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1. CREDIT PROCESS
a) Cofisa will subzit to AID by March 31, 1987 a revised )
credit manual. V. Schmack - 3/31/87
b & c) New credit limits and delegation autherities will
be established and submitcted to AID. V. Schmack 3/31/87
d, e, £, g) Cofisa will submit to AID a detailed written
Portfelio monitoring and managing system which will in-
clude the recommendations made bv evaluations. V. Schmack 3/31/87
2. OPERATIONAL/ADMINISTRATIVE
a) Cofisa has set up a profit center accounting system
according to each inccme generating function. This systeno
will be fully functional by the end of the 86/87 fiscal
year. . V.Schmack 9/30/87
b) Alrecady being implemented. ’ V.Schmack :
3. COFISA-AID STRATEGY
See 1, (&, e, £, g)
4. SPECIFIC RECOMMENDATIONS OF AID
The only valid and acceptable recommendation for AID is to
watch closely the 75%/25% requirement of long and short
term loans, which will be mcnitored through the quarterly
reports. The other recommendations under this heading are
not valid, since the evaluator was not aware that reflows V. Schmack Quarterly
are not subject to AID procurement policies. : smack '
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“ATTACHMENT"

RECOMMENDATIONS FROM COFISA EVALUATION

(By Fernando and Alvaro Quirés, July 1986)

1. CREDIT PROCESS

a) On the credit process side, greater future effort should be
allocated to institutionalization of the process gained so far by
development of more standardized credit policies and procedures. A
credit policy manual should be devised by management and approved by

the board to provide guidance and written policies.

b) A sincere and realistic evaluation of institutional and Board
of Director's attitudes towards delegation of 1loan aporoval is in

order, as the delegation so far has been more theoretical than real.

c) Should COFISA opt fer further credit delegation, levels for
this should be analysed with respect to portfolio statistics volume of

credit approvals, and senior management li :ing experience.

d) Greater imstituticnal resources should now be allocated to
administration of the credit portfolio, especially now that AID dollar
lending 1s close to topping out. Maintenance of asset quality will be
of vital importance to COFISA's future earning profiles, and close

management of the portfolio will help achieve this goal.

e) These wmonitoring efforts, as well as credit policies and
procedures, should be applied equally to the colon portfolio since at
the present time there is very little information in the files on
which to base an anticipatory posture with regard to future

performance of the portfolio.



€) Renewal of the credit initiation phase with each credit, as
new data is gathered to verify progress and determine continued credit
worthiness (especially on the more commercifally oriented part of the

portfolio), should be done as standard policy.

g) The more defined responsibility over credits could be
implemented by the designatlon of account officers, with an account
load of about 20 to 25 accounts each (including accounts in the colon

portfoiio.)

2. OQOPERATIONAL/ADMINISTRATIVE

a) A budgeting process should be integrated into the new
accounting system, establishing target loan and transaction volumes,
and separating allocated and direct expenses, profit cencer earnings,
returns on allocated equi;y, returns on assets, etc. t0 measure
performanze of each unit and each unit manager, Budget should then be
reviewed quarterly for compliance, implementiﬁg new forecast

procedures fcr adjustments to year and totals as necessary.
b) COFISA should show more initiative than it has up to now in
téking charge of foreign exchange registration at the Central Bank anad

processing of its loans,

3. STRATEGIC RECOMMENDATIONS FOR AID AND COFISA

COFISA's future grovth, while accomodating both institutions’

objectives, should be tempered by the following observations:



a) COFISA should close to the client

COFISA credit staffers should become involved as actively as
possible in the day to day activities of borrowing clients, with
visits and quarterly follow wups on financial and operational

performance (in some cases this is already beingz done to some degree.)

b) COFISA will have some portfolio problems on the AID loans

The strategy to deal with this situation should be threefold:
(1) get as close to the clients as possible, (2) as a fail-safe
measure, install a strong administrative system that places a premium

on problem anticipation, and (3) growth and diversity.

c) COFISA has two fundamental options for future growth

COFISA should not neglect either project 1lending or

short-term commercial business.

4, SPECIFIC RECOMMENDATIONS FOR AID

With respect to the loan agreement and future compliance, AID

should consider the following:

- The reflow pool concept should be defined with .COFISA. As
the situation stands, AID funds may be free of AID
restrictions after lending short term. This may or may not

be acceptable to AID.



sa

Priorities as to the relative impurtance of adherence to
development orientation in loaus verses procurement restric-
tions also need definition.

The 752/252 requirement for tenures of 3 to 5 years should
be watched closely since the portfolio has been reflecting

the maximum short terms lending limit under the co-~tract.

AID's requirements of receipts and documentaticn for new
investment funds spent occupied a significant portion of
credit personnel effort. In the future, as COFISA begins to
handle a mix of AID funds, reflows from loan recoveries, and
funds captured from the deposit market, such documenting of
funds investment by clients could grow very complicated.
Perhaps as COFISA matures, these investment documentation
requirements cén be subsrituted by simple monitoring of loans

as to maintaining development orientation and conditions.



PROJECT EVALUATION SUMMARY 86-6

PART II

The overall quality of the evaluation report was very good and
the centractor showed that he knows and understands banking policies and
procedures in general and local banking laws and regulations in particular.
The contractor followed the scope of the work and the evaluation was useful
for the Mission since it confirmed the Mission's belief that COFISA is
becoming an effective development oriented financial institution.

The project has been successful and the contractors'
recomnendations were very general and were not for corrective actions, but
rather suggestions for further operational and orzanizational improvements.
Some suggestions were not accepted due to the contractor's lack of
understanding of A.I.D, procurement procedures.

The Excecutive Summary was complete and summarized the findings
and recommendations adequately.

The major "Lessons Learned” to be learne. from the COFISA
evaluation is that it 1s important to work with an entity like COFISA which
bis had a long and good track record as a successful financial institution.
It has had a qualified staff at all levels and the manager has fully
understond the objectives to be achieved. The other intermediate financial
irnstitutions in Costa Rica which received A.I.D. support (The Bank for
Export and the Private Investment Corporation) started from scratch and
first of all had to grow as financial organizations before being able to
pursue their specific objectives.

The COFISA Project proves that a qualified, experienced staff at
all levels 1s a prerequisite for a successful project and in future projects
A.I.D. should reserve the right to approve not only the manager, but also
the middle and lower level executives.

