion. O ~ i c  woulci assis t  C O L ' ~ C ~ ~  cs5ablish a pl;~nt to process conc.1crwx.l 
milk in ~ : e ~ n o t c  GU:UI;LC:LS~C: to substitute for imports througl~out the! CACii'i; 1;Im 
ot1ic:c would iinancc n inodcrn icc-crea.m manufacturing hcil.ity [Or tlic 1;~rgc 
and cfl'icion~l; millc cocrpcrativo to l d p  promoto tho consumption ol ice-cream 
ant1 improve nutrition levels. If both of tlieso projects clevelop snLisfactorjly 
m d  the ~lcw Export and Investment Promotion Centcr identifies scver:il addi- 
tiol~al opportuiGti~s, I Y ~ O T C  than $2.5 million o i  A D  funds might be corurnit(;cd 
for t l ~ c  priority Ticlds in  l c s s  than 24 months. As subsequent stucties may irdi- 
catc prol~lelils in s o r ~ o  ol these yrojo,cts, it appcnss the priority grojcci; arcs is 
bcing L'ully luudod, i L  iiot ovci. funded, a t  lcast  for U. S. procurcmcnt fox n 24 - 
inonth period. We bclicvc the prioriiy 01 h i s  a rea  justilios liberal rat;llcr than 
conservative availabjlity of funds. 

11l1.i.lily t o  Jncrcnse I,@ Capital 

Given tltc unccrhi~Lli;y of the prescnt financial sibuntion in 
Cosl;a Rjca, COPiSh is relucianl; to unciertal<e a. sliare issuc ol: mo-LC Uian 1.5 
sllnrcs for (:very origiilal share issucd, wen  with thc ~:oquirc;ncnt to sell  a 
substantial 1)loclc oE silarcs Lo I:ew stocld~olcierc;. Ti; t;lc e s k n t  the, issue is ,too 
1;~rgc i t  will citilci- not IE sold OT will lmvc to be sold i;o ncw s t o c i ; h ~ i d c ~ ~  nt1l;o 
prcmiutn a t  all, a subshn',iai pcnalty for esistElg sharcl-~olders, Only 21:. >c. 
long negotiations has COFLCjh agreed to an issuo as laxge as $1.5 milliou ec;:!ivn- 
lcn'i. 'l'llus tho ability to raise local capital in a 24-month period coup'lcd with 
tile 4 to i ralio accq)teci in Cmixa'i America for A E  isvesage in private ricvcl~p-, 
nl crl t bardis 1inlii;s Lhu over dl sizo oi" the AID loan to about @ ini',lion. COFj.SA 
proposod estcndiug Litc! tima pcriod in which purcl~asess  of tl1e sharcs could make 
p;~.y-mcnt to threc yc:ws. Tha UShID does not widh to enter such a long-tcrm 
arrangement with CC)FT;I1, because it is still an unproven leucling insl;itutioi~ in 
tho priority project area, 

3. Supl~lemcnta~y R e s o u ~ c e s  

Additional linlcs ol: credit horn iorcign ba.ii1cs will ~n(;o~l;i lc~ily 
hc made available to COFISA once the second A G  loan is approved. In May Uio 
COFISA inamgcr had conversatioils with sevcrai jinporbnt banlters clurhg the 
D B  mceting in I3ogot5, and approval of n second A D  loan will lilt a c lo~ i r~  which 
has formed on COFISA in tho minds of some private b a k e r s  .because A Z  llab: 



Costn Rican self-help during tllc past year 11:~:; I~ocn st~lv,l.:~nl.i:~: 
and a loan soinewl~xl; larger  than $5.0 million would bo justil'ied on this ground. 

Although a larger voiumo oE Zondiny; will irccpriro s o n ~ ~ :  :'iclclil,jon- 
a.1 sl;aU, the arr:~n;l;cincr~l; with tho Irwgcst Costa Ricm S.ndti::lri;~i ( :on~~i j  L~IS;;  firm 
and .tho solid basic :;t;L:il and loan comi~littec? ii~djcate tl1n.t COFL'ISA8s stall ccodd 
handlo a consideral~ly lnrgcr loan t!mn $5.0 million oven with a sharply incrcxjcd 
role in tho priority fiolcl:;. 

As a now financing entcrpriso in n sn7.t~llc~' wononly C0KI ;A  
WL:; ; ~ l ) l e  io coinlnit mo:re i;h:m $2.5 iuillion for ii:d;~~I~'i:l i. i)i.wj C C ~ S  oul;:;i(ic L ~ I C  

priority arcas  in 1.css I;i1:~11 24. months. Assui.ning t.hc Dl3 c!ocs not makc ;;a l i i 1 -  

usually fworablc loan 1:o ',he Calk of C o s b  R iw,  it appctlrs viL't1;:1.'1ly cadLxin 
COFISI1 could cshausl; il:s more e.xpcnsivc I";nc;:j: within the  time peri.o:l ( ? V C I ~  wil.il 
the 1i1nibl;ion to nzachi~~ery and ec~uj:mcnt Iroin the U. So and a ~ninimu;~i L;ci.;il 
of three yecars. Wo hops the COPIS% board will reserve somo of Glcsc Sunds i c i r  
:~dclitional projocts in We p ~ i o r i t y  aroas if such proj ects bocolne :1vr~il;~;h. Tiis.! 
r,.vailal~ility LO m:l.ltr3 non-priority loans is not; a limiting f i ~ ~ t o r ,  COI.LA~II~~~LIL!~I~.;~ 
for lower prioriiy p r o j ~ c t s  will  be limited by tho ratc  funds a r c  ~iiied iw: 1)rioleiLy 
projects. A s  it i s  not the principal purpose of this Som to finance thcso lowcr 
priozity projects, $2.5 million ap;Icars to be sufficient; to malie available. 

Wcre tho loan to be $4.0 million with oily $1.. 5 million i'cr the 
lowcr priority project;;, the smaller sale of s h u e  capital xnd less  s;;i);)lcmc~l;n- 
r y  resources horn ioroign banlcs would restr ic t  .the availability of local c u r c n c y  
financing in the high priority field. Were the l o m  $4.0 million with half for 



c:ich priority , loss  rcso~i rccs  would probal~ly bo available lor thc h i ~ h  priority 
ficld thnn nceclcd ant1 just.ificd by tho countryts self-hdlp, Wcro thc loan $3.0 
 nill lion, cithor the high priority ficld would tend to be ovcrfundcd a t  $3.0 o r  . 
$3.5 million, cs~)ccial.ly in relation to local fund avnilability (sccondrtry gcncr- 
ation would Im no p e a t c r ) ,  o r  additional funds would be made available for the 
lower priority projects which the USRID does not bolieve is justified at least  
until there is a fiffl moclification of CACM indusiial policy. Thus a loan of 
$5.0 million is recommended. 

4 

E. Prospects for Repay~rrent 

COT'ISA, is a well-managed d~vcloprncnt bank wluch has already 
proven i t s  ability I;o cnrn substantial profits. Othcr sections of this paper, 
p a ~ t i c i l a r l y  LV. 13, d o d  with the problem that COFlSA, may ear11 too much; thus 
thcrc is no Ycason Lo bclicvc its cash flow would cvcr bc insuificicnt to survicc 
thc AID loan. Cash clividciids wi l l  be rcstrictcd to 1 2  pcr  ccnt, and thc rcinvcst- 
incnt of profits as wcll a s  the establishment ol: a subst;~ntial bad dcbt rc:,ci-vc 
v ~ i l l  ensixc its finclncid solvency. The sclativcly s h o ~ t  tcrm of its loans insures 
a large C E L S ~  nowo 

lIowcvcr, i t  is possible tihat exc1m:go rcskict ions in i$t limit  CO- 
l.~ISAvs abi1il;y to rclnil; p r iwipG and interest to A D ,  Under thc cxchangc r c -  
s t ~ i c t i o n s  the Ccntz';d Caul: jnlposerl z1; the ond of i9GG, COI:ISA1s position is 
ideal. It has not only been deci,vod cligiblc for thc oll icid ra tc  for servicini; 
its r cg i sk red  dcbts, including .the A D  loan, but exchange has  Lecn macio availa- 
blc promgtly not oiity ios p ~ . p o n t s  to AID bu'i d s o  t o  service i t s  l ines of crcc'ciL 
Srom foreign commerci:il banks, Such condi1;ions x a y  not always continue, how- 
ever. Thus the loan is somewhat more risky' lor AID than a similar loar, to tilo 
public sector. 

It is pro;~osed t l~a t  the Government be oli"er.-od a two-step : L;:i.nnp- 
mcnC to spread  ti^ r!eb'i scrvica pressures  on the CosLz 13ican b;i.kmco of pay - 
nlcnts ovcr thr: 111~:;i; co1~ccss.io~la.1 A D  t e rms  jnstcrd of the 2ij ycii;:s b c i q  . ; n ; ; A :  
:ivnilablc to COL%X. A shilsur lwo-ste~ agr ccmont has  been pi",pdi;or! 20 COVCI: 

tilt l i x  st COii'T521 lon.a, and llvo vers.ions have already bmn si:ycci by tlic Covcrn- 
mcnt. The l i r s t  ngrcemcnt was turilecl down by tlie F'innnce Commii;'icc oi' L;c 
Assembly whcn neither COFISA officials nor tile Filzailcc Ministci. n p ~ c n r c d  'a 
rlcfmcl it. Afkcr signing the second ngroemont, tho Govermcni; found i t  co111cl 
not lzgLtlly make tilt commitment becnuse Um Asscmbly had not authorized it 
to sign shch an ng~ccmcnt,  The Costa Rican Cons-I;ii;ution is now b c i n , ~  xncndcd 
to remove t l ~ c  Icgis1al;ive authorization s k p ,  and lhc ltvo-stcp ag~eern~;11; will 
again he s~ibmitted to the Assembly l s h r  in 1968. Should the Governmcnl; find 
it convenient, one a s c e m e n t  might be submitted covcrhg both tho k s t  and 
second C O F W  loans. If the Asssmblp approves a two-step agreement, COI7ISA 
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wi l l  scrvico tho dcbt in coloncs mcl tl10 Government, insl;cnd of COFTSA, will 
havo tho problom of purchasing exchange Tor rumil;t;:ulco to A D .  

Thc Govcrnmcnt has had little iutcrest in the two-stcp on tho fir st 
loan thus far because tho grace period to COFSh Ins not yct cxpirod ancl the 
cliflorcnce bat~vcen Government receipts and its paynicnl;~ to A D  would bo mini- 
!nil.. The p a c e  pcriod to COFIS.4 expires iu 1069 although tho Gover~lmcnl; 
woulcl still be within i t s  p a c e  period, Thus subs.1;anl;ia.l amounts will bc availa- 
blo horn the hsl; l o m  for mutually agreed oconomic and social dovclopmenl; 
projects a id  it is cq~oc ted  the Government will incream its eiTorts to obtain ap- 
proval of the two-step agreement. 

A debt service projection for the public scctor 1965-1990 is on pago 
lG2 of AID/DLC/P-535 and a complete analysis of the balance of payments is 
in AID/DLC/I.-~~~, pages 19-21. 

, Efl'ccl; of L o w  on Uo So Economy 

The loan will linnncs $5.0 m illion acklitionnl procw cment of goods 
m c l  scrvices in the United Sktos,  Most of tixis procurcineni would not ot l~cr-  
ivisc bc msdo in  the U. S. , primari1.y because tilo borrowing firm would not luvit 
thc luncls for thc yurchnses without the loan. In some cases  Wlc Costa liiczn 
i i rm might evci~tu~illy l i d  the funds tram another SOIU'CI?, but thc p roc~~cmcr i i ;  
 night; then be made outside tllc U. S. , especidly it the financing is from n 11011- 
U. S. source such a s  the CABEI supplier credits. Thus tho loan will providc 
sugport Tor U. S. iudi~sLry, especially iilduslxy producing 91c relatively s i q l c  
induslrizl macl~inery and wpQ~ment necded hl a clcvsl~ping Coutiky and the h r m  
machincry industry. Thcm wiU be no £inancine; of locai costs with dol lms y ldcr  
this loan. 

In tke future, the sale of sparo par t s  and compatihlc ecp.ipmcnt wiii  
increasc U. S, s d c s  to Costa Rica not financecl by AID, Also I.le si;i'eo;;'i;l~oni.t~~; 
of diskibutous ar,d ageiil;s ior Uo S, products through this subs'ilziitiril voluinc of 
busincss will  tend to increase the 'U. S, share of the Costa l'ilcl~il maxi& oil a 
permanent hsis, 

Ss~mo of tllc projects, financed wider thc priority seclion of the ;.orz;~ 
. w i l l  produce for expork to the United Sinies. In most cases  theso f i rms wi l l  
produce items which t l l ~  U. So is now imporling from other sources a i  higher 
prices, T11c xedu~tion i.1 the pr ice of imports to the U, S. may yield a balance 
of paymcnts swing to tila U. S. In other cases  the prouucts expor Lccl to 'ill0 
U. So wiil inalce available desired food items d7;1.ing tho seasons when U, S. 
production is not ;~v~zilal~le. Jn only a iew cases  will Costa Rican productioi~ fi- 
nanced by U s  loan be directly competitive with V. So production. Finmcing 
which would increase the produotion of cotton, sugar o r  coffee will 'uo pro - 
hibited. 



The incrosso in Costa 1tica.n cxports froin projects financccl unrlcr 
this lonil will permil: Costa Iiica, to import more goods and scrviccs. A s  tllc 
U. S. providos 5 0 per ccut of all Costa Ricnn imports from ou1;si:lo tho CACM, 
the principal bcncficiary of increased Costa Itican imports will be tho U. S. 

Somc of the projects financcd by this loan will lead to import substi- 
tuLiou and a changc in tho compo3ition of imports. Import subst;itution tci~ds to 
bc in areas of relatively simple operations and high labor cost, The U. S. is 
generally not thc principal supplier of these products. Thus import; substitution .... .. . . ,. . .,... .. 
tends to hcreaso U. S. exports by switching the composition of Costa Rican .#+*:- . 
imports tn raw materials, intermediaries, and capital equipment in which thc - 
U, S. is more competitive. 



IV, Financial  Annlysis 

A. The Terrno of tho Loan 

* 
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In  Soction I11 D a loan of $5.0 mill ion i s  jus t i f i ed .  The 
standard prac t ice  with AID loana t o  Central  h e r i c a n  development banke 
has been t o  provide a second loan such tht the r a t i o  of AID loan funds 
t o  share c a p i t a l  i s  4 t,o 1 a f t e r  the eecond loan i s  disburoed and the 
new share i ssue  f u l l y  paid. I n  M r .  Diamondta bnsic . t e x t  on development 
banks he recommends a r a t i o  of long-term debt t o  equi ty of  bout 4 t o  1, 

8 and t h i s  r a t i o  seems appropriate f o r  COFISA. By 1971, COF'ISA w i l l  have 
A I D  loan funds of about $9.5 (two $5.0 mill ion loans l eee  amortization) 
and 12.5 mlll ion of paid-in cap i t a l .  The r a t i o  w i l l  continue dropping 
a s  the A I D  loans a re  repaid. 

