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in favor of the Central Bank.
 

obligations as Cofisa, and that only Ccfisa has dollar 


It is true that no other Costa Rican private financial 

institution was hurt as badly by colon payment of dollar 

term loans 

(which get different treatment in dollar processing by the 

Central Bank) as the principal portion of its portfolio. Still, 

Costa Rican bankinc'
is hard to imagine Cofisa's private
it 


a situation of dollar processing for 1Ge
competition tolerating 


to the client, without'taLing action. repayment totally left up 
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6. Cofisa Firar.ciai Sta tus
 

zfter ifinal
Fi nanci ally, Co isa ha- made a phoenix-li i:s recv.er" 

resolution last year of neg:_tiations wit. foreign crmrci 

banks cver previ ous daollar debt, and after enteri ng into th 
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result of , the arranoement reached with the fo-e:gr. ban ks whi =h 

accum interest debtulaed on the principalessentially forgave 

amounts of loans. 

in present consolidated leverageThis development has resulted oi 

bout 1.55, a figure which is more appropriate for an industrizi 

other financial institution. The
 
enterprise than for a bank or 

typical leverage (total liabilities / equity) for a privato 

to 10. One of 
sector commercial bank in Costa Rica is close 
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app-oval s of US$ 6.6 million only since an approved* but 

undisbursed credit +or US$ 500,000 was cancelled by Cofiso after 

grave doubts about the principal's character arose). Since then,
 

total approvals have nearIy reached the U51 10 million tztal. 

Assuming that the new approvals share the characteristics of the 

28 relationships existing at 4/86 and revie.-ed for this rcocrt, 

prorating of the numbers will probably aproximate thw toDtal 

impact of the dollar segment o the Cofisa prcjct. 

The numbe-s cie at ec re di re- numie-- thz!: o n.t r- t 

cor sderatior, a.) adCi , j: _ rei . to E 

e-a -ecw in the eccr.m ,., - : that in t, rms c-f overal.l c.t 

the1, -Figu, e=S rzy be . c.si .. Pcs.. 

C) 1.5 tr.c 2.C), = in the pr ject Pap er, the ..e.
 

;Igure wc'Id incre. to T-he rarce cf 2£,'"C to 77,,:W. 

-shor,. d Zte: t t e. L:.7 Z Ir t h e 

S tne.,E'= nt.-:a are zr'e= = .......
 

saes of projects that are eti:i in the cuilaing s-a; ..,:* 
a:h:-, 

te comoleted project is expected to produce when oe'at~ nal. 

The numbers are el-o imcreci-e s:ince many of th7e assLmpti cns made 

to ar at the numterS are tnm=e,.-s cnl estimates cf certain 

cost, producti on, and financial relat-ionships. Therefore, tr. 

figures should not be given too much weight, although the nmbers 

are useful in providing a base figLu-e, or general estimeto of the 

overall impact of the dollar portfolio. 
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also be noted that some well established firms could
It should 


have obtained financing elsewhere so that for a significant part
 

the portfolio the wages generated figure cannot be attributed
of 


the
solely to the Cofisa project. However, in all cases, 


the Cofisa loans contributed significantly to the
availability of 


overall viability of the respective projects financed, especially
 

financing alternatives with typically
considering commercial 


heavier collateral requirements.
 

Looking at the numbers, the statistics for the prorated dc!lar 

sale5 of 0 4.1 billianr (]
portfolio indicate aggregate annual 


gerertec71 million assuming an exchange rate of 58/US) 

inflowsi of C 4 
04.2 	billion in assets, achieving estimated 


-
billion (US$ 41 million. These inflows 	 are net num:ers, 

sales. The numbers E"he value added percentage estimate to 


cases the o-rroer hs
stated in colones because in many 

and nv c--:uet%combined colon/dollar cash generation, 


sourced from colon pro.ections.
figures were 


The figures appearing for number of employees of some firms, 

been arbitrarilyparticularly industrial processcrs, have 

adjusted by the percentage e,.port -factor to avoid distortio. or 

numbers, under the assumption that Cofisa financing was dire_-:ted 

-or
at the respective company's export operations and not 


domestic production. For example, Gallito Industrial's totaI
 

employees are approximately 750, yet only 225 are reflected on
 

the spread sheet to account for the 30% export sales.
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Wages generated of C 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 25% of sales. These industry numbers have 

been derived from some of the principals themselves. 