It is also important to keep in mind that an intermediate
financial institution project does not end with the PACD, but rather needs
constant supervision, especially after the PACD, to assure that the project
sticks to the established objectives and uses loan reflows and net interest
earnings for the same purpose as originally intended.

[\



(Attachment to PES#F 86-p )

EVALUATION COST DATA 5
USAID/ Costa Rica or Bureau/Officer
Form completed by_ Vincenz Schmack OPS 10-27-86
Typed Name Office Date

1. No. and Title of Project/Activity: private Sector Export Credit Project
(or Title of Evaluation Report) _COFISA project # 515-0187

2. Date of Evaluation Report: August 1986
Cate of PES (if different): 10-727-86

3. Mission Staff Person Days involved 1n'th1s Evaluation (estimated):
- Professional Staff 3 Persor Days

- Support Staff n/a__Person Days

4. AID/W Direct-Hire or IPA TDY support funded by Mission (or office) for
this evaluation: N/A

Period of TDY Dollar Cost: (Travel, Source of
Name . (Person-Days) Per Diem, etc) Funds*_

5. Contractor Support, if any, for this evalbatlon:“

Dollar Amount Source of

Name of Contractor Contract # of Contract Funds*
Alvaro Quiréds Purchase order Aprox the Local currency
.. { 515-6362 equivalent of (From ESF)

$4,500 in L.C.

*Indicate Project Budget, PD&S, Mission O.E. or Central/Regionai Bureau funds

**IQC, RSSA, PASA, PSC, Purchase Order, Institut!ional Contract, Cooperative
Agreement, etc. A



! AGENCIA PARA EL DESARPOLLO INTERNACIONAL

MISION ECONOMICA DE 108 ESTADOS UNIDOS BN COSTA MCA

s Apartade Poste! 100352
l 1000 Ser José, Carte Rire
Yoittone 33.11.38
Telan 3550 AIDCE KD

I
STATEMENT OF WORK

A. BACXGROUND

The COFISE proiect concists of a $10,000,000 loar and a €223,500,000
local currency facility to develop and manage a carefully designed
prograr of dollar and colorn sublending to the private sector. The goal
and purpose of the project is to assist with the resolution of ths
productive private sector liquidity crisis; to enhance the capacity of
the productive private sector to earn foreign exchange and to
reesteblish COT1SA as a developrment oriented financial institution.

B. OSJECTIVE

In order to assist the Mission to assess the cverall performance of
the Private Sector Export Credit Project (Known as the COF1SA project),
the Contractor will produce a comprehensive evaluation which will
thoroughly analyze and assess each aspect of  the Project's
implementation. The evaluation will carefully consider borrower's
‘performance, implementation context (i.e. changing external factors,
such as cverall ecocnomic conditiorns), appropriateness of Projest desigm,

—actisvement c¢f targets, and contribution tc the Missiorn's Development
Strategy.

C. METHODOLOGY

The Corntractor will become familiar with the details of the
project's goal, objectives, cormponents ané relationship to the Mission's
private sector strategy by reviewing background documents located in the
files of the A.I.D. Mission in San Jose. These documents includes the
Prcject Paper, the loarn Agreement, Implementation Letters, any related
correspondence, and USAID pianning documents. In additior, the
consultants will interview the A.l1.D. project managers, COFISA

officials, local businescmern, ancd Costa Rican government officiales as
necessary.

D. SCOPE OF WORX

1. Determinatior of the extent to which the Borrower has complied
with the terms of the Project Loan Agreement and thoroughly
describe any problems associated with compliance, : making

reference to the reasons for the delays in project
implementation)


http:econo.ac

1.

aeis

prciec:

Deterrination of the extent to which the Project has maile
progress towards achievement of its specifically gtated
cbjectives as defined ir the Prcject Paper and Loar Agreement)

Determination of the extent tc wnich the Project Thas
- ]

"developmental® impact as expected and expressed in the Proj
Paper, payinc special attertion to specific risk taking
performarnce;

Deterriration of the extent tc which the Proiect contributed to
the Mission's overall developrment stratecy)
kh separate section on the lecsome learned tc date descriting
the ceusal relationsrip facrtoers that have proved critical to
Project success, incluiling the political, policy, econoric,
social and bureaucreatic preconditions withir the host country
and AID. Trhis should also include & discussior on the
techniques or approaches wrich have proved moct effective or
bad to the charged and why,

Overall, general, and specific observations and recommendatiors
recarding implementation, management design, and any other
factors which the Contractor deems relevant. It is expected
that specific recommsndations will be made regarding proiect
results and will include, but rot be limited to:

zzicn c?t contrainse tc t.he guczesesfnl

implezentatior of sirilar prolects;

- actions which may be taker by +the Mis:zion and/or the
Borrower that will contribute to more efficient Prciect
managerenty and

- improvements in the Mission's management approach.

contractor will investicate the followinc areas for eacr of <he
components.

Pcrriolio Characteristice:

a.

Aralyze and interpret the characteristics of the COFISA lcan
ané investment portfolic. Tre available data include: total
rumber and dollar wvolume of subloans by economic activity,
purposes ané time terms of the subloans, and characteristics of
subborrowers (annual sales, total csets, nurber of
employees). Datz analyzed as availakle should also include
specific development impacts of subloans on exparcion of
nontraditional markets, and utilization of installed plant
capacity) :
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in favor of the Central Bank.

It is true that no other Ccsta Rican private financial
institution was hurt as badly by colon payment of dollar
obligations as Cofisa, and that only Ccfisa has dellar term loane
(which get different treatment in dollar procezsing by the
Central Eank) as the principal porticn of its portfolic. Still,
it is hard ¢tco imagine Cofisa‘s private Costa Rican -« banking
competition telerating a ci+tuation of dellar processing for locan

repayment totally left up o the client, without taling action.

&. Cofisa Firarciel Ststus
resolution last year of negatiations wiinb foraicn  commercial
banks cwver previous dollar cebt, and after emtsr:ng into the

cortract with AlD., Cofisz wsert fron 2 negative 780 worth  of

L

approuimstziy, eourvelent USE 4.8 miliiar at S=T0-%L4 bto a posrTivE
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leva: o “=ly Uz3s

oS lm

[{
th
i
t

10

result of : the arrangesment rsacha2d with tne fors1gr banks which
pssentially forgave accumulated interest debt on %the principal

amounte of loans.