The twenty-year maturity and five-year grace period a r e  the 
' * terms AID has previously authorized fo r  eecond loans t o  Central  American 

development hanks. These terms were selected because they provide f o r  
a strong c a p i t a l  base neceeaary t o  permit eubaequent borrowings from 
other lenders and because they enable t h e  banke t o  make equi ty investments 
and t o  extend grace periode t o  t h e i r  eub-borrowers. Another advantage 

a of the  20-year term i s  t h a t  it cont ro ls  COFISA1e caeh dividends fo r  a 
long period eneuring the  reinvestment of funds i n  the bueinese and invthe 
development of the country, - - 

COFISA has been a p ro f i t ab le  en terpr i se  a s  discussed i n  Section 1 1  

I n  i t s  f i s c a l  year ending September 30, 1968 i t  i e  expected t o  earn a t  
l e a s t  17 percent on par value o f ' i t e  aharea a f t e r  taxes and provision t o  
reserves.  If there  were no new share iesue, earnings would continue I 

increasing. Assuming there would be few loans which must be wr i t ten  off  
and an increased amount of short-term c r e d i t s  f ron  fore ign  banka would be 
used a s  repayments on the AIDloan, the  p r o f i t s  per share would 
probably exceed 20 percent, perhaps even more i f  the  s t a f f  and other  
expenses were reduced a s  the amount of new loana made waa reduced. After 
several  years ,  p r o f i t s  would begin t o  f a l l  aa repaymenta'on the f i r s t  AID 
loan reduced the leverage of the equity. However, p r o f i t s  per ehare i n  
each of the next 10 yeare would be subs tant ia l ly  higher than they w i l l  
be with the  new iseue. 

I 

Therequirement of a la rge  c a p i t a l  increaee i n  'conneation with the 
eecond loan means COFISA w i l l  not  earn a0 moh per ehare over t he  next ' t .  
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dacodo n s  i t  woul d hnvo w i  thout  t h s  nooond I onn. Projoc  t , ions hnve boon 
p r a p n r ~ d  t,hrorl~h 19'16 ( ~ n n c x  V ,  P n r t  l . (n ) )  which ind3cnilo t h n t  pnr ohare 
.mrrilngs a f t o r  tnxos hilt, hnfors  roacvrvo ~1.J.ocntionn b r i l l  d l ~ ~ i n l a h  from tho  
1968 l e v e l  d w i n g  t h o  t l l  ohm-aman t porj od 1967-70. Thnno c n r n i n p  r i s n  
t o  s l i g h t l y  ~ h o v o  20% dur ing  7072 and 1973 p r i n c i p n l l y  nn f l  r n o u l t  o f  t h e  
3% AID i n t o r e s t  r a t e  on the  component f o r  p r i o r i t y  uses  bu t  d e c l i n e  flu 

.' t h e  in to r  e o t  rate i s  u n i f j e d  a t  5% a f t e r  t h e  5  penr concess iona l  r a t s  
period.  Yet t h e s e  o ~ r n i n g s  a r e  no t  e x ~ e s n i v e  i n  tho Coota R i c ~  s i t m t i o n  
ns 13 domonstratod below but  w i l l  be odequnto t o  a s s u r e  a  maximum r e t u r n  
t o  e q u i t y  ho lde r s  of 12% lonving some funds  f o r  expanding COFISAfs p o r t f o l i o .  
The r o a l  p o s a j b j l i t y  of f u r t h e r  t a x  inc ronsos  i n  Costa Rica w i l l ,  of  couroe,  

4 
be ro f lnc txd  i n  nn on~mlnga decranse.  Wore A I D  t o  i n o i o t  on charging h igher  
i n t e r e s t  f o r  t h i s  lonn the  problem of a t t r a c t i n g  t h e  r e q u i o i t e  a d d i t i o n a l  
e q u i t y  would be g r e a t l y  i n t m ~ i f i e d  a s  t h e  p r o b a b i l i t y  of a  12% r e t u r n  t o  
sha reho lde r s  became l e s s  c e r t a i n .  

S u p w f i c i o l l j  i t  might seem A I D  should n o t  a s o i s t  n p r i v a t e  
e n t e r p r i s e  owned l a r g e l y  by a  s c o r e  of  f a m i l i e s  t o  ea rn  p r o f i t s  a t  t h i s  
l e v o l .  Howover, A I D  wiohes p r i v a t e  Costa Rican i n v e s t o r s  t o  purchase 
COFISA ~ h n r e o  a 3  Rn invostmant, n o t  f o r  t h e  purpose o f  o b t a i n i n g  loans .  
Thus the r e t u r n  on COFISA s h a r e s  must be compet i t ive  wi th  a l t e r n a t i v e  
investments n v a i l a b l e  i n  Costa Rica. AID i s  a l e 0  imposing a  l i m i t  o n ,  
cash d iv idends  o f  12  pe rcen t  on c a p i t a l  pa id  i n  cash.  Such a  c a s h  r e t u r n ,  
even i f  it i s  considered  t o  be a  c e r t a i n  r e t u r n ,  i s  n o t  compe t i t ive  w i t h  
o t h e r  inves tments  a v a i l a b l e  i n  Costa Rica. 

Bonds of  t h e  Government and va r ious  autonomous ngericiea, i n c l u d i n g  
t h e  commercial banks, pay 8 percen t  tax-free.  Such bonds a r e  u s u a l l y  a v a i l -  
a b l e  wi th  a  c l a u s e  p r o v i d i r g  f o r  i m s d i a t e  repurchase.  Government bonds 
wi thout  a  repurchase  guarnatee  a r e  u s u a l l y  a v a i l n b l e  a t  m b s t a n t l a l  d i scoun t s ,  
making t h e  y i e l d  t o  m a t u r i t y  as high a s  11 percent .  The l a r g e  assembler  and 
d i s t r i b u t o r  of General Motors v e h i c l e s  has been a d v e r t i s i n g  r e g u l a r l y  t o  s e l l  - 
on i o s u e  o f  10-year bonds paying 1 2  pe rcen t  tax-free.  I n t e r e s t  on Government 
tmnds i s  tux  exempt; the  borrower must pay t a x  a t  tho r a t e  of  1 5  pe rcen t  on 
p r i v a t e  bond i s s u e s  t o  make t h e  i n t e r e s t  tax-free.  A t  t h e  moment c o r p o r a t e  
d iv idends  a r e  tax-f ree ,  bu t  a  tax reform which would m k e  d i v i d e n d s  t a x a b l e  
i 3  now under d i scuss ion .  A prudent  i n v e s t o r  would have t o  c o n s i d e r  t h e  
s t r o n g  p o s s i b i l i t y  t h a t  h i s  d iv idends  from COFISA would be t axed  w i t h i n  a  

6 

few yeare.  Other investments g e n e r a l l y  pZovide h igher  r e t u r n s .  Consumer 
. f inance  compnsies o r e  g e n e r a l l y  prepared  t o  pay 1.5 p e r c e n t  p e r  month o r  

more f o r  time d e p o s i t s .  I n v e s t o r s  i n  most i n d u e t ~ * l a l  p r o j e c t 6  expec t  t o  - ea rn  20 t o  30  p e r c e n t  per  annum on t h e i r  c a p i t a l .  I n  s h o r t ,  t h e  i n v e e t o r  
i n  COFISA s h a r e s  a c t u a l l y  makes a f i n a n c i a l  dacrifice, a t  l eee t  i n  caeh ! 

r e t u r n .  I 
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Moroovor, Coats Rlcan e ~ p c r i o n c o  h e  boon t,hst ohnrsa i n  t,hs 
f ow publ ic  ccrinpn t i i r ,o  have n r ~  t tlpprocln tor1 t o  rol,'l.oc t ro  t r t  l.ns11 c~n.rtl l n m  
o r  good rnnnapllrrment. Thuo tho l.nv%gtor m y  not won  bo cornp~~nnntd  v l 9 1  
a c n p i t a l  gain ohould hs a011 hio  COFISA ohnrsn. 

The answnpt.lon3 on which tho earnings  prnjectJ.onn wnrs hn.wd 
R I ) ] ) O R ~  reamngble  and ro f  l o c  t clone ocrut,iny of COFISA fl opnrn t.l.onn too 
dnte.  1n. teros t  r e c e i p t s  a r e  eotimntod a t  8% on the  nmnll trancritciry 
invsntmont i n  bonds, 12% on sho r t  term loane and 10% on medium and long 
tfmn lonus 1.it.ilizing COE'ISAt3 c n p i t a l ,  l i n e s  of  c r e d i t  and funds from 
 MI^ ti:-:it AID lonn.. Tho condii;.l.ona of tho aocond AID lonn w i l l  r e q u i r e  a 
1 ~ i l ~ i r r l l 7 r  !.r~tn.r?:lt r a t e  o f  %$% a3 incent:lva t,o bnrrowars i n  t h s  p r i o r i t y  
sran nnti ll)lfl f o r  olllerrt bl~rouqh the  i n i t i a l  diohwaernent period.  I f  
vc,;*irt-.(&in j.ni;cras t rn  t a o  nro r ~ d u c e d  i n  the  f u t u r e  from t h o i r  preoen t 
h ; l ~ h  1rave:la. COF'.ISA vi.11 hn-$0 t o  reduco i t o  r a t e e ,  oepec ia l ly  on d o l l a r  
rl~:~~cr~ti?n k c x l  1 oqno wh lch  COF1SA c h n r a c t e r i o t i c n l l y  mnkes. Thus, i n t e r e a t  
v q r i l i  7 1 ~ 1 3  nppmr recmot~nble and rmiy wel l  bo overs  toted f o r  t h e  l n t o r  year  
p ro jec t ions  of t h i s  long term loan.. 

COP.TSA nonilmos i t s  equi ty  investmont w i l i  i n c r e a m  from 2 mi l l ion  
co.Lnnes n t  t h e  end of  f i n c a l  1968 t o  6 mi l l ion  a t  t he  end of 1969, 9 mi l l i on  
i n  :LC)70 nncl t h m  a ~ t a b l l i s s  a t  10 mi l l ion  colones.  Dividends recoived increnoe 
grndunlly on tlioss invostmento t o  8 percent i n  1973. No c a p i t a l  ga in s  on 
nslo of otock  nre  shown i n  t h e  projectdon. Those est imnteo appear r e n s o n ~ b l e  
f o r  tile next  fow yonrs. Companies i n  which COFISA purchases equ i ty  ' w i l l  bo 
new on expanding and i t ' i s  reasonnble t o  nsoume dividends w i l l  bo r c o t r i ~ ~ o d  
f o r  a few years.. I n  tho l o n g e r  run COFISA ~1.13. porhnbly rncoivr, porlt ,sr  
r e t u r n s  from such cq l~ i ty  in:rentmnnt,a incl.url4 nc nnme sirhn+.rln tA.nl c n p i t a l  
gains .  Thus por share  earninga m y  not  t,npsr off  nn I-qpidly an expectxd 
once t he  groco period on t h e  second AID loan oxl,iron ~ n d  tho Inveraqe on 
concessional  funds f a l l s  rapidly .  We be l ieve  COYISA sho i~ ld  have R s i f l f i c i e n t  
p r o f i t  margin t o  encourage i t  t o  take equ i ty  pos i t i ons ,  e o p e c i a l . 1 ~  i n  now 
companies, withoi1.t concern t h a t  i t 8  12 percent  dlvidend would be thrond~enecl. 

The pro jec t ions  assume l e s s  use of  c r e d i t  l i n e s  from abroad t h m  
we would expect ,  a gradual  inc rease  t o  7.3 mi l l i on  colones by Sept,ember 1961 
from about 5 mill iot l  now. Becauee of t h e  second A I D  loan and what we 
expect  w i l l  be increneed fore ign  bank purchasoe of COFISA ahareo, we be l i eve  
more than twice a s  much funds w i l l  be a v a i l a b l e  from fo re ign  commercial 
banks. The margin on t he se  funds i s  r e l a t i v e l y  em11 a s  i t  i e  not always 
poss ib le  t o  p e a  on t ho  exchange r i s k  and lend a t  12  percent ,  Nevertheleee, 
t h i  o under-ea t i m t i o n  probably l e ads  t o  8 al ight  underetatement of future 
prnf'l t o ,  



It, appears tho oot1.m t e  f o r  ndrnlni3t;rs t ion oxpmno i n  a l Jqh tJy  
high. Expenoon will. anrt ,ninly incroana t9 hnndle the  oacovd A I D  Innn 
r~nd becoroc more ac t i vo  i n  af i r lcul t iwe;  tho rrnl.~rj.en and iio.tnted oxpsrld:lt,urea 
of the  two technicinns  which A I D  i s  r e q u i r i n ~  coii'l.d be no much no 200,000 
colonen p n r  ywlr ,, Ef fl.cion t o ~ * ~ n n i x n t ~ l . o n  m y  nlontl t h r o  vJ.11. no t  bo o the r  
psroonnc:l nooda, bl i t  o f f i c e  exponsan and t rnvol  w.113. i n c r e a m .  Howover, - nmortizn.tion of orgnnizntion expcnsas and of technical ansia.tnnce (from a  
U.S. engineer)  was 131,000 colones i n  1967 and the  r e m ~ i n i n g  balance i n  
t h i s  account i s  only about hal f  a  mi l l ion .  This opera t ing  c o s t ,  which was 
1 5  percent  of t o t a l  a d m i n i s t r a t i v e  expenms i n  1967, ~ h o l l l d  f a l l .  sube t,nntial.ly 
within a  year  o r  two. Ad~nln i s t ra t ive  expondituros would have t o  be over- 

.J . 
o a t i m t e d  by 250,000 colonos por year  (20  percent)  t o  inc raase  the  a f t o r -  
tnx p r o f i t s  par ahnre by one percent ;  c l e a r l y  any overeatinlation i a  considerably  . - J- ,;", 
l o s s  than 20 pcrcont. Moreover, no incroase  i n  admin is t ra t ion  e x p e n d i t u r e ~  
is pro jsc ted  i n  f u tu r e  years  al though wages and o the r  c o s t s  w i l l  undoubtedly - 
r i s e .  AStor GOFISA commits tho uecond A I D  loan and i t s  funds from i t a  new 
i s sue ,  i t  rnlght be ab le  to roduce s t a f f ,  but  i L  i s  more l i k e l y  t o  continue 
i t s  a c t i v e  r o l o  i n  t h s  economy, The pro jec t ions  do no t  take i n t o  account 
t ho  f  utmrs davnl.opmont of t h e  organizat ion.  