The figure for number of people supported is derived from the
 

assumption that each worker supports him/herself plus four
 

others, as assumed in the original project paper. This implicitly
 

assumes that even single work:ers contribute to the Support o+
 

siblings and other family members.
 

In further refining the concept of development impaIct, we c,=n 

appreciate that most of the dollar portfolio is str-ctured on a 

term Lasis, with five -years the most common tenor 'i7 o4 28 

borrowers). By all o ,,ig for a onger ,s-e c- fuWds, th- O,-.er

has greater +le::ibiiity and each partiul.ar o-oje-t :ar te z--.e 

structured to match cash OUltfIOWS with maturity c4 ope-.:-:onr. 

The grace periods also permit adequate building or consolidation 

of operations before commencing repayment of prinzipal. 

Another major determinant of the developmental nature .of the 

portfolio, . but one -not reflected on the spread sheet, is the 

ratio between the value of tangible collateral and loan amounts. 

This relationship, probably more than any otner, separates 

develoDmental from commercial lending, and insufficiency of 

collateral by commercial standards is- probabl y the greatest 
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single impediment to financing for any start up project 
in Costa
 

In reviewing the dollar portfolio case by case, 
the author
 

Rica. 


is average in many

a ratio of about 70% to 80%
concludes that 


a few individual credits significantly below this
 
cases, with 


more commercial in
 a -few credits (the ones
level, and with 


personal guarantees.
corporate and/or
nature) based solely on 


to loan value means that Cofisa credit
This profile of collateral 

fairly liberal in this key consideration, and
approvals have been 

tc developmental financing.therefore more genuinely geared 

+ 3% p.a. charged on the dollar portfolio
Interest rates of Libor 

the loan agreement are commercial (vs.
in accordance with 

cwners, or subsidizing 

developmental) in nature. Under the terms of the loan acreement, 

then, the benefit of the development rate is nc.t passed on to the 

end user. This is wise tc prevent winofall p-oiits ts project 

of otherwise uneconomical projects. This 

permit Ccfisa to improve its cp.pital {orm.tion
also serves to 

rate, by virt.e of the enormous spreac (presen-ly at- t 9' p.a.; 

of 4unds) pii.us ccmmissions on
LIBOR of 7% + % spre:Ad - 2% -ost 

its dollar portfolio, thereby contributing about US$ 8O,00/year 

revenue, and consequently, to the goalto Cofisa's net interest 

of re-establishing Cofisa's financial strength. 

3% p.a. are similar to those thatThese present rates of LIBOR + 

to offer to normal Costa Rican
foreign commercial banks used 

the Latin American Debt
risks before the onslaught ofcredit 

Crisis. However, this commercial financing is no longer offered
 

either withdrawn from the
by foreign commercial banks (they have 
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market or are constrained from lending to Costa Rica in dollars 

because of thd "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 generators of foreign 

currency, as compared to local currency interest rates (up to 

approximately 36%). 

C. COFISA OPERATIONAL SITUATION AND THE BANKING ALTERNATIVE 

The Cofisa project loan p_ par made Cofisa's application aocra 

banking license a condition for AID's loan approval. The h 

consideration behind this requirement was twjofold: under E- % 

Rican banking law, certain commercial ooerations, princ l .p! 

collection cf dollar proceeds for expcrts, which generates 

comissions and is a key service for expurting clients, is limited 

to banks; and, certain funding sources, b=-th medium ar- :-s 

term, are cnanelled only through banks. 