-4

This development has resulted in present conselidated leverage ©
hout 1.59, a ficgure which is more apprepriatza for &an industrial
enterprise than for & bank or other finmancial institution. The
typical leverage (total liabilities / equity) for a private

cector commercial bank in Costa Rica is'close to 10. One of

FINDINGS PAGE 23

47





















approvals of USTF &.& mllian only since an approved  but
undisbursed credit for USE S00,000 was cancelled by Cofise after
grave doubcs about the principal’'s character arose). Since then,
tctal approvals have nearly reached the USF 10 million taotal,
Assuming that the new approvals share the characteristics of the
2B relationships existing at 4/85 and reviewed for this rceocrt,

prorating of the numbers will prebably arpproximate the total

impact of the dollar zegment of the Cofica preojeoct.

0

[B]

Ths numbers g2leratezo :re direct numice-g that do nst tel= rte
corzrderation  any agdglticonal Jobs gsn2rsted dwe te & moliioiies
2ffect  wifthin the eccrocr, 3 that in terms oFf ovarall Lr-act,
the figures msy bs zZonsiczres conseservative, Sesuring 2 multizlier
o+ 1.9 weo 2.0 gz irm the proyect paper, ths pezple surzorisdg
figure weuld increszz te the rerce cof ZS,000 to 37,000,

It sho.ld bz Potsg that o mace-2 the nutserzs in fthie  sSnEriiss
gra grfn, S.imcE tneE, 2re DREEC LI RNANN IESISE SN prolacTel BupoTt

sa.es of projecte that are z%:11 1n the cuwiloing stage, {.2. whst

ire completed project is eupected to produce when ogperaticnal.

Tre numbers are 2lzc imoreciss since many 0of the assumphicns mads
to arrive at the rumbercg zre thnemselyves oniy eztimates cf csrisin

©

-+

nanci re, the

LT

1l relaciershins. Th

b
m
(13}
B

cost, production, and ¢
figures should not bz given too much weight, although thz numbers
are useful in providing a base figure, or general estimste of the

overall impact of the dollar portfolio.
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It should also be noted that some well established firms could
have obtained financing elsewhere so that for a significant part
of the portfolio the wages generated figure cannot be attributed
solely to the Cofisa proﬁect. However, in all cases, the
availability of the Cofisa loans contributed significantly to the
overall viability of the respective projects financed, especially
considering commercial financing alternatives with typically

heavier collateral requirements.

Looking at the numbers, the statistics for the prorated dcollar
partfclio indicate aggregate snrual sales of € 4.1 billiaon (LEF
71, millicon assuming ar excharge rate of CIL/UEE) g2rerateac L
€&.2 billion in assets, achieving =stimated inflaws of o .4
billion (USf 41 million:. These inflows are net num;ers, sanzlooing
the value added percentage estimate to sales. The numbzrs are
stated 1in colones becausze in many, cases ths borrower h:s a2

combined colon/doliar caszh gemeration, and c2zauss Fany ©- Lhs

a
3]
n
1+
-
Q
3
]

figures were sourced from colon prz

The +igures appearirg for number of employees of some Tirms,
particularly industrial processcrs, have Eeen arbitrarily
adjusted by the percentage eupert faétor toc avoid distortion  of
numbers, under the assumption that Cofisa financing was directe=d
at the respective company’'s enxport operations and not  for
domestic production. For wample, BGallito Industrial’s total
employees are approximately 750, vyet only 225 are raflected on

the spread sheet to account for the 30% export sales.
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Wages generated of € 1.1 billion are calculated by multiplying
the sales figure by an estimated labor expense content, which
varies by industry. For example, the figure used for the flower
.and plants industry is 257 of sales. These industry numbers have

been derived from some of the principals themselves,

The figure for number of people supported is derivea from the
assumption that each worker suppérts him/hersalf plus four
others, as assumed in the original project paper. This implicitly
assumes that even single workers contribute to the support of

siblings and other family members.

In further refining the concent of development impacht, we can
appreciate that most of the dollar porttolio is structiur=d on &

- » ~
a

term basis, with five vyears the most commarn tenor 137 of

w

borrowers). By allowing for a longer sse cor funds, ths Sorr-owers

has greater +leuibility and esch particular projezt can ks D=tz

-

m

structured to match cash 2ut+lows with maturity cf opsration

(1

The grace periaods also permit adeguate building or consalidation

of operatiaons before commencing repaymert of principal.

Another major determingnt ot the develogmental nature .0f the
portfolioc, . but one :‘not reflected on the spread sheet, 1s the
ratio between the value of tangible collateral and loan amourts.
This relationship, probably more than any otner, separates
developmental <from commercial lending, and insufficiency of

collateral by commercial standards is- probably the greatest

FINDINSS PAGE 42
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single impediment to financing for any start up project in Costa
Rica. In reviewing the dollar portfolio case by case, the author
concludes that a ratio of about 70% to 80% is average in many
cases, with a few individual ecredits significantly below this
level, and with a few credits (the ones more commercial in
nature) based solely on corporate and/or personal guarantees.
This profile of collateral to l1pan value means that Cofisa credit
approvals have been fairly liberal in this key consideration, and

rherefore more genuinely cgeared tc developmental financing.

Interest rates of Libor + 3% p.a. charged on the dollar portfolic
in accordance with the lo=an agr=zment are commercal (ve.
developmental) in nature. Uncer the terms of the loan agreement,
tken, the benetit ot the develorment rate is nct passel on Lo the
end user. This is wise tc prevent wincfall profits to project
cwners, or subeidizing of otherwise uneconomical prdjects. This
2lgs sozrves to parmit Cofisa to improve ite cagital formation
rate, by virtue of the enormoue epreac (prasently about 8% paasy
LIEOR. of 7% + IT% spread - 2% cost of funds) plus ccmmlssions  on
its doilar portfolio, thereby contributing abouﬁ Uss 8oo,0n0/ year
to Cofisa s net interest revenue, and cansequently, to the goal

of re-establishing Cofisa’'s financial strength.