I n  concltlsinn, t he  terms of t he  socond AID loan,  inc lud ing  the  
j n t ? r s s t  ratio3 and the  rnt.10 t o  new capital .  have boon designed .Lo y ie ld  
n proper and negot iable  l e v e l  of p r o f i t a b i l i t y .  The prof i t ,  l e v e l  m d e  
nvni lnblc  by t he  f i r s t  A I D  loan was too high, and t h e  exis.l;ence o f  t h i s  
extremely favorable  s i t u a t i o n  f o r  COFISAta shareholders  g r e a t l y  complicated 
our ncgotA.otions. Thooe who may f e e l  the  earning3 a f t e r  Lhe second loan a r e  
h i c h  should keep i n  mind t h a t  p r o f i t s  w i l l  be about 20 percent  beginning i n  
1969 i f  t h e  swond loan i s  not  mnds. Howevcr, we do no t  be l ieve  t he  l e v e l  
negot ia ted i s  j u s t  t he  lowest COFISA w i l l  accep t ;  we be l ieve  t he  l e v e l  i s  
f u l l y  j u s t i f i e d  given condi t ions  i n  t he  Costa Rican c a p i t a l  market and t h e  
, threat  of devaluation.  Moreover, a 8uff ic ien. t  p r o f i t  margin t o  encourage 
COFISA t o  t ake  equ i ty  pos i t i ons  i n  new firms which v i l l  no t  provide a  r e t u r n  
f o r  some yearn i s  necessary t o  serve both our developmental i n t e r e s t  and ' 

our goal  of helping c r e a t e  a c a p i t a l  markot.. Also A I D  i s  making i t s  second 
loan when worldwide i n t e r e s t  r a t e o  a r e  tho h ighes t  i n  over 30 years ;  most 
economiots be l ieve  i n t e r e s t  r a t e o  w i l l  f a l l  wi thin  a couple o f  years; 
should i n t e r e s t  r a t e e  f a l l ,  COFISA w i l l  have t o  reduce i t s  r a t e s  f o r  d o l l a r  
lending and i t s  p r o f i t a b i l i t y  w i l l  be l e s a  then shown'in t h e  p ro jec t ions .  " 

C ,  Taxation 

COI;rSA paye Income taxee  under Co&a' Rican law which provides 
f o r  a payment of  122,980 s; lones  on.  t ho  f i re  t 500,000 of p r o f i t  and 30 



UNCLASSIFIED 

percent on o a r n i n g ~  abovo 500,000, I n  orldlfll.orr, tihere wan a 25 parcsnt 
sur tax f o r  the yoar onding i n  1967. S11ou:J.d th1.s s u r t ~ x  bo oxtended to  
help reduce the Covernmente ser ious f i o c a l  d e f i o i t ,  COFISAfe af te r - tax  
p ro f i t e  would be nearly 2 porcontage pointe h o e  thnn ohown i n  the 
p r o f i t  project ions,  

COPISA i s  a  subs tant ia l  contributor t o  the Costa Rican treasury, 
In 1967 i t  paid 656,916 colonea, about one-hr.lf of one porcent of a l l  
income taxes paid i n  Coata Rica. The project ions indica te  that COFISA 
w i l l  Ivry aver twica (lo much tax by 1972. 

i t s  own tax paymen,$ a ro  not COFTSAts only contribution .to the 
Lrwsury, CUPiSA h s  fout~cl on more thnn one occasion thn t  tho f inanc ia l  
repor ts  uubmlttod t o  it ue t he  ;juotiflcatlion fo r  o loan a r e  not the rrarno 
a s  11sed t,o compute Lax l i ~ b i l i t y .  I n  such caooo COI'ISA i n a i ~ t s  the  
bo~.rower put hi0 houcle i n  order t o  be e l i g i b l e  fo r  a l o ~ n .  Some borrowers 
complain b i t t e r l y  about the unreaeonable conditione of COFISA, eepec ia l ly  
a s  t h e  commercial bonks, although Government owned, do not  exact  such - 

obnoxious conditions.  We believe such conditions a r e  precisely what i e  4 . 
implied by the  Alliance f o r  Progreeo symbol on tho back of  COFISAte i 
annual r epor t  and the t i t l e ,  Alisnea pare e l  ~ r o g r e s o  en l a  Empreea , ,- c,.'. , 

Privada , . . 
v 

UNCLASSIFIED 



UNC LASS1 F1ED 

V, I~nplo nlc!ntn.t ion P r o c o c l ~ ~ ~ c s  and Schcclulc 

Thc COFISA board alrcady has ,the mlhority to incrcase thc sharc 
capital a s  required by this loan and has written the USND that i t  fully supports 
thc increase. I.Iowcver, Costa R i c h  iaw proviclcs that the existing sharcho1dcr.r 
i-r~usl; bc given thc f i rs t  oppor3unity to purchase ncw shnrcs in ~xla t ion  to thci r 
current hold.u~gs. Thus, should each sl~archolder wish to purchase tho nppi+ox- 
i~llntcly 1.4 new sharos for each sharc now held (the proportion is lcss  than 1.5 
l~ccausc ol the G pcrccnt stoclc dividend), therc would be no shares  avai1:hle i : ~  
mcct tho AID rcquircment that at leasl; $500,000 equivalenl; bc sold to persons 
nol; sharcholdcrs of CO171SA a t  the end of 1957. The ALD rcqu:ircmcnt wciuld 
tllcn rcquire COJ.;'ISA to increase the smount of thc sharc issuc until su':'licicnt 
shares a r e  available to outsiders. Naturally the COE'ISA board docs nbt wish 
to reduce the levorago pov.jdcd by tho N D  loans mom l;l~:~n ncccssary. T i ~ s  
tllc board plans to call a meeting 0.1 sharcholclors to explain the situation anci to 
work out; arrangements for shareholders to i;ll-n over par t  ol' ~ i l e i r  entitlemuit 
ol  shnrcs for sale to outsiders. 3 y  coordinating this opcrntion COIWA hopcs 
to placc tho shares  a t  the maxiii~ux premium possible with the premium bei:lg 
uscd to cover par t  of the cost ol thc s l ~ a r e s  bought by cxisling stocld~olcicrs. 
Tho tohl  cash receivcd from the new issue will be only $1.5 million. Bccause 
of the uncmtain financial situation in Costa Rica a d  the size of thc ncw issuc, 
it doos not appear Lhat the prcmiuin will bc ln..cge. Also the book valuc ol thc 
stock is lcss  than 5 percent abovc p s r  because of the relatively large dividends 
paid. 

The basis for paying in the new capitrii will be thc s m ~ c  a s  thc Firs'; 
sharc issuc. Thc dowi~pajrment will be 20 porccnt nf the vduc  wi lh  ;our sub- 
scclucn.1; ccjual ps.yinc!nts a t  6, 12, 13, and 24 inontl~s. TIE Cos'ir~ ltican law 
provitlcs that once :m individual o r  company has made a cominilmeul: 'io p 1 i : -  

ch ;~sc  a sharc, the company has a logal claim against any assets ol the inr:i- 
viclual o r  company for any part of sthe unpaid value of the shai'c. T11i.l~ 1;:~s 
full security that the full amount of the new issue will bo paid in o i~co  the down- 
payments a r e  maclc. The loan agreement will recluiro COFISA1 s rccaipt of thc 
20 perccnt downpayment on new shares equivalent to at least  $1.5 million and 
proof that a t  least  $500,000 has been talcen up by new sl~areholders as a concli- 
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t l o n  p roc rdon t  t o  tho f i r  a t  d i abu rne~nen t .  

Tho lonn  nryocmont w i l l .  n l m  provido t h n t  A I D  dloburnornento 
mny n o t  ba moro r n p i d  than  p a r i  pnseu w i t h  t h o  pnymont o f  t h o  o a p i t a l  
:~r lbnarir) t lon.  Pc.cnunr, o f  t h o  normnl. procurnmont dol.nyn, j t  l o  n o t  
I llcclv hhnt thr ~ ~ ~ o l p t  o f  l'unds from t h e  s h a r e  i ooue  w i l l  d e l a y  
d l  ~ ~ b u r n m ,  .;i: t.ho lonn n t  nny tlme. 

Thc  d l a b u r n m o n t  of t h e  lorm a t  two d i f f o r e n t  i n t e r s o t ,  r : t t so  
13 n minor compl.ico t i o n .  T h i s  s i t u n t i o n  w i l l  bo hnndlod by (XX'ISA'3 

4 u ; ~ l ~ l n g  'lctte;.g o f  conmit,mrtnt w i t h  n t  l e a o t  two d i f f o r e n t  bnnkg. Euch 
lo t t x r  of  corruni tnient wl.11 aovor diobursernenta f o r  o i  t h o r  p r i m 4  t y  ~ r o j e c t n  
( 3 p o r c m t )  o r  no t i -p r io r i t y  p r o j c c t n  (5 porcen t )  bu t  n o t  both.  Thuo t h e  
4-11) C o n t r o l l o r  w i l l  ba n b l e  t o  chnrgo each  dinburoement  a ~ s i n a t ~  t h e  ou t -  
otsntitllnt; c a p i k a l  a.l; t h e  a p p r o p r i a t e  i n t e r e o t  rat0 by handlint:  t h o  tlvo 
pnrtn of t h e  loan  e s s e n t i a l l y  a s  two loano  i n i t i a l l y .  Onca t1he l o a n  ie 
f u l l y  d i sbursed ,  w i t h i n  t h e  g r a c e  pe r iod ,  tho nvnrRgs rnto o f  i n t m o a t  
(?n t h e  I.osn crin hn cornputad. T h n r e n f t , ~ r ,  t h o  rnte w13.1 be i m i f i o d  a t  
5%. I n  nll o t h w  rnnpsc tn  t h e  p rocu remmt  and d1nburaamon.t uyoten~ w i l l  
be the ammo ns t o r  t h o  f l r n t  SDFISA lonn ,  and COFISA i o  a l r e n d y  f a m i l i a r  
w i t h  such MI) r o q u i r e n e n t s  ae omal l  bus ines s  n o t i f i c a t i o n  and 50-50 
s l ~ i  pping . 

0 .  

C. H i r i n g  o f  A d d i t i o n a l  P r o f o o a i o n a l  S t a f f  

Becnuss i t  i s  d e s i r a b l e  f o r  COFISA t o  add h i g h l y  q u a l i f i e d  
pc r sonna l  i n  t h e  new a g r i c u l t u r a l i s t  and economist  p o s i  t i o m  r e q u i r e d  
by t h e  l o a n ,  i t  does  n o t  appear  a p p r o p r i a t e  t o  r e q u i r e  t h a t  both p s i  t i o n s  
be f i l l e d  a s  n condi . t ion p r e c e d e n t  t o  l oan  d isbursement .  Such a c o n d i t i o n  
would p l a c e  extreme t ime p r e s s u r e  on COFISA t o  h i r e  from a a m 1 1  marke t  
of  p r o f e s s i o n n l s .  I t  i s  worth w a i t i n g  a few months f o r  t h e  r i g h t  man. ' 

We recommend t h e  l o a n  agreement  p rov ide  that,COFISA w i l l  n o t  firmly 
co~nmit  more than  $1.0 m i l l i o n  o f  t h e  AID funds u n t i l  A I D  has approved 
t h e  p e r s o n n e l  f o r  t h e s e  two p o s i t i o n s .  Such A I D  a p p r o v a l  cou ld  be g iven  
on t h e  b ~ s i s  o f  a c o n t r a c t  vf i ich might not require t he  i n d i v i d u a l  t o  
beg in  work irnmodiately. 
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USAID monitor in^ of Loan 

Tllc most diIlicult monitoring aspccts tvi1.l hc: (1) cligil~i.l.ily lor  the 
~ O \ V C L *  , iwiority projcct intcrcst rate, (2) ineligibility oI industries clzis- 
silicd as Catcgoiy C by SIECA, (3) assurance that commitments i n  the non- 
priority ficld do not advmcc substantially fastcr than coinmitmcnts of AID and 
COFISA futids in the priority field, (3) assurance that only machincry and cquip- 
mcnt; a rc  financed with tho non-priority funds. 

13ol11 the USND and COFISA wish to avoid prior approval of sublo:~.;is 
by U S A D  bccausct of t11c jnterfercnco such cl procedure would cause with COlriS.4' s 
norlml rapid processi.ng and because of thc pcak derna1;ds on thc limitc'd USAID 
st;dI to halidlc such cases promptly. USATD invcstiga.lion of proposcd inr:ividu:d 
loans hciorc t h y  a re  made wuuld result in clicnl; pressures on tkc USA;? lor  
approval and might cvcn in COFISAt s passing U S A D  soinc diZjc~Li; cnscv 
lu~otving thal; U S A D  (instcad oi COXSA) wouid turn them down. 'USALLI also 
prclcrs to Ilavc the minimum problem of access to confidential busincis idol8- 
mxtion. Instc:.td, COFIS.4 will s c ~ d  USMD a l is t  of d l  ncw con~mitmcnts cnch 
n~ontll includin:; suflicienl; details to j w 3 y  the lowor bitcrcs'; ratc whcn COFISA 

, has clctcrmined it applics. Marginal cases will bc cliscusscd in the continual 
\rlialoguc bctwccn COFISA and the USND at  any tiinc. AID will. rcssrve thc 
 gill; to rccluirc prior approval for  eligiiiiliiy for  thc lower ii'l'icrost mic ,  but 
this right will I)c excrcisccl only i f  review of tilc ~Yi~iIthly rcports and subscc,~:cnt 
discussion with COFISA indicate COFISA is not folollowing thc pi3oritics eski:.)- 
lishcd in thc lo211 agreement a s  inlorpreted ;,y thc USAID. Since anot;;or provi- 
sion requires that a loan increasing COFISA' s outstandings to ru~y firin to morc 
than $250,000 must receive prior AID approval, there is littlc possibility 
COFISA will d ~ i i s ~  this c o d i d ~ i ~ ~ e  during any xonth. Thc TjSAiD will inclicatc 
the priority it; bclicves a large projccl; has at the time of givh;; aiqroval. 

~ho;~ld ' the  USAID review after the fact indicate CGTiSA has vio!;ltcd 
tkc loan a~ree rnen t  by financing a catcgory C industry, iinancin:;. raw mtl!.c;.lnis 
o r  intermediaries outside thc priority ficlcls 02 equity participation, c i ~  aliy 
other loan condition, COFISA will  he rcquired to canccl any AID financed letter 
of credit opcncd and to refund any funds already disbursed from the IUD loan 
fo r  such subloans. Such refunds will reduce the principal of tila loan; they will 
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not Ilc rcprogr,unnwcl. Prcsunlnbly COFISA will thcn l ~ v c  to f i  na ncc tho sub- 
borrowcr from il:; own 'osourccs a s  it will liavo a bincling comniilmciiL. 