The negative aspect of becoming a bank is that regulation by the 

Central Bank is much more of an administrative burden than that 

imposed by the relatively simpler financiera reporting 

requirements. Nevertheless, the dominance of 
the private banks 

over the financieras in the crucial foreign trade sector is ample 

evidence that in the Costa Rican private banking market much more 

can be done, both in variety of services and in generating 

income, through a bank legal vehicle. 
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Cofisa management has manifested that approval of the banking
 

Costa Rica is expected soon,
licence by the Central Bank of 


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 following observations are appropriate.
 

ggM_ ementarity. The importance and complementarity o-F the short 

term commercial banking function is apparently not appreciated by 

many people within Cofisa, both employees and directors, nor ty 

AID. There is a prevailing mentality that Cofisa's role as : 

oevelopme:nt oriented financial institution will be It,:-i 

A strong short term commer:iil emiphasis. This vin , oL .r 

opinion, could prov'e costly in -:erms of iLC.st opportunities .
 

prestige in the market, if it results in Cc-fisa's not dning k I 

it can and shouid to compets and carve out a strong positicn Ln
 

short te-m for traae financing. Among the prini r.,1. 

in favor of this pcint o- viee; are:
 

Portfolic Balance. Financial institutions must r1 -t only balan.-Es

tenors of assets and liabilities (long term loans from long te-.m
 

sources, siiort term loans from short term SoUrcas). A healthy
 

a solid besis of snort term, revolving.
portfolio also requires 

working capital loan business as an offset to term loans, not
 

only for purposes of risk diversification and minimization, LLt 

for liquidity as well.
 

The economic calculation for the two types of loans is basically
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different. An individual or a company will very carefully analyze 

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 

Lhannel inputs into its productive process. The market 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, from 

what institution, and on what terms. 

As long as Cofisa remains basically a term lending crganization,
 

its growth will be driven not by the d,'nmi sm of the prod.ucti ye 

sector, but by its ability to cotain longer term funding. And the 

insti tut ion:s credit and foreign exchenge risk will i.c k an 

ofsetting advantage that Cofisa could obtain through cTmerci-.l 

o_ erati.cns. 

Clients will be much more inclined to pay their term lo. ns 

they are tied to t.-e same institution for their working capital 

requi rements. And the Central Bank may, at any time, have 

different dollar allocation priorities for payment of dollar 

inputs to current production than for payment of loans disbursedl 

years before. In a given situation, which has already ocurred in 

Costa Rica, well run companies that try to manage risk may be 

uninterested in term loans (especially in dollars) but 

simultaneously short of working 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 financial force, both short and long term.
 

Source of Income. It is commonly perceived that the growth of the 

Costa Rican trade financing oriented private banks in Costa Rica 

has been the result of their filling the vacuum left when the 

multinational commercial banks withdrew. This is one of the two 

principal factors. 

The other, much less Lnderst3od, is that, a- tne Costa Ric.rc, 

colcn collapsed from 3.6 to 65 to the dollar, then occ.n .and now 

back up to 56, comission business zn ioreign trade ocEra ions 

(letters of credit and cllections) became prcoortionally more 

attractive in local currency terms. This is beca,_tse the corni-c-n 

rates for these operationsr varying f,-cm 1/4% to 1% f:r *the 

various types, or repetitive bLs'ine=s thet turrs over in re to 

three months, are fi;-ec by the Central Bank and besec or the 

dollar value of the imp3rt or export. From 8.6 to 56 colones to 

the dollar, we are talking about comission increases, in local
 

currency terms, of over 500'.. As a result of this, the emphasis 

of the agressive private banks has been precisely on this type of 

operation. With the Costa Rican nationalized banks noncompetitive
 

from a service standpoint, these private banks today derive 30%
 

to over 40% of their revenues from these operations.
 

Service to Clients. A centerpiece of Cofisa's development lending
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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 start up 

clients Cofisa has, much of 
the customer base is unsophisticated
 

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 Collateral. 
 Another aspect of import and e';port
 

financing operationE_ that makes them sc attractive to commerc:i 

banks is that they generate their own collataral. FrequE?,t!7 

they generate double collateral - documents tha. give ti-:]e tc 

the merchandise being -inanced, and cash in the form of c1 i-,-

deposits or assigr,:ent of oayment, tc which the financing b.Jri 

has title as the Central Bank's agent within the prceTz * 

cont-ole ed.-haige between cclones and dollars. 

A major ccmponent oF Cofisa's development lending orientation noc 

been flexibility in collateral requirements, and the capability 

to offer loan tenors beyond local commercial banking standards. 