These present rates of LIBOR + I% p.a. are similar to those that
foreign commercial banks used to offer to normal Costa Rican
credit risks before the onslaught of the Latin American Debt
Crisis. However, this commercial financing is no longer offered

by foreign commercial banks (they have either withdrawn from . the

FINDINGS ‘ PAGE 4%
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market or are constrained from lending to Costa Rica in dollars
because of the "substandard" classification of credit risk for
Costa Rica by U.S. bank regulators), and LIBOR is presently at
very low levels (about 7% p.a.). Therefore the dollar rate of
about 10% can be extremely attractive to generatcrs of foreign
currency, as ccmpared to local currency interest rates (up to

approximately Ié6%).

C. - COFISA OPERATIONAL SITUATION AND THE BANKING ALTERNATIVE

Tne Cefisa project loan paper made Cofisa’'s application +o- &
banking license a condition for AIL’'s loan approval. Tkhe zhief
consideration beshind this requirement was twofeld: under Conts

Rican banking law, certain commercial operatiosns, principszily

il
w

collection cf dollar procesds for experts, which gansr st

[

comissions and is a key service for expurting clierts, is limitz
to banks: and, certain funding sources, both medium ard  Laeo

term, are cnanelled only through banks.

The negative aspect of becaming a bank is that regulatior by the
Central Bank is much more of an administrative burden than tha%
imposed by the relatively simpler financiera reparkting
requirements. Nevertheless, the dominance of the private banmks
over the finmancieras in the crucial foreign trade sector is ample
evidence that in the Costa Rican private banking market much more
can be dore, both in variety of services and in geﬁerating

income, through a bank legal vehicle.
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Cofisa management has manifested that approval of the banking
licence by the Central Bank of Costa Rica is expected soon,
perhaps as early as July 1986. Given the imminence of this very
major step in Cofisa’'s recovery and future development, we feel

that the follewing aobservations are appropriate.

Complementarity. The importance and complementarity of the short

term commercial banking function is apparently noct appreciated by

many people within Cofisa, bcth employees and directors, nor by

i
S5

b

aID. There 1is a prevailing mentality 4hat Cofica’s role as &

o=
S

[N

oevelopmesnt oriented finmancial institution will b2 conprom

a strong short 4“erm commerzial emnphasis. Thie wview, 31t our
opinicn, cculd _prove costly in <erms of izst oppertunities  enc
prestige in the market, if 1t results in Ccfisa’'s not doing  ali
it can and shouid tc comsets and carve out a strong position 15

ehort term foreizr traae financ:ng. Among the princioal ergumenis

Fartfolic Ralance. Fimancial institutions must not only balance

tenors of assets and liabilities (long term loans <rom long ter-a

n

sources, short term lecans from short term sourc2s). A h aliho
portfolio also requires a so.id besis of gnort term, revolving.
working capital loan business as an offs=2t to term loans, not

only for purposes of risk diversification and minimization, but

for liquidity as well.

The economic calcdlation for the two types of loans is basically

FINDINGS PAGE 4S5



different., An individual or a company will very carefully analy:ze
present and projected economic conditions before committing to a
term loan, especially in dollars in a weak currency economy like
Costa Rica. But a going concern lives or dies by its ability to
channel irputs into 1ts productive process. The markeat for
working capital credit is therefore permanent and much less
affected by economic expectations. With this type of credit, the
question is not wnether companies will use it, but how much, $rom

what institution, and on what terms.

As iong as Cofi=za remains bhasically a term lending crganization,
its growth will be driven no%t by the dynamiem or The proaductive
sector, but by its ability to ootain longer term funZing. And the
institution:s credit and forzign excharge risk will Tlazk an

ofsetting advantage that Cofisa coulcd oktain through cormercizl

oneraticns=s.

Cliente will be much more 1nclired to pay their term iozne if
they are tied to trme same institution for ctheilir working capital
requirements. And the Central Bank may, at any time, have
different doallar allocatier priorities for payment of doliar
inputs <o currert production than for payment of loans disbursed
years before. In a given situation, which has already ccurred in
Costa Rica, well run companies that try to manage risk may Gte
uninterested in term loans (especially in dollars) but

simul taneously short of warking capital financing.

For all these reasons, the stronger Cofisa's market penetration

-
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in short term commercial banking, the better equipped the
institution will be to maintain strength and vitality as a Costa

Rican fimnancial force, both short and lony term.

Source of Income. It is commonly perceived that the growth of the
Costa Rican trade financing oriented private banks in Costa Riza
has been the result of their filling the vacuum left when the

multinational commercial banks withdrew. This 1is one of the two

principal factors.

The other, much less understaod, is that, 2z tne Cost> Ficzn
colecn collapsed from 3.4 Lo 65 to *he dolliar, then gown arnd now
Eack up to 56, cemission business on foreign trade ocerations

(letters of credif and ccllections) became prcooortionally more
attractive in local currency t=rms. This ig because the comisz.zn
rates for these operstions, varying froe 1/4% to 1% Fur rthe
various types, ar repetirtive business tret turrs over im ore to
three months, are fiiec by the Central Bank and basec cr the
dollar value of the import or export. From B.6 rto 54 criocnes to
the dollar, we are talking about comission increases, in lozal
currency terms, of over S00%. As a result of this, the emphasis
of the agressiva private banks has beern precisely on this type of
operation. With the Costa Rican rmationalized banks noncompetitive
from a service standpoint, these private banks today derive 3I0%4

to over 407 of their revenues from these operations.
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strategy is that the funds be lent to agricultural and industrial
Clients -~ export oriented producers. Almost by definition, we are
talking about a client base that will make heavy use of foreign
trade banking services. And, with the high proportion of sfart up
clients Cofisa has, muck of the customer base is unsophisticsted
in banking and foreign trade. If Cofisa is not competitive in the

quality of its commercial banking services, these clients will

either have to suffer with inferior service cr go elsewhere.:

Eguity in Ceollateral. Another aspect of impert and enport
financing operations that makes them sc attractive toc commercs

banks i{s that they generate their awn collatszral. Frequsnil,
they generate double ceollateral - documents thar give ti<lie to
the merchandise being financed, and cash in the form of clis--
deposits or assigraent of oayment, tc which the finamncing bard
neés  title as the Central Bank's agent within the przcess  of

controlled enchange betwsen coclones and dollars.