Past  cxpc ricncc indicates a lrnnl; a l t l  inlormal r c l s t i o n d ~ i ~ ~  bo- 
twocn COFISA and th&USND yields a mutual ui~dcrsLnnding ol' problclns and 
priorities. The USAID dircctor will play a major role in thc COlrlSA d ido  y c  
personally, assistcd by thc loan oflicer, the agricultural economisl; and the 
Mission economist. It is cxpectcd this will be the largcst loan bcing inonitorcd 
by thc USAlD at  lcast unli l  tho cncl of calenclar 1969, and substni~iial s:aff rc- 
sources will be used to insure compliance with both the above mci~tioned spccial 
contliti.ons and the othcr conditions 1;ypical of all clcvelopmenl; bank loans. 
Quar1;crly mcl annual reports will be required on the same lormat a s  now being 
provided. 

l3ecmlse ol the exchangc rate problcin discussed in sectioll liJI. the 
loan :~greemcnL will provide for a comprcbc~~sivc detailcd review 02 CO3'j,d~?~ s 
lcnding operations froni the ncw i o m  wlicn coinmii;mcn.l;s unilcr the l o m  rcacli 
$1,750,000. Although this rovicw will conce~~cratc especially oil the possibic 
sul~stitution of loan Ei11:ulcing io r  othcir available i inancin~ bccause oE tho ex- 
change rate systoin, i t  will provide :UI opportunity for a coinpletu review of 
COE'ISAX s perlormanco. Uecause of the backlog of pending nppklcations it is 
expected $1,750,000 of CommiLments will be reached quickly and his important 
review will be held in early '.969. 

E . Implenlentation Schedule 

tJD loan authorizccl. 
BOCAP regional lawycr prepares f i r s t  draft of loan a, rfrce- 

iucnt. . 
USAID prepares f i rs t  drdt ;  of implementation lcttcr one, t 

2. July 

L 

Loan agreement negotiated with COPXSA board and manage- 
ment. /._, . ._ . 

COFISA shareholder assembly approves contract and inaltcs - 
arrangements for new stock issued, 
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(No legal. n h p s  arc nooessnry to formnlixa agroamont nor 
implcrnar projcot. ) 

h a n  Agrcamcnt signed. 

Now COFiSA sham issue oponecl. a -, - . .r ..#. 
COFISA Scgins proccssing applications for potential financing 

-- 

under loan; small business and othor conditions for procuro- 
mcnt move forward although 1ett;crs of oredit not oponed, 

COTJSA intensifioe efforia to recruit now etaff. 

Final date for downpaymsi~ts on COFISA share& , . - 
Conclititions preccdcnt to clisbursemont met. 
Letters of oommitment o ened. f Firet diebmeement on oen, 





U N C L A S S I F I E D  

Should a dev,.  i u a t i o n  incrcasc r h c  c f f e c t i v c  l c v c r a g e  !. - 
on C O I ? I S A ' S  s11n::e.t; 4.1. ?bus COFISA'S c a r n i n g e ,  t h e  12 p c r c c n l :  Q,'- - . a '  -, . a 

1inli.r on divideraLr; TI>:: the full 20 ycars  o f  t ! \ c  s e c o n d  A I D  .j.-.-' ' .  

Socl,r;l i n s u r c s  t h c  ~o ,? t i . : :~u :d  u s e  o .  such  a d d i t i o n a l  p r o f i t s  f o r  - 

r e l e n d i n g  a n d  the dr - r f : : ; i . , .4p~enf ,  of  C o s t a  Rica. 
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June 20, 1968 
CIIECKLJST OF STATUTORY CRITERIA 

(Alliance for  Progress) 

Progress Towards Country Goals 

F A A  2.208; §.25I(h)( l);  3. %l(b)(!j); -- 
2 )  (6). Extent to which 
country is: 

a. Making appropriate efforts to 
incrcasc food production and 
improve nlcans for food storage 
and distrj bution. 

b. Creating a favorable climate 
for  forcign and dormstic private 
enterprise and investment. 

c. Increasing the public1 s role 
in the developmental process. 

Conclusion 

Al'iho~:,~h ng:'ricu?';urnl 1~ocluct:on has inc~~cnscd 
fastcr h n  populntion, basic l'ootls arc siii 1 ,i mpcj 1 - k c ! .  
The cow~try is now intensifying crforts i n  ort1c.r LO 
iwroasc  ricc production by a . ~  least 1.0 pcrccnl a ;;c:,r 
a d  corn production by over 5 p;xecnt. I n  19GG cor;~ 
1; :oductior. was sli~"~1jl e and r icc outnut j.ncrcxcd on1 y . 
one pcrcc;it, h i ;  i n  1967 corn product;m was I:? fi per- 
cent arid rico 20 pmccnt, and in 1968 boll1 corn a11d 
rice ou<..:,~t a x  cxp~cI;cd to incrcasc by ovcr 10 pcs-  
cent. 'Liiis loan will contribuk to continuing tiwsc 
r:~lcs o;^ Silcixase in latcr oars. 111o Xxiional Pl'ocl.i~c- 
tion Council purchases an a s'lores the basic grains at 
support prices fixed before tho planting scason; in  
most ccses those support pricos a r c  highor than I!. S. 
priccs. The Council also distributes basic Poocls 
fixcd p i e e s  through almost 1GO of i t s  own ou'ileis in 
low income areas. 

Creation of Evert ,mcl Invesimcfi Ikoinotion Ccn'icr 
with significani public supper;;, formalioi~ d rur~.ui 
electric and agr icul i~~~ra l  coopcrativcs and crcdit 
unions, universal primaly education is: r e d l y  
achieved and both secondary and uiliversiLy cnroli- 
ments a r e  growing by more than 10 pcrccn'i a ycar. 
Over 350 land titles are being distributed each year. 
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d.  A ZZocating expenditures t o  
dcvcZopment rather than t o  mmc- 
cssaqj  mili tary purpoaeu or 
intervention i n  other p e e  c o u n ~ 0 8 '  
a f f a i r s .  

/ 

e.  KiZZing t o  contzribute .fun& ' 

t o  the project or program. 

f. Making economic, sociaz, and 
poZiticaZ re fo~ms such as tax 
co 'l k c  t ion improvementc and chartgas 
i n  Zand tenwe arrangement, and 
making progress toward respect 
for the r u b  of Zm, f ~ e e d m  o f  
expression cad of the press, and 
rccoLgizin3 the importunca o f  
iwlivicluaZ freedun, i n i t i a t i v e ,  
and private enterprise. 

g .  Adrerixg t o  the principZes o f  
the Act of Bogota and Charter of 
Punta deZ Este. 

h. !?xpondiny t o  the vi- tat  
econanic, po ZiticaZ, and socia2 
concwns of i t s  pcopZe, cud 
chvonstrating a c2em determi-%a- 
t i on  to  take e f feot ive  self-help 
maasures . 

2. A 5 1  b . Information and 
cnnc Zusion on country 's e f f o r t s  
t o  repatriate c a p i d  invested i n  
other countries by its own 
oi%aens. 

Costa Rica has no nlililary forces has no army 
and is not iiltervening in other f rce  countrics af- 
fairs. A substantial part of the budget is dcvotcd 
to development, 

TIE Loan is to a privnto conccrn nncl Ihc C h v -  
elgnnlent will not contriiju'ic hut nc1cIilion:~l sh:~ :TS 
cquivalcnt at least  $1.5 million will be sold ; ;I  

Costa Rica. 

Tsx ineczsurcs talien by thc Costa 1tic~1.n Covc. 1.x- 

mcnt inc-reascd tzx co~l.cclions hy over 25% Lc- 
twecn l9GG and 1968. An AID iin:mcccl coti:~sir;ll 
pro5ci:t is dcsipcci to lcad to 1:md rc io rm ;.11id 
i::crcascd rcvcnues from propcrty t:rxcs. 'l'hc 
I n s t i t ~ t o  de 'Tierras  attacldng land l;e~;arc pro;)- 
Icm, and expoch to disLribuie over 5000 l.;:lcs in 
the nesi  5 years. There exists hisbr icnl ly  i n  
Costa illca respccl; of rule 01 law, frccciom of 
e s p r e s s i ~ n  of the press ~ i ~ d  rcco~milion (ti L ~ I C  
importmcc of .inclividun'l irocdom, iiiitialiw: ;.;id 
private entcrprisc. l ' i ; ~  inc?ependc~;t couri  L;;.:;- 
kin is allocated 5% of total national bucigc!l. 

The Governmcnt of Cost:, Rica nd1:crcs lo  ik: 

Kica1 s, impr6ssive pcrformaice on 11 of tlic I-: 
objcciives In Iltle I of the C h s r k r  o i  iSwit:~ dcl 
Este. 

The Cove~nment  of C o s h  I3ca  is ;I:owi;i?; :':i I-;;.- 
s p o i ~ s i v c n c ~ s  to thc vikl cconot;:lc , poiiiical :> i iG 
social concerns ol" its people. TIIC Govc~:~i;i;r;:rl: 
has  demonstrated a clear  determination to tnko 
eflective self-hclp measures, a s  demons'irul~ci by 
its efforts in  education and taxation. 

The Bscal stabilization measurcs  now b c i n ~  
unclertaicc.n slloulcl encoilrngo rcpntriation o l  
capital invested in o thc r  countrics by i t s  own 
cittzens and tlre opportunity to invcsl; in this 
projeot will also encourage repatxiation. 

I 
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3, FAA s. 620(c). If assistance t o  Not apphI.ble. 
a goverr~nent, existence of indeb& 
odness t o  a U. S. c i t i z z n  for goods 
or ~ c r v i c c s  furn i shd  or or&red 
where such c i t i z en  has exhausted, 
a v a i  Z a b  Zs ZogaZ remedies, debt i s  I .@. - <. , I ") ,.- 
not denied or contested by such . c /.*- 

government or indebtechesa ar i ses ,  - 
under an unconditiond government 
guaranty. 

FAA 8. o"20(d). I f  assistcnca for Not applicable because this loan will bc maclc 4. - 
any productive enterprise uhich under Title VX-Alliance for Progrcss (Sec. 251), I 

~ i z Z c ~ p ~ t e i n t h e U . S = ~ i t h  notSec.201towhichSec.620(d)rcl&rs. p... - 
U. S. enterpriso, existsnce o f  

? 
iqpeement by the recipient corntry - 
t o  pret,ent export t o  the U. S. of 
nori  than 20%- of the enterpriso'o 
a~znual production during the Zife 
of the Zoan. 

" 
5. F'L4 2 .  d20(c?) ( I ) .  If @si~ti,?zce 

t o  a gove.rruncnt, extent t o  which 
it  (ire Zudiw gove~wnent cgsncies 
or subdivisions) has .kcken any 
uction tlhich has the effecet; of 
na t iow  Zizix; ,  expropriating, or 
othcriiise s e z a i ~ g  ownership or 

r controZ of  property of U. S. 
c i t i zens  or en t i t i e s  bensficiaZZy 
owzed by them uithout taki-ng steps 
t o  discharge i t s  ob Zigations. 

Not applicakle. 

i 
6. FAA S .620 1 j) . Information whether There is no recent history in Costa Rica of moi) 

+: ,,. the country permits, or f d z s  t o  action directed against U. S. property. Thc Gov- , 
take adequate measures $0 prevenh ernment regularly provides adequate proventivc 
the damage OP des f iuof ion,  by mob wlice protection, I .  
action, of U. S. properw. 

Vc-:. 



, 7, FAA i i .  62O( 2 ) .  Consideration which 
llas bcon given t o  & q j i n g  moistunue 
t o  a gove&unsnt which- a f i e r  
Dscanbcr 31, 1966, hao f a i h d  .to 
ins ti tu tc  the inveo w e n t  guaranty 
program fo.r tho spec i f i c  r i u k o  of 
i nconver t i b i  Zi ty and expropr*iation 

, oz~confiocation. 

8. PAA 6.620(0) .  If country has 
s e i x d ,  or) irnpossd any penaZty or 
smction against, any U. S. f ish- 
i ~ 2 g t ~ ~ s s e ~ o n a c c o u n ~ o f  i ks -  
f i : : h t q  aci: ivi t ics  i n  intcmationcr2' 
watcrr;, consideration which has 
been given to  denying asoistanca. 

P 

10. A : 0 . Prohibition on aid 
if cnuiz.Wy has severod diptanatio 
r sk t i o iw-wi th  U .  S., uniess 
agreements have been mgotiated 

, a f t e r  resumption o f  reht iana .  

,. 
'11. i;i?A :':..GZO(tl). Status of  the 

country on de Zinquent U. N. 
obligations . 

12. FAA g. 209. 1nforma.tion about , 

muZtiZateraZ assistance being 
furnished t o  the oountqj. 

. - . . ' J -  

Tho investment guarantee program for incon- - 
vertibility and expropriation or confiscation is, 
in effect. . - 

No such inoidont has occurrecl. 

I t .  * 

P - 
No delinquencies .of as mich as t h e e  months 
exist on any FAA loan to Cos'ia Rica. 

No such inoident has occurred. 

Costa Rica i s  not de1inc;uent in its U. N. 
obligations for the purposes of Article 19 
U. N. Charter. 

CLAP has reviewed tho Costa Ricnn devclopmcnt . - 
program in consultation with other international 
agencies and supports this loan. ' 

. . 
I. -1 
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FAA S . G B O ( ~ ) .  - If a;sictance -50 a 
govc~~mzn.l;, e x i c t c n c ~  of d ~ t s d -  
nution i.t. is not co>zG~oZ.kd by &he 
internat ionat  Communist ntovcmeii~. 

26. -- FAA G. 620(;1): Api2. .?07(h) and 
11 6 .  Conp Ziancs w i th  prohibit ion - 
a3ains-t a33is~cmce t o  countries 
which traffic or pami6 .t;raffioking 
wi th  North Vkt-Nun. 

Costa Rica does not ( z  I) hmisl l  assisinncc to 
Cuba nor are  ships o r  a i r c rd t  undcr i ts  reg- 
istry pcrmii-Led to carry equipment, materials 
o r  supplies from o r  to Cuba nor (h) does Cosia 
Rica sell, furnish o r  permit any s11ips untlcr 
its registry to carry items of primary strill- 
egic significance or items of economic assi, L- 
ance to Cuba. 

Not applicable. 

Tilc Costa Rican Goveir.r.cnt has not becn 
ei'ihcr ofiicialiy o r  u.~o;';izially rcp~c~cii tccl  ;i I 
~ f i y  h~ternatioi~ai coilferexe invoiving ti ~c 
,planning of activities involving insurrection o i: 
subversion against the U. S. o r  countries 
receiving U, S. assistance. 

Gosh Rica does not traKlc or  permit t r d -  
ficliing with North Viehani. 