A major compeonent of Cofisa’s development lending ori1entaticn nzc
been flexibility in collateral requirements, and the capabilit:
to offer loan tenors beyond local commercial banking standards.
If Coficga is natbcompetitive in foreign trade operationz, the
institution will be in the unenviable positien of accepting risks
of lower cecllateralization and longer lending terms on the
development portfolio which the commercial banks have avaoided,
while its clients go to the competition with their lucrative,
short term, highly collateralized, lower risk foreign trade

business.
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financing as a primary private banking business in Costa Rica, a
parallel development has been the flowering of the Costa Ricar
Securities Exchange (Bolsa Nacional de Valores) as a major factor
on the local financial scene. For purposes of this analysis, two
aspects are outstanding with respect to the Bolsa. First, it is
an wtremely effective method for listed firms to raise sheort

3

b
m

term funds by issuanze of CD’'s. And second, it has m
aggressive manzgement of short term funds possiblie fcr largzs to

medium sized compariecs.

A recent variation of this trend has heen the association of most

cf the mz2or private banks with a seat on the securitiez

exchange, e:fﬁer by ocwning one outright or tnrouch affiliation cr
cortractec -ivbirg arrangenents.  Cofisa 1s a3 foﬁndlng memberr of
the Bolse. -z such, 1t already nes the legal vehicle to becons
competitive fn this area, which will become rore crucial as 1£s

tlient base grows in size and sophistication.
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I11. CONCLUSIONS

A. PROGRESS TOWARDS GENERAL OEJECTIVES
The primary objectives of the Cofisa loan project are three:
1) to provide assistance to the Costa Rican productive
private sector to face the country’s liquidity crisis
2) to enhanc2 the capacity of the Costa Rican private
sector to generate foreigr e:ichange
3) to re-establish Ccfisa as a developmental criemted

finarcial institution in Costa Rica

S0 +ar, it appears that these cbjectives are being met as, 1n
general, Cofisa loans have be=n made for the product:ve purposses
intendad, resulting in a ncotizeable impact within “he country ‘s
private procductive sector. This impact has been achieved both
through the colcn and doliar lerding camp:nenté. Rowever, i1n the
case of the celon portfolic. wverification cf the loam pursose

from the credit +files wa
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contain skimpy credit inrormation and littie docurmented analveie.

The foreign exchange generation capacity of the private sector
has b2en enhanced as a result of the Cofisa program since iendinag
(the dollar portion) has been directed mainly at export

:neration projects. These projects, as reguired by the loan
agreement, are directed at nan-traditional exports. As
implemented through Cofisa lending policies the projects gensrate
a high value adced production content to achieve considerable net
foreign exchangé generation, especially in comparison to the

VAR
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amount invested by AID.

With respect to Cofisa’'s development, it has reaquired financial
vigor as a result of this AID program and last year’'s successful
resolution of pricr dollar debt negotiations with foreign
commercial banks. These events have contributed to a presently
strong consolidated balance sheet with productive assets
generating considerable interest and commission earnings that

contribute to strong capitsl formation.

EB. COMFLTIAMNCE WITH THE LOAN AGREEMENT

The main purpose of this report has bzen to evaluate Cofisa’'s
compliance with the terms and abjectives of AID's loar project.
Certainly, +from the point of view of Dutfingv1d§ns on tne bocks,
and for “he typ=2 ot credit and risk acceptance specifiéd by AID,
the efftorte or Cofisa and the new administration must be jusged

as more San satistaciory. And in terms =¥ =2volukion 1nto
14

W

development oriented rirancial institution, <signiticant cirides

have been made in a very short time.

In reviewing the dollar credit portfolio, :in general we ccoclude
tirat the target market adherence is quite good, and that
deviations from non—-traditional lernding ere within ectablished
sublimits. In terms of risk, due to the developmental nature of
the portfolio and the long average tenor, the risk within the
portfolio is inherently higher than a normal commercial

portfolio, as expected given the purpose of the project.
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But once the funds are all placed, two major areas of focus will
become paramount for Cofisa. These are the ongcing management and
administration of the portfolio to assure repayment of
outstandings in accordance with established or renegotiated
repayment schedules, and the reorganization and commercial

banking aspezcts of the business.

The asset quality and earnings stream generated frecm the
portfclic, together witn growth through operational and funding
civersification will be essential to propel Cofisa from a narrow
cevelopment criented base tc a more brsadened an2  balanced
commercial bacse. Such a broadened conmercial baze will serve o
insulate Cofiza +from. the inherent weanness 'of dependenca on

narrow "spread" earrnings of a higher risk portfolio.

T2 accomplist this, we submit that Cofisa ie at a  juncture in
which cscme fundamental assumptionse s-ould b2 reviced. The
reorjanization process, which up to row has been concentratec in

those aspects direcily related to placing the development loans,
must be troadened to encompass the entire institution. This will

be much more difficul:.

C. CONTRIBUTION TO MISSION DEVELOPMENT STRATEGY
The Mission’'s overall development strategy in Costa Rica is
geared to promction of the private sector, creation of

employment, and promotion of non-traditional exports. Pursuant to

w
b
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this end, and for the purposes already mentioned, the Cofisa
project was devised and implemented., Since there has been
essential compliance with the terms of the lcan agreement as
described, and since there has been a measurable development

impact from the project, we conclude that the Cofisa project has

contributed to further AID interest and objectives in Costa Rica.

D. COFISA OFPERATIONAL DU{LDDH AND BANEING PERSFECTIVES

Cofisa’'s commercial banking potential is considerable. The
operationai structures of the most successful commercial banks 1n
Ccsta Rica can oe duplizated by Caofisa through organization,
accounting changes, training ard people - al! factors within
reach. And what Cofisa has in its well developed medium to long
term development lending capability, most privaée comnercial

banks either cannot or will not develop.

It is reascnable to assume that, among banking 1rnstituticonz i
which the short term operational and lending services ars
comparable, clients will prefer to work with the institution from
whick they can also heope to get longer term loans unavailatle
elsewhere. And, in a <emall economy like Costa Rica, with
companies interrelated by ownership particization in se.eral
companies, today’'s medium term start up loan can result inp
tomorrow’s cshifting of short term business from a related company

to Cofisa - if the service is superior.
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IV. RECOMMENDATIONS

A. RECOMMENDATIONS FOR COFILA - ADMINISTRATIVE

Some of the administrative recommendations involve further
implementaticn of changes envisioned within the loan contract as
part of the overall project structure. Other recommendations
involve some changes that the new Cofisa management has already
identified as necessary, in one way or another. ©Still other

recommencdations may b2 fresh to Loth Cofisa and AID.

Some of thesz are mace with full awareness that everythyirng can’t
be dcre at cnce, and that some of the areas cited ara as they ars
simply because of lack of time and human resocurces to act upor
them. These recommendations should therefore ke viewsd as  an

indicative list of areas upcn which management priorities ang

esfort should be focused. The recommendations may b2 grouvped in
three areas: the zredit process, organizationél struzture, and
operatignal—-adninistrative, althaough thegre 1= consideratls
overlap.

On the c¢redit process side, greater future effort should bhe
allocated to institutionalization cof the process gains so far by
development of more standardized credit policies and procadures.
A credit policy manual should be devised by management and

approved by the board to provide guidance and written policies

for lending operations.
The benefit of preparing such a document is in forcing management
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and the board to consider and anticipate the details of how
crédits should be targeted, analyzed, structured, approved,
documented, disbursed, and managed. Guidelines can then be
established for use by the credit and project analysis staff, and
this will permit greater delegation of the credit function (not
necessarily of credit approvals) as basic policies could be
understood in a more precise manner down to the analyst level.
Standard and irformative faormats should be +ollowed . for
presenting infcrmation and for documenting approvals or actions

to bhe *takan.

A sincere and realistic evaluation of institutional and Board of
Cirectors’ attitudes towards delegation of loan approval is in
order. That celegatior so far has teen more theoretical than real
may be indicative of a baéic reluctance by direztors to delegate
decisions for which they can, legally, be held per=scnally

responsible, The resl attitudes on this crucial issue should be

1
fu]

brcught 1nto the ooean ec that appropriate action and structurirg

may follow.

There is wisdom in having heavy input into credit decisions from
a mamageatle number of businessmen who know the economy and the
people in it intimafely. Streamliming of the credit approval
process may be in order, but a reduction in knowledgeable input
is not. The previously mentiocned restructuring may fulfill the
need for é more specific and effective credit process, without
necessarily implying further delegation of loan approval powers.

Should Cofisa opt for further credit delegation, levels for this
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On the gredit organizational side, a more formal structure will

‘probably be necessary, and sooner rather than later. The present

structure has worked satisfactorily for Cofisa in their recent
transitional stage, but it is now reaching the ‘point where clear
definition «af responsibility for individual relationships is
nerded. This :involves performance of annual revisions of credit
facilities, or term losn reviews, and maintenance of contact

with the principals, i.e. managing the relationship from analysis

it

to disbursal to loan recovery. Thiz will be espezially important
as <ome problems develos in credits (this is inmevitable in a
developmert oriented porttolio) ard more credit management tima
is needed to manace the situation and help tne client work out

his problems.

The Cofisa board should éeriously consrder brirnging in  an
euperiencec ;redit perszon Lo heed ths credit department (the
project paper itselft mentioned the perceived need at that tim=
+or three senior credit people witnin the credit staff) and

manage and oversee the evolution of the structural change. This

would free up the general mansger to cover other areas
(converesion to a bank, pursuing other sourcas of funds,
development of management information and profit réportiﬁg
syzstems, possible reorganization of management structure,

pursuing alternetive earnings streams, etc.) while permitting the
credit department to function more deliberately and autonomously,
as well as with the additional portfolio and administrative

controls that will be necessary to permit effective management
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(vs. putting loans on the books) of the portfblio.

The more defined responsibility over credits cquld be implemented
by the designation of account officers, with an account load of
about 20 to 2% accounts each (including accounts in the colaon
portfolio). Such structuring would also permit greater and mcre
advantageous expertise deployment as different people could
specialize in different industries. Cofica, .with its superior
analysis and credit personnel, has a good beginning towards tha
development of a loar officer corpe with the miu of <bijle
recessary for an eftective partnership relationship with ite

clienrts.

On the operaticnal-administrative side, and in terms of manzging
the nortfolio from am oangoing profitability and efficisncy
perspective, greater development of the profit (or cost' cz-uer
units will be necessary. Budgets should be estabiished #or tarcet
loan .and transaction volumes, allocated and dirsct = .Csnzes,
profit center earnin@s, returns on allocated egquity, reslurns on
assets, etc. to measure performance of each unit and each unit
manager. Budgets should then be reviewed quarterly +for
compliance, implementing new forecast figures for adjusta=nts to
year end totals as necessary. In this manner, the toard of
directdrs can focus greater energies on policy and strategic
decisions and leave greater latitude for implementation of these
policies by management, since there can be direct and
quéntitative measures'd{ performance. .
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As ancther step to achieve greater control, Cofisa should show
more initiative than it has up to now in taking charge of foreign
exchange regis£ration and processing of its loans. The fact that
the Central Bank chooses'to register operations in the baorrower s
name should not disuade {Cafisa from taking custody of all

documentation and taking charge of all processing, under tho

client’'s signature.

B. RECCMMENDATIONS FOR AID - STRATEGIC

How much Cotisa recrganizes and changes deperde on strategic
decizions cf where Cofisa wants to go. AID as an interested party
that has been instrumental 1in restoring Cofisa as a going
concern, should have 1input into Cafisa’'s futura arientatizn.
'here Cofisa and AID want to go in turn depends on  strategic

goals ard expectetions ftor the future.

Thaese gosls and expectatiors should be tempered by the followinz

observations:

EEmmEaEs Nanmlio s Samamee Al e cmweer e e e e

Cofisa credit staffers chould become involved as actively as
possible in the day to day activities of its clients with client
visits and quarterly follow ups on financial and operational
performance (in some cases this is already being done to some
degree). This is because structuring loans with monthly payments

is not enough. The fact that many clients are unsophisticated in
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accounting, finance and dealing with the Centra)l Bank can be made
to work to Cofisa‘'s advantage. To the extent that Cofisa can
structure or provide these services for clients, the relationship
with them will grow closer and greater control will be obtained
to assure the client’'s, and Cofisa’s, financial health. As the
only institution with significant presence in the market making
mecium term development loans, Cofisa is already "in bed" with
its clients to a greater degree than any short term lender.
Cofisa sghould become équipped to demand commitment from the

client trat reciprocates Cofisa’'s commitment to the client.