The Pres;den$l~ns not C z t  >rmii?cd {:!I?.: Costn 
I % c ~  is Cll$?i.glilg ill o r  pi'~~j:~J.'iil,; i'or ng;;rc&- 
sivc mil.itn1y eflorts dirac'icd ap;;;iilst thc 
Uni'ied States, or any country l'd(:~ivSil:; :;s :,; :;L- 
ance from the  Urlitcd States, o r  r: r;y ci);i:i.Y:.!/ 
which sales are  inade unclcr iiic kg:.,.ic. u 1 - A  : L i L  

Trade Development and Assishncc Acl; of 
1954, 



10. , 5 . 2 0  ( a ,  111 f 'o~~wLion~  c u d  -- . ..'., .-.'... -.-- 
cono li;aron whothur ooun$q is dc&tiw 
t v r n c c ~ ~ s a i y  pcrcentugs o f  buduct 
/.or rrii Zitarjj purpoue~ md w i n g  
f o w i g n  crohangc for  m i  Zi*a .q j  equip- 
nron%, \ 

I I 

Cost;a Rica has no standing army, only an 
internal security iorco (Civil .Police) , and 
has no military sxpendiburos, 

- 
No'purchases of sophislicai;cd mllilary erl~rj;)- 
ment have been made llor are m y  plmlcd. 

FAA 8.251 ( b )  , rnfomtutiofi 4 Tho loan will finance an cspansion of crporls, 22 ---,*-- -.. 
, C G ~ Z U  ~tlozon on o a p a d t ~  of t h ~  and this improvcmcr,l i n  tho L::~nncc of pay- 

ments situation will  bo more t h m  s~dl"iciei~'i in colwbrv to rep* the 4n0zudiw permit ale payment oi  inbresi Bnd reyaym~nn:, rcuoonablensao of repapent . . . -  
of the IOU~. Tho finslicial rccoi8d of t!~c bo~*rc~\v- I.,. .. . 

proopooto. or fulIy juetifiaer ooniidonoo in i t s  coni;inw~l 
profitable opcrntion such that it will Ire ( l ; , r r :  i d )  .- 

service the loan regularly, 

..a 
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5;. G I  , 1(4) ( I )  . . * .  1n fprnation Qnd Necessary substantive financial planning for 
concZuszon on avaiZabiZity of the loan has becn completed and a firm esti- 
e ~ i m e r ' b ,  f i m c i c ~ z ~  and other mate of the cost of tho program to the U. S. 
P necessq to 'm?y out the has been 'bWed.  
assiotawe and of a reasonably firm 
estimate o f  the oost to the K S. 
of the acsistancs. 

FAA 6.61 1 l a )  (21. If 2eg.h Zativo No legislative action is required to implcmcnl 
action i c  requz'rcd within recipient the project. 
coun-trg, basis for reasonabk antic- 
ipation such action w i Z Z  be 
compZcted i n  t-ime t o  pexnit orderly 
acconpZichrnent of purpooss of loan. 

r. 
P'' . .. 

M 2.61 1 ( 1  . Compliance w i t h  
-7 

This req~rirement llas becn compliecl with 
requzremenc that  Mission Director ANNEX VlI. - 
cer t i f y ,  with respect t o  projects 
estimated t o  cost ovor $1 mitlion, 
as t o  the country's capabiZity 
e,rfective Zy t o  maintain and u t i l i z e  
the. project. , I 

FL.4 :';'. 251 (ii l . ' Ixfomation ard --- N o  Eiiini~cing by ci'ihcr in1;cnlnihni lr:r,C:i;i~g - 
cone Zusion on avui Zubi Z i t g  of c;;cx:e;j i?GY private sourccs: \{i:;i;il; L o  U ~ ~ i i c : &  

I - fincmcing from other free-world Elates, at interest rates p e i * n ~ l ~ ; i ~ ~  i-(:as~li .~~u~.~.  
, . .  

SOUPCQS, incZuding privats sources spread for medium and long tcsni sublonns arc , -. . . 

within the united States. available to Borrower. 
i .;-, 

Loan I:; Rc Zat iodzip  to Achievement of 
Cozmdr?j urid RegionaZ G'aa L.: 

27. - FAA s.207; 5.251 ( a ) .  Extent to Tlrisloanistoa~~rivatccntci~iir;i!ion~r~ii~~si~~~-- 
wj&., a=Gismce a w r o ~ a t e l ~ c ~ ~  to othcr private cntcrpriscs, therchy 
emphasis on: strengtlzening the private sector of 'ine ccoilolny . .  ' 

while providing new procluctivc jobs. Morovcr, 
a. Encouraging developnent of  tke Borrower will be zcc~uirccl to sell at 1c:~st 

$500,000 of shares (about 20 pcrccntj to pel- so;^.; 
k m o c ~ t i c  e c o m i c s  ~ ~ ~ ~ ~ ~ a ~ p  ad 0, firnls not holding the company' . stock 011 
soda2  ins t i tu t ions .  December 31, 1967. Subloans will hc matlo 'LO 

cooperatives. r 
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b 

b . .  ScZf-hcZp i n  meoting tho oountrylr 2 projcct will assist  in finrincing ncw ngri- 
food needo. , ;tural projecls o r  sub:;tanl;inl cx l~an~ion  oT 

existing ones, and thcrcby stimulate scll-l;ci;~ - 
in meoting country' s food needs. 

c. Itrproving avaiZabiZity of The project will providc inclircclly, throv;,zh 
t ra ined manpower i n  .the uountry. . sub-borrowers, new employment oi>portunj 

for professional ppersonncl and skil!cd litbi, I . ,  
but is not directed at providing skilled mm-. 
power. 

d. Procjrams designed t o  mest the The loan has no effect on the country' s I;onl;~r 
country Is health nee&, program. 

p Zanr&y and pub Zio aiminis tration; 
wbun devu loprnont; and modernization 
of cz i s t  Zms. 

FAA 8.2fj1 (b) -. (31. Information and 
conc Zusion on a c t i v i t y  's r e  k t i o n -  
s h i p  t o  and consistmcy l j i th  other  
&ve Zoptnent a c t i v i t i e s ,  and its 
contributiovr t o  reaZicabZe Zong- 
rarge ob j e c t i w s .  

g. 251 (21) (71. Information and 
corrcZuaion on whether o r  no t  the 
a c t i v i t y  t o  bs financed wit2 om- 
t r ibute  t o  t 4 s  achievemsnt of estf- 
sustaining growth, 

This acYvibj is c o n s i s t ~ i ~ t  with ; i ; :d 'do~; : i~  
re lakd  to other develo;~ment zcSlrif;.ics bcil~,; 
undertaken o r  planned and will cont r ih tc  Lo 
realizable long range objectives a s  cxi>l:~i;lcd 
in Section II D. 

. 
This activity wiil, by fnoreas:ing i~vcst rn i~~:~t :  . . in  agriculture and high priorii;y LiLu:; t l u l  ;i L.I 12 .- 
ects, accelerate the rate of g~owlh and Ihcrci~y 
bring closer the time when Costa i3ica will  i~c! 
able to support conldnued rapid growth from il;s 
own savings. 
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30. FAA .%.2n2 ( a  J . , Extent t o  which thc Not dimotly applicable in  viow of tho naturc ol 
Zoan w i t 2  con.t-ributs t o  tha objective this loan; 
o f  assuring. m&m pmtioipabion 
i n  the +ask of econmio devetopmant 
on .the part o f  the peopZs of tho 
country, through the encouragement 
o f  ckmocmtio private and locat 
governmental instiatutiono. 

3 1 .  FAA 9.281 (b)  . ~ x t e n t '  t o  which pro- 
gram recognizes the particular 
nee&, desires, and & p a c i t i e ~  of  
thr: p o p  Ze of the counkrg; u t i l i z e s  
t l tc  country 's in te  ZZectuaZ resource8 
to  encowaye ins  t ikutionat  &ve Zap- 

r r m t ;  and supports c iv ic  education 
c?ul training i n  gouemnental 
s k i l t s .  

A . 6 a )  . Infomatio-n md 
concZusions whe-ther Zom wi?5 
encourage e;fj'or& o f  .the coun-k'ry 
to: (a )  increase the fZm of 
.1:rrternationaZ trade; IbJ foster 
private i?ritiat<ve mrd competition; 
( c )  encourqe development and use 
of coopera-bivos, c-md"i tnions, and 
savings wGI ZOMZ asoociatiom; (dl  
discourcga monopolis ~c practices; 
(e) improve technical e f f ic iency 
of izrdustry, agsrrimrlture, mrd 
commerce;. and f f 1 strengthen free 
Zabor unions. 

'l'hc project will broaden tile Tldd of aa.:i,i:?ii.i~:; 
and considcra~~ly sCrenyl;ilan and i noadc ;~  1. ,I: 
participation of individuals, businc:,~ ali t? .i ~ r d * i <  - 
t ry in, and the operational base of the 0:;;). 
private development banking institution in  i. ', I -. 
ti3 Rica, thereby contributing to tho economic 
progress of the oountry, 

I 

Lorn 5s clcsirpcd to inci-casc tlic Row or i ; ~ l \ * ~ * -  
national tratic: by cncourag5ng the crcniio,i 01' 

export oriented indus';;';:ics; tostel: psiva; 1 :  

initiative and competition by providing rr, cd i I I i 11 
and long term credit at reasonal~le rates n i  
interest to private iirms throu;rh i corr.ylr,l::i!, 
private intermediary; md improve I B C ~ : I I ~ C : A ~  
elliciency of inclustry, agricultura ,and co #-n - - 
merce through project analysis and gxiid3lrw 
provided to sub-borrowors by tho COk'lSii LU. 1'. 

33. FAA I. 619, cw Ziance with require- Costa Rica is not a newly indepcnclonl; cowltrv. . 
went thae assistants t o  newly 
independent countries be furnished . 
through muZti ZateraZ organi&ions 
or pZans t o  maxjnm extent  
approp&ate. j i 
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'f . . . 
5 . 1 .  . , - -  f i l A  i! .2s 1 (hl.. ' Intonnation and' Thjs activity is con..;istcnt wit11 l.hc f in t l inp j  . . -, 

concZunzon on whekher tho act iv ihj  and sccommcnd~~tions ol the! Intcr-Arncric:m ~ ---- 
is comis tcnt  with the finding3 and Committee for the Alliance lor Progress. 11, 
poco,m,lan&bions o f  the Inter-Amcpican its 1967 n3~iew of national devclopmcnl; actjv- 

f b p  Ge A Z Z i c m c e  for Ppogpeoo ities CUiP urged the foreign assistmcc agcncic s 

i r r  i , t s  review of national deveZop- to make available additional funding for divcrsi- 
mctrt a c t i v i t i e ~ .  flcation and oxport production. 

35. _ B -  i l / r A  8.251 ( ) Information and Cooperatives will be eligiblc for sub1 oans :11il I 
concZmzon on use of Zoan to  aosist  i t  i s  expected that a8 much as  10 pcrccnt oJ' L;i: 
i n  promo-eing the cooperative move- AfD func% will be loancd to coopcrativcs. 
ment i n  Latin Ameriw. 

- r $6. - i 1 ;  3.251 b ( 8 )  . I n  fornation ~ ~ s n y  02 the industries which havi; rcccivcd s,. ; I -  b 

and conclusion wnether msistunce loans and wili rcceive subloans cx[,oii a s;lb- 
I . .  

stm'iial part of their ou'iput to othcr CACM coun- .w i  Z Z  encourqe regional &ve Zopment 
tries. The assistancc to theso induslrics programs, and contribute to the - 

econonlic and poZiticaZ integration stren hens this sub-mgional market and the 
of Latin Amsrica. growt 2 of these industries prepares thcrn io 

compete in the larger Latin American Con~r;:brl 
Market. 

37. I#:$A 3 ,251  ( b )  ( 4 ) ;  f!.102. Informction -- 
arid conclusion on poss ibb e f f cc t s  
on U. S. economy, v i t h  speciaZ 
rlsforencc t o  arcas o f  substantiat 
Zubor S U P ~ Z ~ ~ S ,  and extent  t o  which 
U. S.  conunodities and assistunes 
m2c furnished i n  a rnunwr. aomia tent 
w i t h  impr~ovirg the U. S. balance 
of  paynents posit-ion. 

F A / :  s. GO1 ( b )  . Information and 
ccwclusion on h m  the Zoan w i Z Z  
encoxraga U: S. private trade and 
inzrcstment abroad mrd how i t  w i Z Z  
encourage private U. S.' participation 
in foreign assis tance programs 
fiwZuding use of  private trade 
charmsh arul the services of V, S ,  
private entmpriosl .  

Er~tire proccccl s of loal~ will h c  uscd  or ;;II I--. 

cixses i n  thc 'il. 3. ulicier standard k l D  ,iroci!.- 
dares, therefore the loan wi l l  have no ad~ill'hc: 
eflect on the U.S. economy. Asea ;;ecult,thc 
U. S. proporlion of Coata R ican n;mpoits wiii Ijc 
improved al;d naw pc~manent trariing l*ei:t.L;fb,t 
ships esbabXslicd which will have a favora,,;~! 
impact cn tile U. S. ecwomy. 6 

-. Thore are no restrictions ag~i insi  SL;JAG~.I'A>.  i ; 
U. S. citizen o r  firms and U. S. i .iv~~iri~i.;;!:, 
both in the Borrowcr and i n  s~~b-.::or~owc~:s is 
actively oncoaraged by the Borrower. The 
loan will si ficantly increase U. S. commercinl 
exports to b osta Rica, Thus U. S. private tirade 
and investment in Costa Rica will be facilitai;c(.l. 



39. A 6 0  1 . -If a capital projoot, Professional nnd onginccring scrviccs will -- 
---. . c o ~ p  lzance w . ~  th  $he Corir~ooionaZ not bo'eligible for loan financing. 
policy that angincoring a ~ d  pro- 
feosional ~ c r v i c c o  of U. S. firms 
and their  a3"JiZic.teo are t o  be used 
i n  connection with c q i t a l  pro,jects 
t o  the mmimwn extent cmois tent  

II - 
w i t h  the national intereot .  -- -\ . 

4,?. ~ A A  5 . ~ 0 2 ,  in fomat ion  m d  conozusia P r o . ~ s i o n  will hp made Tor Amcricnll smai; - 
whet&irrzOan w i  iZ pemit- U. S. buslness to partlcrpate ecluila'uly in thc! 
cnraZZ business t o  participata fur~xishing of goods and services fliunccti 
cqu i td zy  i n  the furnishing of goods this loan wherever possible. * 

and services financed by it.. I 

f '." 

P 

, 41 . A 2 . ConpZiance wi-i;h Assistance provided by this loan will not b a  - 
r q . g u Z a t i o n s  a& ppocedwes used in  a manner which pmniotcs or  assist:; 
,to ensum aguiizsk use of a s s i s t a c e  foreign aid projects o r  activities of the 
in a mujcp  wirich, contrary to the Commu..ist-Bloc C O U ~ ~ X ~ ~ S .  

bast interests of the U. S., pro- 
mo.tes or assis.* the foreign a i d  
punojccts oil ac t i v i t i e s  of the 
C u n m u n i s  t-B Zoc countrias . 

,. 
42. 1 1 .  Iuzfolma-tion a d  conclusior. No  technical assistance will be provided 

on how the Zoaa i n  providing techniod uncler the loan. 
assistance w i l l  u t i l i z e  t o  the fuZZest 
extent practioab Ze goo& and profesaiona2 
arxl other s ~ r v i c e s  frm private 
enterprise on a contract basis. 
If tizc fucili-tbes of other FederaZ 

, q ~ n c i e o  w i l l  be u t i l i zed ,  i n f o n a -  
t i on  and conczusion on whether they 
are particuZarZy suitabte, are not ' 
conpetitive with private enter-' 
prise, and can be made avaiZabZs 
without undue interfirenos ~ 6 t h  
domestio programs. 



--. 
43, - A ! ,  2 .- a .  To-.l;al cvnounk of moncy AI.1. loan funds ($5, 000, 000) wj.11. go to an 

tuillZTloan wh~:ch i c  going dirw.i;Zy intermcdia~;c! crcdit insli.tution, A11 lo;m 
Lo private cntcrprioc, i n  going t o  funds will  bo subloaned to privak! cntorl)ri:=c' 
i n  ~ ;mncd ia tc  crcdi t. i m  . l i tu t iom for irnportdion of gooda and scrviccu hiom 
oll o.~irc~l borromre for use by p r i -  private sourcos in tho Unitod SLztas, 
vn ta  antcrprise,  i o  being u ~ e d  t o  

4 
j'iwmce inporto, fran private souraeo, 
or  il; otlzcmioc being w e d  t o  * 

finance procummento from privats  , 

GOUTCCf3 .  

4 4 .  FAA i;. 608(a) .  Infornation on Stmdarcl language will be incl~ldcd in the 
mc.c~ul~os t o  be  taker^ t o  u t i l i z e  loan agroemcnt. I 

U. S .  G o v e m e n t  excess personal 
property i n  l i e u  of the procw7- 
msnt o f  n m  items. 

4 5 ,   LA^?_ 8. FO4fa); Anp. 0 . 2 0 0 .  - CompZimce All equipment and commodities under tilo 
t~idz rcs t r ick ion  of commodity pro- ' loan shall bo procured in the United 
cr!llen:c-:izt t o  U. S.  a c o p t  as other- States. 
wise d c . t c ~ ~ n i ~ ~ d  by the President 
and sub jcct  t o  s tatutory reporting 
requirements. 

46. , 4 ) .  Carfipiiunco w.i.t-h buzk . A11 equipment and comlaoditles undcr the 
ccirmnod?:ty proc~wernont- rea t r i c t i o n  loan shall be procured in ihe ilrlited 
t o  prices no higher thcin the market States. 
price prevailing i n  the U. S. a t  
time of purchase. . '  

FAA il .FjOd(d). CompZiance wi th  
urmce rcquirernent tha t  m d n e  i r -  

be placed i n  ths U. S. on c m o d i t i s e  
f inmccd by  the Zoan if t h s  host 
country discriminates against U. S. 
companies . 

Loan f~:;ids ehall be maclc av:,;'!ablc foY ;\/i:t~inc 
I n s ~ r a n c e  on cornmod i Ses s11i:;~d t1nclcr sub- 
loails when such insur ;~?ce is phcccl on a # 

compc1;itive basis as s;:eciiicu ili this scction 
ol" the Act. In Iile event; thxt Costa Rica di:;- 
criminates agaii~st any LJ. S. r ,~;winc i:i;.;u;l I ;;(:I! 
company, comniocli~ies purch. ,..:;XI I I ; ; C : C ~  ti; ; :; 
loan will be insured a:;n.ins;t i;*.:lr;iir: i'i~ii irr 
the U.S. a s  required by bhs section. 



raoourac corn truation pro,jca ~ 
or program, infoma.t;ion and 
concZusion on benafit-aoot 
computa.t;ion. 

FAA 9.61 1 (cl . C m p  Zianc~ with 
requirement tha t  contraota for  
comtruct ion  bs  Zat on acunpstitive 
b m i c  t o  rnaxhwn ex t sn t  praa t i a a b ' h .  

againct assistance t o  my cmwzi8t  
country. 

FAA g . 6 2 0 0 .  Cocplianca with _.. prohibztzon cgadmt use of 
-as is tanco to- compsnsats owmrs 
for eqropr ia t sd  or natiunaZized 
property, 

* 4 

Tlw loan dooe not involvu wirlor or ro l id~~t l  -'= l 

land rueourco construction, 

No oonstruotion contrnots will bo fin:rnccd p 

Assiutancc provickd caclcr tlli s lo, 
be furnished to my Conrnruiis~ GOUIILI-y. 

The lorn agresment will provide tha t  :n:111 

funds will not be used to comijcnsn'ic! lo' cs- 
propriakc1 or nationalized propcriy. 
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. : FAA B e  61 2 (b); f i .63E(h)  Step8 *ha* N~ contractual or scrdces jn CObh ,.;-- have been taken t o  acsure that ,  t o  
Rica will bo finanoed by the loan funds. - 

tile mmimm extent  .po,soib k, the 
country i s  contributing locat - 
cuwcn&o t o  meet the coat o f  
contructuat and other semices ,  
and that  foreign curren&es mnad 
b! the U. S ,  a m  u t i t i z ed  .t;o me& 
.. I./ lu cost  o f  contractuat and other 
cervicm. , I  

~27. i?,10%. CotnpZiance with No architectural or engineering serviccs will 
rcqtciremcnt t ha t  payments i n  
excess o f  $25,000 for architecturaZ 

be financed under the loan. 

a d  ongincering service6 on any one 
project be reported to the Covlgress. 

I 

I 
1.. .;v;: . 
r 

~ p p .  9.104.  C q Z i a n c e  with bar No loans funds will be used to pay pensions, 
- -- 

against fun& t o  pay pensions, etc. for military personnel. 
e t c ,  , for m i  t i t a r y  personnet. 

App . :? .106, I f  country attempts Costa Rica creates no clistim~ions bccnusc 0: : . 

t o  create d is t inc t ions  because o f  race or  religion amolig Americals irl grating - 
t3wir race O P  re t ig ion m ~ m g  personal or commercial access or otl~or 
hnericans i n  grmt ing personaZ O r  rights otherwise available to U.S. citizens .. . 
comerciaZ access or other r ights  generally, o-i;hcmis'e avaiZabZe t o  U. S. , .* 

c i t i zcns  gencraZ2y.. app Zication 
which & Z Z  be made i n  negotiations 
of contrary prin&p'les as q r e 8 8 e d  
by the Congress. 

. , 

.. I . 
A ~ P .  5.111. CompZiance with No personnel requiring security clearance 
requirements for security ~ ~ X W U Z ~ Q  will be financed by tho loan. 
o f  personneZ. i 

i 

~ p p .  S.112, ~cnnpZiance with No contractors or contracts requiring - 
mqtiirement for approvaz of  approval will be financed under this: ioi1.n. 
contractors and contra& tams 
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53. hpp, i i .114. CompZiance with bcrr 
against uoe .of finds to  pay U.N. 
assommcnts, etc.  . . 

* 

The loan agreement will provide that loan f u ~ ~ r l s  
may not be used to make any paymonls to lhc y-7. ' .. 

60. App. 5.115. CompZianca w<th reg& No construction projects will be financed undcr 
, Zations on employment of  U. S. this loan, 

and ZocaZ personnet for funds 
.. . . 

' 'LC.- . *.  
obzigatad af tar  A p A Z  30, 1064 ." ,*.. . 
(Rcgu Zation 71 . - 

. 
1 I 3 i Prohibition on The loan agreement will provicle that no non 

fincmcirq non-U. S.  -manufaotw)ed ' U. S. manufactured mobr vehicles will be 
. .( mo tor vehic tes .  financed under this loan. i 

6 2 ,  L n p .  5.401, Cmpliance with b m  Loan funds will not be used for publicity or 
o p i - m t  u.sc of f u n d s  for pubzicity propaganda purposes within the U. S. 
or propagada ptirposes within U. S, 
not uuthorized by the Congrecs. 

- 
63, Itnil c20 (3 s ) .  I f  cons trucatrion of The aggregate value of assistance is 'less than 

product,ive en-ier@se where $LOO million, 
q g m g a t e  va Zue of assis tance ,., 

t o  be fuwished by U. S.  w i Z Z  
exceed $100 m i  ZZion, ident i f icat ion , .  . . 

.I 

. .. 
o f  stututory authority. 



I 

ALD-DLC/P- 745 
ANNEX TI Pago 1 of 4 

FINANCIAL STATJ!:n'IENs 
A. BALANCE SIIEET 

AS OF SEPTEMBER 30TE 
(Thousands of Co1on~s)k 

Current 
Pet.t;y Cash 
Local Banks 
I'orcibn Bznlts 

Sub-Toial 

Rcccivablcs 
Accounts Receivable for 

Subscribed Stock 1,930.2 
Miscellaneous Debtors 12.2 
Lcgal Stamps . 2.8 
Inventory .8 

SS-Total 1,946.0 

Total Currcnt Assets & ~ e c e i v a b l e s  2,189.9 

Invcstmcnts 
Stoclc 
Dcbcnturcs 
S h ~ r t  Tcrin Loans 
Mcdium Tern .  Loans 
Long Term Loans 

Total Investments 

Rcnl Property 
Fixed Assets 
Lcss Accuinu1al;ed Depreciation 

Next 1 h c d  Assets 

Othcr Asscts 
, Organization Expcnses , 

u ance Capitalized Tech. Assimt 
Telephone Rizh+s 
Accumulated 3roceeds 
Deferred Expenses 

Total Other Assets 

Total Assets 

rk (6.65 colones = U. S.' $1.00) 

1966 - 

I.. 5 
1 1 G .  G 
185.0 - 
303.1 - 

- 
5. G 
3 .6  

.7 - 
9.9 - 

313.0 - 
- 

2,699.0 
5,833.0 

l7,lOS. 5 
8,123.7 

33,265.1 

209.6 
J30.8) 

179.3 - 
309.2 
209.6 - 
302.8 

5.0 - 
826.6 - 

3Lt3 5F;4,0, - 

June 20, 1968 
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Short Term Iliabilities 
Dividends Payable 
S110rt Term Documents Payable 
Differed Proceeds 
Intercst Payable to AID 
Accuinulatcd Espenses 
Miscellaneous Debts 
Lcttcrs of Credit Requested 
Payments Orders I~sued  

Total Short Term Liabilities 

Long Tcrm Lin11ilitic.s 
Lcttcrs 01 Crcdit Requested 
Pay~nent Orders Issued 
An~ounts Paicl to Correspondents 

Rein~bui-sablo ny AID 
Long Term Payable Documei 

Total Long Term Liabilities 

TO i.:d Lid~fli tie s 

Nc t  Worth - 
Capital Stock 
Capital Stock Subscription 

Earnings Not Distributed 
L q a l  ileserve 
Reserve for Contingencies 
Current 

Total Nct Worth 

Total Liabilities and Net Worth 
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B. VArtTOUS FINANCIAL 1NF'ORMAT.ION 
A s  of September 30 

(Thousands of Colones) 

Sccufi-ties Received as Guarantees 

B o ~ ~ l s  and Guarantees Respon- 
sibilities 

Commissions Collected 

Stock in Custocly 

Loan Due from AID 

Letter of Comrnitmcnt Issued 

AID Recuperaticns Received 

Lines of Credit Received 
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Jntcrcst on Suhlonns 
Own Resources 
AID Resources 

Interest on Boncls 
Own 1Zesourccs 
AID Resources I , 

Tot:~l Intcrest on Bonds ' 

Conlmissions 
Exchange Differences 
Technical Assistance 
Commissions on Guarantees Placed 
Supcrvision Commission 
Commitment Commission 
M i s c c l l ~ ~ e o u s  

TOTAL INCOME 

EXPENSES 

Administrative and Gencral Exlxmses 

Salaries & Directors Fees 
Travcl & Itepresentation Expenses 
Oflice Operations & Supplies 
Rent 
Scholarship 
Professional Fees 
Amoriization of Organization Expenses 
Depreciation 
Miscellluleous . , 

Total General and Admin. Expenses 
Financial Expenses 

TOTAL EXPENSES 664.0 - - 
PENOD EARNINGS 25.4 - - 
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O R I G I N A L  XATITIIITY COPISA L O A K S  
-I_ 

(Thousands o f  Dollars) 
Year Encling Maroh 31 

P a r t  O I I C  - ! J i t h  A I D  P u n d o  - 

Less Than Two Years 0 
Two Years 107 

Prom Two t o  Thrsc Ycars 2 2  1 
From Yhrce .to F i v e  Years 3 18 
Over Five Years - 2 5 8  

TOTALS - 9 3  4 - 
P a r t  Two '-' C O F X S A  and  R o l l o v e r  Funds 

Less Tllan o n e  Y e a r  
One Ycar  

F r o m  One to Two Years 
T w o  Years 

Prom Two t o  Three Years 
From Three to Five  Years 
Over  F i v e  Years 

TOTALS 

TOTAL 
Part T h r e e  - A I D .  COSLSA:  a n d  ;,:o'lLovcr 

Less Than One Yaar 
One Year 

From Occ t o  Two Y c a r a  
Two Years 

F r o n  TWO to Thrcc Years 
From Three t o  F i v e  Years 
Over F i v e  Years 

TOTALS 



P a r t  F o u r  - L i n c n  of C r e d i t  Ftlntis - 

L c s s  Than Onc Ycar 0 
C)nc Ycar 0 

F r o m  One t o  T w o  Years 0 
T w o  Years 0 

Prom T w o  t o  Three Ycars 0 
Over Three Years - 0 

TOTALS 
Y- 

o - - 

U I ~ C L A S S I I ~ I I ~ D  ' 
A N N E X  1 V  P a g e  2 O F  2 : 
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Breakdown of Pro.lected Inoome, Expenae & Prof i t  
( In  thousende of Colonea) 

RECEIPTS 
Interest  from: 

4 

Transitory 
Investmento 80 80 

Short-TermLoans 1756 2178 
~ e d / ~ o n g  Term Loane 4156 4986 

. Other Producte 80 80 
120 270 . Dividends Received , 

Total 6189 7594 

EXPENSES 
Administrative 1250 1250 

' Financial 2565 
Total 33l4 3815 

- Gross Profit 2875 3779 4688 . s 4901 4956. 4546 4573 4086 
a .  