Cofisz will have some partfolio problems on the 2ID loans.
Deszite the care in initial analysis and the deliberate weligning
cf structuring vs. risk in the AID portfolio, same problem loars
are staticstically likely. This is due.to the developmental nature
of the loan Dortfolio,. with a significant number of start up

&nd  turnarounc loars, some of which are breaking new groundg  in

the Costa Rican ecoancmy.

This probability is compensated to a degree by the exceptional
interest spread that Cofisa enjoys on AID funds, but this
advantage should not give a false sense of security. The strate=gy
to deal with this situation should be threefold: (1) get as close
te the clients as possible, (2) as a fail-safe measure install a
strong credit administrative system that places a premium on
problem anticipation, and (3) grow and diversify. By following
this approach, -Cofisa will maximize both its ability to avert

write offs and its ability to absorb them when they occur.
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Ihe Need for Change.

Although progress in reactivating Cofisa has been excellent for
the first year, it should be remembered that mcney is the easiest
product to sell. Cofisa still carries baggage from its past in
the form of lack of significant commercial and operational
banking experience, and systems unequipped for the agility and

speed required by competitive commercial banking.

The danger is no%t that Cofisa cannot compete commnercially. With
its well developed term lending capability, Cofisa would have a
decided edge over the competition if a first class commercial
banking cperation were set up parallel to 1t. But such a set-up
is easier said than done. It involves fundamentaily changing
_outiocks and systemz, and oringing in new people and giving tnem

irput into the system.

A precious intangible brought to Cofisa by AID's funding ard the
ra2w maragement has been momentum for change. The major challenge
ahead is to keep that momentum going and channel it effectively
to achieve banking viability independent of concessioneal rate

funding.

E. SFECIFIC RECOMMENDATIONS FOR AID
With respect to the loan agreement and future compliance, AID

should consider the following:

- The reflow pool Eoncept should be defined with Cofisa. It

J
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does not seem appropriate that funds should be free of AID
restrictions after lending short term if the funds have
never been loaned long term. 1f this is permitted, it is a

significant loophole for Cofisa.

- The 75%/2%5% requirement for tenors of I to § years should
be watched closely since the portfolio has been reflecting

the maximum shorter term lending limit under the contract.

- AID's requirements of receipts and documantation on how
investmert funds were spent occupied a sicnificant portion
ef credit personnel effart. In the +future, as COFISA
beging to hardle a mix of AID furds, reflows from loan
recoveries, and <4unds captured from the deposit market,
such documenting of funds investment by clients coﬁld gQrow
very complicated. Ferhaps as Cofisa matures, these

investment cocumentatiom reguirenente can be relaxed.

C. LESSONS LEARNED

In funding COFISA and indicating a specific, specialized lending
role within the market, AID has provided the institution with a
specific mission - getting the loans on the booke {or develoment
oriented lending - that has generated an initial taste of
success. Cofisa’s nission for this i1nitial year was difficult but
feasible and has basically been fulfilled. But in terms of re-—
establishing Cofisa as a viable, competitive financial force iﬁ

the market, it is still too early to draw conclusions.
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ANNEX 13 COFISA FINANCIML STATUS

;COF 1SA CONSOLIDATED FINAMCIAL STATEMENTS AT 3-31-36 AND PROVECTED T0 9-30-8

3 annualized

-in thousands Cofisa Cofisa Cofisa Almacenes  balancing Consol- Projected
exchange rate = C,58/U58 Int'l-s Int’I-C. C.R.-C. Cofisa-C. ¢+ elin idated 1-30-86
Balance Sheet
DSZTIVRIZ=ETS
cash & banks - 1104 63858 4032 7002 -4359 70553 70000
quick assets 229 133448 133175 20261 =13402 281002 285090
loans, net 6935 402288 208254 73102 -2843¢ 650205 950000
long ters investaents 1350 78300 39557 4000 =31172 90685 90000
property taken 1065 81770 nmn 181 =314 104807 100000
. presises 0 0 5832 3856 {41 60379 50000
- othar 781 4438 5839 1600 -41507 22210 40000
Total Pssets 13509 783522 546329 123002 -14325% 1319101 1395000
notes &k other short ters 263 SSasa 131763 89179 -35343 202088 209900
AID long tera 5057 293306 223300 0 -20452 196344 720000
fur2ign basks & other LT 0 0 S9447 33369 Rrile 17774 §S000
Total Liadilities 4020 349460 §14732 167638 -70805 798179 1015000
capital 2000 116000 96500 5030 -1210:00 9£500 120000
rasarvas 473 3903 20542 431 35252 37795 44000
retained edrnings 485 275328 8035 B483 63805 379871 416090
Total Equity 7459 834352 132087 19938 -12447 313728 580090
Liabilities 4 Equity 13509 783522 4339 123002 -143292 1310101 1595500
lazns / total asses ¢.51 .3 0.38 0,63 0.50 4,80
cash ¢+ guick / 5T liab 3.93 3.83 1.0t .51 [ [, 78
~AID LT /7 total liah 0,84 0.94 0.54 0.%¢ 0. 62 )
RIT LT / total assets 0.37 0.37 n.4] 0.00 ¢.38 3. 45
tiabilities / eguity 0.0 0.89 ABY 5.19 1.5 1.75
equity / total assets ¢.53 0.53 0.24 0.16 0.39 0.34
" Profit and Loss
interest earnad X 34888 25112 4391 o814 16235 170900
commission k other -7 -404 21795 27544 -21592 2334 60090
gross earnings 629 36482 48507 34235 -13778 105840 220090
general & adsin expenses FAL 11468 23478 18100 <5373 49591 160000
financial ezpenses n 533 92€1 1131458 -4327 21603 45000
- incose tax 0 0 4485 2410 0 7093 14000
" net incose 301 17458 11263 40 -1576 21553 70000
earnings / total assets I .23 .23 2,04 1.94 .21 ¢ 4.39
earnings / risk assets 1 2.43 2.8 2.08 2,08 4,454 4.59
" earnings / net worth 1 4,02 4.02 8.33 12.10 10.72 ¢ 12,07
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MRNET 2¢ DEVELOPHENTAL INPACT SPREAD SHEET