Less: - 
Taxes 832 1107 1379 U 2  '1660 1332. 1199 

NET PROFIT 2049 2672 3309 3458 3496 32W 3228 2887 

Prof i t  as Percent of 
Paid i n  muity 15.658 1S.R ' 19.4P 20631 20;5$ 18.8$ 18.98 16.958 , .' 

0 .  
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Assumption:; l . T ~ ~ ~ o r l  ying F1n;r n ci:i 1 :Projc:o I,i.on~ 
4 '., '* 

'rhc projections in thc prcccctling ilirco Tablos :lrc barjotl on tho lollowing -. 

assumptions in  additioii to thoso discu:jl~icd in Scction IV, I3 and C, 

1, A scco~icl AID lom, on 'ihc condltioiw rccommendcd in ,Illis papcr tvlll 
bc disbursed in five eclual parts over 24 monlhs with tlm fimt rcccivcd 
in Septcinbcr 19G8 and half thc lorn and cach disburscrnont at 2.5 pcra 

i ccnt and I id f  at 5.0 porccnt. (Such early o r  rapid didxwsomcnt; is un- 
liliely lsnclhg to an overstatamcnt of profits in 1DGO and 1070.) 

2, A second shnro issuc of $1.5 million ccpivnlcnl; paid in within 24 
inontlis in fivo equal installments begiluxing i n  Septombcr lO(i8, (Tlic 
small allocation to divideudv on the second issue in fiscal 10G8 is a .  
error .  ) 

3. U s c  of liilc..; 01 crcd;.t bil l  incrcasc by 2,458,000 colo~ics i n  ljsc:rl 
1068 and 2,459,000 in fiscal 1963 and thcil rcmain stable. The cillcct- 
ive intcrest on lincs of crcclit vrill be 7.75 perccnt. 

4, The allocations 0% 5 pcrccnt of operating profiis to legal reserves 
will halt when legal rescrvos equal 10 pcrocn'; of capital s l o c l ~ '  

5. T l ~ c  rcservc for  shalt-term l o a s i s  constitutecl on IAc basis ol one 
pcrcent oE short-term loans. 

G. J a m  rcpayments wore caiculatecl by assuming short;-tcrm loar~s ,  
a r e  repaid in one year; medium term in thrne years  and long-ten a in 
six years. 

7, Dividends are assumed Mabe 12 percent in  oash with no adcliiioual 
stock dividends. 

UNCLASSIFIED 



I 
4 .  A m'ini~num utlt1il;ion of 0.5 puroonl  o S  lO ta l  COFTSIr lonliu arici 

5 nvo:; lmon t s  o u t s  tantllng n t t h o  orid OJ' cach  L'is~dJ. y e a r  ~11~11.1 im l n r ~ d t ~ ~  t o  a ;*. 
r c s c r v o  f o r  bilcl d e b t s  o r  o x t r a o r d i n a r y  ?or;sas unCl l  such rc:;orvo u n n l l  bo 
e q u a l  t o  2 p c r c c n t  oP t h o  t o l o i  l o o n s  and invostrnonts  o f  COFISA, , 

5 .  Without  p ~ i o r  app rova l  of A I D ,  COFISA s h a l l  n o t  cnznge i n  
;1ccoi1iits r c c c i v n b l c  f i n a n c i n g ,  L;nlco :~ssJ.[;nmcnt of r c c e i v a b l o s ,  p c r f o r n ~  
u i tdcrwr i t ing  s c r v i c o s ,  o r  engage i n  f i x t o r i n g  o p e r a t i o n s ,  r c g a r d l o s s  of 
s o u r c e  of funds .  

# 

G .  During t h o  l i f e  of t ho  A I D  l o a n ,  COFISA s h a l l  n o t  r cduce  i t s  
a u t l ~ o r i i s c d  snd i s s u c d  c a p i t a l  t o  l e s s  than  $ 2 . 5  m i l l i o n .  

7 .  Zxccpt  a s  A I D  mn.y a g r e e  i n  w r i t i n g ,  COPISA w i l l  makc no s\ i i>loi in 
o r  inves tment  which r o s u l t s  i n  a n  aggraga to  invos'.,mcnl of  more chan $ZGO,OGO 
i n  any e n t e r p r i s e .  

8. Except  a s  L I D  1nz.y o t n c ~ v i s e  agmo in w r i t i n g ,  COP;Si; w i l l  not t ~ k c  
:In e q u i t y  p o s i t i o n  I n  any e n k r p r i s e  which would r c s u l t  i n  C G X l S h 1 s  Iznvin;: 
moro t h a n  20  pe rcen t  of! t h c  t o t a l  e q u i t y  i n  tlzc c n t o r p r i s c ;  Tor t h e  purpose  
oP t h i s  c a l c u l a t i c n  ally e q u i t y  pu rc t a scd  w i t h  Q l o a n  from COFXSA w i l l  Lo 
i n c l u d e d  i n  computing COE'ISAts e q u i t y  a g a i n s t  t h o  30 p c r c e n t  l i m i t  as well 
a s  any s h a r c s  i n  t h o  e n t e r p r i s e  plodgcd a g a i n s t  any COPISA l o a n .  

9. COFISA w i l l  make no sub loan  o r  invantmcnt  t o  a n  c n t w p r i s c  i n  which 
! 

a d i r e c t o r ( s )  o r  a membcr of  h i s  immediate f a m i l y  (ascoi ldants ,  dosccndanty ,  L 
spouse ,  o r  s i b l i n g s )  has  a n  i n t e r e s t  u n l e s s  t h e  sub loan  o r  i nves tmcn t  has  ' 

- bcen approved by a m a j o r i t y  of t h e  Board of! D i ~ w c t o r s  w i t h  tlie i n t e r e s t e d  
d i r e c t o r l , ~ )  n o t  vo t ing .  - 
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d Lv. . 
* .  

10. 1.lcmbors of tho  bo;ird of d i r e c t o r s  and t h e  manager s h a l l  be - 
s u b j e c t  t o  tho  approval  of  A I D  dur ing th(3 l i f e  of tho A I D  loan a s  
w e l l  a s  changes i n  t h e  eompcnsation r a t e s  f o r  d i r e c t o r s .  

11. Loans mag bc made only t o  p r i v a t e  enterprises, which a r c  dc f inod  
a s  those  i n  which ~ o v e r ~ u n o n t  ownership is l a s s  than  35 pcrconl .  Loans 
may bo made t o  coop2rat ives .  

12. For t h e  purposes cf t h c  revicw b e f o r e  commitments cxcced 
$1,750,000,  A13  o f f i c i a l s  w i l l  be g iven access  t o  t h e  minutes of tho  
COFlSA meetings and t o  t h e  f i l e s  con ta in ing  f i n a n c i a l  informat ion on sub- 
borrowers on a c o n f i d e n t i a l  b a s i s .  

13. COFISA w i l l  u s e  i t s  own funds and AID funds  only f o r  f i n a n c i n g  
r e s u l t i n g  i n  an  ixcpansion of product ioc;  r e f i n a n c i n g  is  no t  ~ e r r n i t t e d .  
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CERTIFICATION PURSUA?Ti' TO SZCTTON 611 (e) 3F TIE ~ ~ I G i d  
ASSISTANCE-AC~' AS AMENUFD 

I ,  Robert B. nlaclc, t h c  p r i n c i p a l  o f f i c o r  of  t h e  Agcncy f o r  I n t c r -  
n n t i o ~ l a l  Development i n  Costa  Rica having talion i n t o  cccount  among o t h e r  
t h i n g s ,  t h e  maintenance ancl u t i l i z a t i o n  of p r o j e c t s  i n  Costa Iticn p rev ious ly  
f i i ~ s n c e d  o r  a s s i s t e d  by t h e  United S t a t e s ,  d o  herewith c e r t i f y  t h a t  i n  rny , . 
.>udgancnt, Costa Rica has  bo th  t h e  f i n a n c i a l  c a p a b i l i t y  and t h o  humm r c -  , --,. . ;'--. . - 
sources  c a p a b i l i t y  t o  e f f e c t i v e l y  ma in ta in  and u t i l i z e  t h e  c a p i t a l  ass is tarLc-c  
p r o j e c t ,  SECOND COFISA LOm. 

This  c c r t i f i c n t i o n  i s  based on a ca iqe fu l  review of  bo'i1.r thc borro;tmr1; . . and sub-borrowcrsl performailce i n  u t i l i z a t i o n  and maintenaacc undor a SI.,.ai A:. . 
10311 authorized i11 1964. The Borrower's f i i i a n c i a l  r ecord  and projc.ctior,s >:i.~:! 

n . w i c c l l e n t  (Scc t ion  I C 5, pages 1 5 ,  16; S e c t i o n  IV B; Fd,IGiXZS II, V; . liie 
I 

G o r l w ; c r l s  01'ganiz:itionai s t ~ u c t u r e ,  and human r e s c u r c e s  whicir w i l l  L 

bc streng' i l~ened by a d d i t i o n a i  prol 'css ionals  (Suct ion  J C 3, pages ,21-22), nrc !-. .. .. 
a l rondy  sound (Sec t ion  I B 2 pages 3-4) and pcrfoinlanco unde;* t h c  I ~ r s l ;  l o a n  
c o ~ n ; ~ l i e d  wi th  t h e  purposes of  tho  a s s i s t a n c e  (Section I C 1 anci 2 pagos 10-11). - 
Xo disbursement w i l l  be made undci* ' fha  l o a n  u n t i l  t h e  borrower hds  f i n n  
commi tmonts , i nc lud ing  a 20 percont  downpayment, t o  pay i n  the  a d d i t i o n a l  
capi-1 recluired by t h o  loan lirojec'c. The u ' i ; i l izz t ion  and maintenance OX 
equipment by sub-borrowers has  bcen checked and found t o  he f u l l y  s a t i s f a c t o -  
r y  a s  would be expected i n  tho p r i v a t e  s e c t o r  of  t h e  oconomy among sub- 
borrowers who are s e r v i c i n g  t h e i r  l o a n s  promptly i n  a lmost  a l l  cases. 

Robert B. Black 
Director USAI~/cos ta  Ric r r  

UNCLASSIFIED 
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ANNEX VIII - Page 1 of 3 @, \ AGENCY FOR INTERNATIONAL DEV?.OPh&NT 

* '  '@ 4 Washington, D., C, 20523 I 

' . . (  I 
UNITED STATES COORDINATOR 

! 
I .  
I .- .-, . - 

ALLIANCE FOR PROORESS -- 

LOAN AUTHORIZATION 

Provided From: Alliance f o r  Progress Funds 
COGTA RICA: Corporacion Costarricense de 

Financiamiento Indust r ia l ,  S. A. 
(COFISA) -- Second Loan . 

I 
Pbrsuant t o  the  authori ty vested i n  the  Deputy U. S. Coordinator, 
Alliance f o r  Progress, Agency f o r  Internat ional  fievelopment ("A. I .D. If), 
by the  Foreign Assistance Act of 1961, a s  amended, and the delegations 
of authori ty issued thereunder, I hereby authorize the  establishment of 
a loan pursuant t o  Part I, Chapter 2, T i t l ~ :  V I ,  U i a n c e  f o r  Progress, 
t o  the  Corporacion Costarricense de Financiamieqto Indus t r i a l ,  S. A. 

t COFISA)  orrow rower") of not t o  exceed f ive  million United Sta tes  dol lars  
$5,000,000) t o  a s s i s t  i n  financing t h e  dollar dosta of subloans and* 

.eqvity par t ic ipa t ion  by Borrower f o r  the creat idn and expansion of 
industpLal and ~ r i c u l t u r a l  enterprises  i n  Costa Rica and Member Countries 
of t h e  Centrdl American Common Marke*, t h i s  l o w  t o  be subject  t o  t h e  
following terms and conditions: I 

I 
1. In te res t  and Terms of Repayment: i 

I 
(a) Borrarer s h a l l  repay the  loan t o  A.I.D. i n  United Sta tes  dol lars  

within twenty (20) years from the  f i r s t  disbursement under the  9 - 
loan, including a grace period of not t o  exceed f i v e  (5) years. . 
Borrower s h a l l  pay t o  A.I.D. i n  Unitkd Sta tes  do l l a r s  i n t e r e s t  
at the  r a t e  of (i) three  (3) percent' per annwn on the  disbursed 
balance of the  loan devoted tc "h.i6ritytt  pro jec ts  by t h e  
Borrower f o r  the  f i r s t  f i v e  years following disbursement; there-  
a f t e r ,  the r a t e  wiu be f i v e  (5) percent per annum; and (ii) 
f i v e  (5) percent per annum on the  remainder of the  disbursed 
balance of the  loan. 

(b) I f  p r io r  t o  the  f i r q t  disbursement under the  loan the  Gwernment 
of Costa Rica so eleorts, Borrower s h a l l  fu l f i l l  i t s  United 
Sta tes  do l l a r  obligations under t h e  loan by p w n g  t o  the  
Government i n  the  currency of Ccsta Rica, t h e  equivalent, de- 
termined a s  of ,a time and i n  a manner sa t i s fac to ry  t o  A.I.D., 
of t h e  United Sta tes  do,Uar amount8 pwable  t o  A.I.D. under 
(a) abwe, end, Sn such event, the Government shelL pay $0 A.I.D. : 



(i) the equivalent in United atate6 dollara of all amounts, 
paid $0 the Government by the Borrower, as follows: 

a. All interest Immediately upon receipt subject to the 
Governmentts right to retain all paymants ,in excess 

a of two (2) percent per m u m  during a grace period 
of not to exceed ten (10) ypro from the first. 
disbursement under the loan ( "~overnment grace ' period"). 

I 
b. Principal within forty (k0)  years including a grace 

period of not to exceed ten (10) years from the date 
of the first disbursement tinder the loan ("Government 
grace period"); 

1 I 
(ii) Interest in United States dollars of two (2) percent yer 

annum during the Governnient gSace period, and two and one 
half (23) percent per annum thereafter, on all amounts 
of outstanding principal paid' by Borrower to the Government 
from the respective dates of euch payments of principal. 

I 
I 

2. Other Terms and Conditions: i I 

(a) Equipment materials and services' (except shippine and marine 
- insurance),financed under the loon shall have their origin in 

and be procured, from the United States. Shipping financed 
under $he, loan shall' be procuredl from the United Stakes, and ' 
marine insurance,,financed under ;the loan shall be placed in 
the United ~tatea with a conpan$ authorized to'do marine 
'insurtuice, busifiess , +n , any atate, of the United States. 

(b) NO loan' fkds: in excbba of $~,.~~o,ooD shell be committed by 
Borrower, unpil ,A.I.D'. shall have conducted a detailed review 

a I 

of the commitment and' administration of loan fundo, and shall 
. ,  have advised,Borrower,that . , further commitments may be made. 

(c) Borrower shall not apply more than $2,500,000 to subloans for 
other than "PkLorityl' projects. Priority projects are those 
directed primar'i~y at increasing (P)  exports outside the 

, Central +merich C O ~ O ~  W k e t  ( "CACM"), (ii) foreign exchange 
earnings from tourisni, (iii) Coda Rican agricultural production 
directly, or [iv) the procea'sing of Costa Rican agricultural 
production; and those for which 75 percent of the inputs are 
of CACM origin and the anticipated selling price of the output 
is withln 25 percent of the normal landed cost of similar 
imports. &ricultural subloans must be baied on a comprehensive 
project to be considered as applied to Priority projects. 
Equipment financing or crop financing, except arr part of larger, 
cwrgrchansivs proJeots, will not bm aon8ULoreb or Priority 

).. . .  . 

4 

I 

. * I 



L 

(d) Dorrmer shaJ.1 not wi. t ;h  A . 1  .D,  l o w  fundo make any subluans fo r  .berms 
l e s s  than three  nor more than t e n  years, o r  charge i n t e r e o t  thereon 
at r a t e s  i n  excess of 8 1/2 percent per annun1 ( i n  the  case of P r i o r i t y  

0 
D 

pro jec t s ) ,  o r  t e n  percent per atmum ,( in  t h e  case of other  p ro jec t s ) .  

( e )  Except as  A . I . D ,  may otherwise agree i n  t r r i t i n ~ ,  no funds obtained 
from any source whatever ~11~1.1 be '3.pplicd by Borrower (i) t o  sub- 
loans o r  inveskments which w . L l 1  d i r e c t l y  o r  i n d i r e c t l y  increase 
the  production of coffee,  sugar or  cotton; o r  (ii) t o  subloans f o r  

4 t he  purchase of shares i n  expanding o r  new enterpr i ses  unless 
Borrower i t s e l f   purchase^ equi ty a t  l e a s t  equal t o  t h e  equi ty financed 
by Borrower. 

( f )  Borrower s h a l l  not apply any of i t s  funds, obtained from any source 
whatever, f o r  the  purpose of refinancing. 

(g) Upon t h e  execution of the  loan agreement;, Borrower s h a l l  s e l l  addi- 
t i o n a l  shares i n  an amount not l e s s  than $3, j00,000, t o  be paid in ' 
at l e a s t  p a r i  passu with disbursements under t h e  loan, and not l a t e r  
than two years a f t e r  t he  f i r s t  disbur~emenl; thereunder. A t  l e a s t  
$500,000 equivalent of these  shares based on .the o f f i c i a l  exchange ' 

r a t e  a t  t i n e  of subscript ion s h a l l  be placed p r i m  t o  t h e  f i rs t  ., 
disbursement under the  loan  with persona o r  firms not shareholde'rs 
on December 31, 1967. I 

- .  (h) The loan shalJ. be sub;ject t o  such other  terms and conditions as  A.I.D. 
may deem addsab le .  

I, Deputy U. S. Coordinator I 



AGENCY FOR INTERNA.T IONAL DEVELOPMENT 

UNITED STATES A.I.D. MISSION TO COSTA RlCA 

W: Tlic F i l e s  

Snn ~ o s d ,  hluy 3 1 ,  11173 U.S.A.I.D. 
I. A' 

U N I T E D  STATES EMBASSY 

S A N  JOSE,  COSTA RlCA 

l l ~ e  i n t e n l a 1  I , I U  e v a l u a t i o t l  rcviev: o f  t h e  s u b j c c t ;  pr 'oJcct  was h c l d  on 
B k ; .  11, w i t h  l-hc f 01 lowing  s t o f t  t~icntl~er:; p r c s c ~ ~ t  : ilohcri: l J r a  t t  , P r o j e c t  
iJai~~l:ei-; l'c t e r  Krcis, A I D  irf f :lj.rs Of:Ciccr ; D a n i c l  Grecne ,  C :on t ro l l c r ;  ' I ' i~o~:~ns 
hlci;cc, c h i e f ,  I t l s t i t u t i o t i a l  L)cvclopneiit D i v i s i v n  nud Xsabcl ~11a( :dn ,  l'rojccl: 
Zvalun ti011 ~ ;vor r i ina  t o r .  

DISCUSSION 

Rir. Prn t'; dcscr ibccl  t h e  c t ~ r r c n t  s t a t u s ,  a c t i v i  t y  niicl a c c u ~ i ~ p l i s l ~ : ~ ~ c n t s  of  
t h e  p ro . j ec t .  C o n c r e t c  a c t i v i t i e s  inclucle  tllc f o l l o w i n g  ( p l u s  a g e ~ i c r a l  back- 
g r o ~ ~ n c l  on COFISl: described i n  Attaclinicnt  $1)  : 

1. The f a c t  t h a t  COFISA h a s  e s t a b l i s l i c d  i t se l1  a s  a s o l i d  devclopnient  bank 
i n  less t i inn ten  y e a r s  w i t h  110 f u r t h e r  A I D  a s s i s t a n c e  r e q v i r c t i ,  i s  t h c  
nrn,jor i n d i c a t o r  o f  i t s  s u c c c s s .  The seconcl A I L )  Loan nlaclc to COFISA l i n s  
bccn 05:i disbui*sctl  with  f i l i a l  s u b l o n n s  r71rcady a11p1-ovecl a ~ d  c q u i l ~ n ~ c ~ i t  i n  
s l i ip t~ icn t .  Thus ,  t h e  b l i s s i o n  h a s  cxtclicled tlic clcaclline f o r  f i n a l  cl isbttrse-  I 

111ent t o  J u n e  30. 

2.  T h r o t t ~ h  gooel ntanal:crnent alld n v n i l a b l c  f o r c i g t i  bon!c l i n c s  o f  c r e d i t  now 
t o t n l l i n g  more t h a n  $13 t n i l l i o n  (grantee! n s  a r e s u l t  o f  COFISA's sound 
i i n n n c i a l  s t a  t t l s  and gooti r e p u t n  t i o n ) ,  t h i s  dcvc lop~nc t i t  bank h a s  main- 
t a incc l  a growing h i v c r s . i f i e d  l e n d i n g  progrntn i l l  tlic i n d u s l x i a l ,  n g r i c ~ r I -  
t u r a l ,  e x p o r t ,  and,  l a t c l y ,  h o u s i n g  a r e a s ,  t h u s  c r c n t i n g  ncw s o i l r c e s  o f  

.. ,. 
re . l cnuc  and en~ploymcnt.  - 



3 .  ' f l ~ r o u g l ~  i t s  mu1 t i p l i c r  cTIccL, l o a n s  have  n u t  o n l y  con Lri1)utccl to tllc 
;:rowth o f  ~ I I C  CNP b u t  havc  a l s o  c r c a  t c d  .jobs f o r  ar~p~-osini:l  t c l y  3, CiOO to 
9,000 pcop lc .  L i f c - o f - P r o j c c  t cxl1o1-t i.ncl.cnsc-ri arc? v:ilttctl a t  api)ro?ti-  
r ! ~ a t e l y  $16 mil l i o n  w i  t l ~  71; ncw b u s i n c s s  a c t i v i  t ics ~ c ~ i c r n t c c l .  

5. 'I?lc c r e a t i o n  of a stoc:k C X I I ~ I I ~ C  ~ n a r l i c t  i n d i c ; ~ t c c l  a s  onc uf  tllc purposes 
01 COFISA a t  the  o u t s e t  o f  tlie p r o j c c t ,  provcd u n r e a l i s t i c .  .. .-.. - 

3.. . 

Since t h e  COFISA p r o j c c t  a p p c a r s  to IIC n  prirnc cx:lmplc oJ AID'S s~~c:ccs:;..rrtl 
s~!p;)orl ;  t o  pr iva  tc s e c t o r  dcvclopnicnt  tl lrollgh c o p i  t a l  i n v c s  L I I I C I I ~ ,  i t  i s  s t r o n g l y  
r c ~ o ~ i ~ ~ ~ ~ e n d c c l  t h a t  AIU/W c o n s i d e r  u n d c r t a l t i n ~  a f u l l  e v a l u a t i o n  o f  t h i s  proJec:t .  
Vori  n b l c s  r c s p o n s i b l c  f o r  t h c  s u c c c s s  shoulcl b c  rncasurcd s c p a r n  tcl y i n  bo th  
c lua l i  t n t i v c  nntl q u a n t i t a t i v e  tcrn~s. T h i s  w i l l  c n a b l e  t h c  f o r m u l a t i o n  o f  hypo- 
t h c s c s  t h a t  may have  a p p l i c n b i l i t y  t o  AID s t r n t c g y  g e n e r a l l y  nncl f o r  o t h c r  LLIC . -. progranin~ing p r i o r i t i e s  s p c c i f  i c a l l y .  

c c  : 4 \ ~ i ~ b n s s a t l v r  V i r o n  Valry 
Alr. I ' c t c r  K r c i s  
Mr. Robcrt  P r a t t  
Mr. Dnnic l  Grcenc  
h!r . T ~ O I I I ~ I S  hlclicc 
~rliss Ann Sayaguc's 



Narrathe Report on COFISA AID LOANS 515-L-010 & 515-L-019 

A. I. D. has made two $5,000,000 loans to COFISA, a private dcvelopimnt bank _ _. 
-- 

(financiers), since 1964. The f i rs t  loan was made when COFISA was just being estab- 

lished and was to provide it with a source of low-cost, long term, seed capital. The 

second loan, signed in May 1969, was made essentially to help COFISA greatly ex- 

. . 
pand i t s  volume and scope of acti,(rities, increasing its financing of agricultural and - .., 

agro-industrial enterprises. It is now 95% disbursed. The initial A. I. D. ass is tmcc 

was provided a t  a time when considerable demand existed in Costa Rica to establish 

manufacturing industries to take advantage of the Central American market stimulated 

by the creation of the Central American Common Market ICACM). I t  was felt that the 
' - 

cumbersome nationalized banking system could not meet the new demand in the private 7 

sector for investment and working capital for industrialization. 

COFISA quickly established a reputation of a sound, efficient financial institution 

and has been a significant force in Costa Rica's industrial and agricultural development. 

In terms of loan volume, in 1972 COFISA surpassed the smallest of the four commer- 

cial banks in size of loan portfolio. Its average monthly lending volume has excseded 

$1,000,000 per month since late 1972. As of September 30, 1972 i ts  loan and invest- 

ment portfolio had reached $14.5 million, capital and reserves totaled $3.6 million and 

it had financed a cumulative total of $38.5 million of projects since its inception in 



As a means of attracting local capital for investment industrial and agricultural - 
- :* . 

projects i t  has been quite successful in that i t s  capital is entirely from private sources 

(almost exclusively Costa Rican) and for  every dollar of COFISA funds invested in a 

project there a r e  usually several additional clollars invested by the project sponsors 

o r  owners. Furthermore, COFISA has been extremely successful in attracting foreign 
- . * . .  .. 
I . .  ..- ._ .. ' 

resources by means of medium term bank lines of credit (5 years). As of January 31, - 
1973 COFISA had available to it $11 million in lines of credit from U.S. and othcr 

foreign banks, of which i t  had drawn approximately $5 million. The confidence on the 

par t  of the foreign banks in COFISA's management and credit worthiness is probably the 
. - - 

best possible indicator of COFISA1s success in establishing itself a s  a strong financial - 
institution. 

During 1972 COFISA entered a new field of activity - housing. On its  own initia- 

tive it issued approximately $1.5 million of bonds to provide mortgage financing for 

large scale, low to medium cost housing projects. This endeavor will help to alleviate - 
Costa Ricals pressing housing shortage in those categories. 



PZOJ  ECT DESIGN SUMMARY 
L O G I C A L  FRAMEWORK 

NARRATIVE SUMMARY 

Program or Sector Cool: The brooder obiective to 
h i c h  this proiect contributes: (A-I) 

Improve the economic developme! 
of Costa Rica. - 

Proiec* Purpose: (0-1) 

To pomote economic diversifica, 
tion in the agriculture and export 
areas and insure continued expan 
sion of COFISA. 

Project Outputs: (C-1) 

1. L m s  to industrial and agricu: 
tural enterprisers. 
2. Operating efficiency of COFIS. 
staff. 

Proiect Inputs: (D-1) 

1. AID Loan 515-L-019 

2. COFISA capital shares. 

OBJECTIVELY VER!FiABLE INDICATORS 

Hecwres of Cool Achievement: (A-2) 

1. Rate of growth of GNP 
and per capital income. 

\ 

Conditions thot w i l l  indicate purpose has been 
ochicved: End-of-Project stolus. (8-2) 

L. COFISA-has a continuous 
Lending program focusing 
on agric. & export areas. 
2. COFISA has emerged a s  
L viable, growing institution 
3. Development bank with 

Magnitude of (Xltput~: (C-2) 

1. No. of loans and amount 
of loans over a four-year 
period. 
2. EEEiciency of operation 
measured by default record 
and by maintaining low over- 
lead. 
Implemmtotion Torget (Type ond Ouontity) (0-2) 

1. $5,000,000-fully disburse 
~y 5/72. 
2. $1,500,000-fully paid in 
by 6/71. 

MEANS OF VERIFICATION 

1. Central Bank statistics. 
2. Planning Office reports. 
3. Ministry of Industry, 

Comm rce and Economy r e  7 
sources. 

1. COFISA' s loan records. 

2. COFISA' s financial reports, 

- 

[C-3) 

1. COFISA records. 

2. COFISA records. 

I 1. AID disbursement risords 

2. COFISA records. 

Li ic  of Pry 
Frcm FY 65: to F y  73 
Total U. 5. Fund 000.000 - - 
D o e  P r o d :  ~ Y # S  

IMPORTANT ASSUMPTIONS 

brsrumptions for ochieving g s l  ~orgets: (A-4) 

Continued economic and political 
stability in Costa Rica. 

~ s s u m ~ t i o n s  for ochieving purpose: (0-4) 

1. Continued economic and politi- 

stability in Costa Rica. 
2. Continuation of s cxllld manage 
practices. 

Assumptions for ochieving outputs: (C-4) 

Continued demand for loans. 

Assumptions for provid,. .: !DA' 





PROJECT DESIGN SU,'.IMARY 
.,a 1020-2m 11-73) 

..,ewCEUENr I LOGICAL FRA1AE;;ORK 

Ptoiect Title 6  umber: COFISA AID LOU 515 - L - 019 
NARRATIVE SU.UUARY 

Proiect Outputs: (C- 1) 
OBJECTIVELY VERIFIABLE INDICATORS 
Magnitude of Outputs: (C-2) 

3. Low rate of management 
and staff turnover. 

MEANS OF VERIFICATION 

Life of P:oiect: 
From F': to F Y  
Total U. S. Funding 
Dote Prepcred 

PAC 
IMPODTANT ASSJMPTlOtiS 

Assumptions for achieving ou$uts: (C-4) 