COFISA DOLLAR APRVD 10F MATE  O/S 1 OF TENOR/ SALES IPRT ASSET WO. VAL CLIENT INFLD WABES PEQML
PORTFOLIO - 4/8 $ ANT TOTAL APRVD 8 AMT TOTAL GRACE C. M 1 C. MM EWP ADI  CATESORY C. MY . MM SUPAT
LA L L L L T L L L Ty LTy Yy Ty Y Y Y Ty T S T Y Y A Tt rrrrrrrrrrrrreme

Flowers/Plants
Arbol Sraade 235750  3.56 12/B5 235750 4.9 6 -2 17 100 4 t0 B0 START UP 1" | 0
broselia 500000 7.55 8/85 300000 4,23 S - 12 85 100 30 45 80 START UP 58 A 25

Fincas Nabors 250000 3.78  /Bb 250000 S.19 S - 12 3 100 25 S5 B0 START UP 29 § 25
Flores Intercont 300000 4.57 4/85 300000 4,23 S-12 100 100 27 15 B0 ETART WP B) 23 TS

SUBTOTAL 1285750 19.47 1085750 22.54 238 100 Bs 125 190 40 825
Spices/Vegetables

Agro Arosas 100000 1.51 12/85 1C00% 2.08 S5 - 12 10 100 S 22 90 SrALL FARM 9 4 110

Erkelens y Cia, 145000 2,19  1/8b 133000 2,80 1 -0 g 100 B 20 90 SMALL FARM 7 10

Prod CR Aceit/Esp  5600¢ 0,85 11/35 54000 1.16 5 - 36 IO 20 125 90 SMALLFAAM 3 1 425

SUBTOTAL 301000 4,55 271060  &4.04 2 I3 187 19 8 835
Coffee/Cacan

Benef El bereral 25000C 3,78 1/8b 0 000 ST 300 160 260 0 9¢ TRRITEXP 270 75 300

Beref Monteaiegre 250000 3,78 1/g% ¢ 6.06 ST 300 100 22¢ S0 90 TRADIVEIP 270 5230

£l Cceencaor 130030 2,27 1785 134000 2.7t 5 - 12 b0 106 33100 S0 REACTIVAT o4 S 300

El Dorade 250506 3,73 11/83 730000 S.19 §-12 200 I 126 ST ¢ ESTRE IND 45 30 783

SURTOTAL 200000 13.40 184000 7.97 40 3% 27 530 218 1335
Fishing/Extractive

Industrias Martec 23000 0.33  3/8B¢ IS5¢¢ 0.3 57T I e e 37 90 STRRY LP U 17 183

Deriv Calcaren 110300 1,46 PEWDING 0 0,00 §-4 17 50 200 32 90 SVART LP 8 i &0
. 5SU3TOTAL 135000 2,04 15060 0,3t 50 R 5 3 2i 245
Industry/Construc

Dise/Constr Navil 150000 2,27 1,88 0 0.06 ST 33 100 12 5 70 RelEwt IND : 1 18
b Javersicaes lela 0000 7,53 T/BE TECOL0 5.9 S - (2 16 W6 I M4 30 CENSTRUC 1 v

Poriica S0R0C) 1EE TET SUie9d 10,38 0§ - 12 EY 100 119 1A% 6D TLEALFIUMD 7 2 835

SUBTGTAL {5000 17,37 750000 5.3 112 537 23 116 19

Industry/Processing
Ballito Indust 300000 7.58  1/ES 500000 10,38 2-12 23 30 302 IS 9¢  ESTAL IAP 62 38 1128
1 LAICA (Tahagal 300000 7.35  o/8S 500000 1C,38 7 - 24 313 100 220 403 90 SUSHR COGF 22 78 3000
Lordan {50000 2,27 1/BL 150000 311 ST 1 80 83 96 30 ESTAB IND 26 28 480
Ser Gen Deste 300000 453 11/85 300000 &.23 S -12 200 160 85 124 40 RECENT IND 3 30 820

Yanber 300000 7.S5  7/85 350000 7.27 S 1 357 S0 G4 19¢ 10 ESTAR IND 54 g9 950
SUBTQTAL 1920000 29.4¢ 1806000 37,37 1211 1234 1235 568 303 817
Testiles/Arparel
Confec ¥y H 30000 Q.45 3/B8 ¢ 00 3I-4 12100 11 11) 9  DRAN BACK 11 {0 S50
Fuertejidos 0000  6.4%  2/Bb 340000 7.06 5 - 24 3 10 107 7 S0 REACTIvVAT 3 20 35
0S Textiles 265000 4,00 2/B5 100000 2.08 3 - 4 130 B0 140 140 SC  START UP 32 2 10
Textiles Flex 110000 1,86 2/8% 0 0.00 5-12 10 M 16 72 30 TURNAROLND M 4 380
SUBTOTAL 845000 12,77 840000 9.13 202 294 3 68 BS 1445
Touriss
Bandana Republic 12000 0.18 11/S§ 11000 0.23 3 -0 180 0 2 90 START uf 0 | 10
CR Expeditions 40000 0.60 1/86 40COC 0.33 I -0 20 9 S W 90  SERVICES 17 10 12
SUBTOTAL 52000 0.79 51000  1.06 i 5 % 18 1 10
TOTAL PORTFOLIO 6618750 100,00 - 4816759 100.00 2135 2004 2436 1385 742 12180
PRORATED PORTFOLID 10000000 #n 4235 3680 2373 1121 18402
¢ approxisately 200 esployees for 1 year divided by 5 year tenor ;72r

#¢ figures for project financed only



ANNEX 3
LIST OF INTERVIEWS

Cofisa Clients

Howard Salomon Costa Rica Expeditions
Fabio Valverde Portico

Dave Hall Flores Intercontinentales
Jerge Zufiga El Gallito Industrial .
Sidney Fehrens Sociedad General del QOeste
Rcdolfo Corte:z El Dorado

Larry Huntington Diseffo y Construcciones Navales
Fater Fox Bromelia

Jim Sténley Fuertejidos

Carmen Fadilla Corrugados de Belen

Czco Ruiz Granja Avicola Monica

Cofisa Eoar+ and Management

Mario yrbina . Board Member

Harry Friedlander Board Member

William Fhelps General Manaéer

Guillermo Serraro Manager

Jorge Brenes Assistant Manager

Manuel Ossenbach Head of Project Analysis Unit
German Castro Head of Foreign Trade Unit

Alvaro Coto General Manager of Almacenes Cofisa
Hernan Morales Head cf Bolsa Unit
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