If Cofisa is not competitive in foreign trade operations, th e 

institution will be in the unenviable position of accepting risks 

of lower collateralization and longer lending terms on the 

development portfolio which the commercial banks have avoided, 

while its clients go to the competition with their lucrative, 

short term, highly collateralized, lower risk foreign trade 

busi ness. 
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Ne_2 gomplementar foreign trade
er-vices. Apart from the rise of 


financing as a primary private banking business in Costa Rica, a
 

parallel development has been the flowering of the Costa Rican
 

Securities Exchange (Bolsa Nacional de Valores) as a major factor
 

on the local financial scene. For purposes of this analysis, twj
 

aspects are outstanding with respect to the Bolsa. First, it iE
 

an extremely effective method for listed firms to raise short.
 

term funds by issuanze of CD's. And second, it has made
 

aggressive management of short term funds possible for large to
 

medium sized companies.
 

A recent variation of this trend has been the association of mc-t 

cf the m:,] nr private banks with a seat on the securitie,t 

exchange, e:-.er by owning one outright or tnrough affiliation or 

cor-tracte,: .:"-in a-rangements. Cofisa is a foundinq member of 

the Bo: s. SLcn, it already nas the legal vehicle to bec .7t. 

ompetitiv. -n this area, which will become more crucial as itc 

client base grows in size and sophistication.
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III. CONCLUSIONS
 

A. PROGRESS TOWARDS GENERAL OBJECTIVES
 

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 enhance the capacity of the Costa Rican private
 

sector to generate foreigr exchange
 

3) 	 to re-establish Cofisa as a developmental. oriented 

financial institution in Costa Rica 

So far-, it appears that these objectives are being met as, in 

general, CoFisa loans have been made for the product!ve purposes 

intended, resulting in a noticeable impact within the ccuntry's 

private productive sector. This impact has been achieved both 

through the colon and dollar lending components. Howsver, in the 

case of the colon portfolio. verification cf the 1oAn DLkrzose 

from the credit +iles i.;as generelly not possible s,:e these 

contain skimpy credit inormation and little documented analysis. 

The foreign exchanae generation capacity of the private sector 

has been enhanced as a resi..lt of the Co'isa program since lendino 

(the dollar portion) has been directed mainly at export 

neration projects. These projects, as required by the loan
 

agreement, are directed at non-traditional exports. As
 

implemented through Cofisa lending policies the projects generate
 

a high value added production content to achieve considerable net
 

foreign exchange generation, especially in comparison to the
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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 prior 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
 

con-tribute to strong capital formation.
 

B. COMPLIANCE WITH THE LOAN AGREEMENT 

The main purpose of th:s report has been to evaluate Cofisa's 

compliance with the terms and objectives of AID's loar project. 

Certainly. from the point of view of outting loans on tne bocks, 

and for the type oi credit and risk acceotance specified by AID, 

the efforts of Cofise and the new administration must be ju.]ed 

as more than satisfaetory. And in terms =. 'voljtion into a 

development oriented iir.ancial ins-ciution, significant strides 

have been made in a very short time. 

In reviewing the dollar credit portfolio, in general we cn.1cllUde 

ti;at the target market adherence is quite good, and that 

deviations from non-traditional lending are within established 

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 ongoing 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 aspects of the business. 

The asset quality and earnings stream generated from the
 

portfclic, together with growth through operational and Lunding
 

diversification will be essential to propel Cofisa +rom a narrow 

development oriented base to a mo'-e broadened and balanced 

commercial base. Such a b-oadened commercial base will serve to 

insulate Cofisa from. the inherent wea;..ness of dependence on 

narrow "spread" earnings of a higher risk portfolio. 

7? aczompiis tr. s, we submit that Coiisa is -3t a juncture in 

wi c:h scme funidamental ._= tmpt ons shoul d be re'.'ised. The 

reorganization process, which up to now has been concentratec in 

those aspects directly related to placing the development loans,
 

Must be broadened to encompass the entire institution. This will
 

be much more difficult.
 

C. CONTRIBUTION TO MISSION DEVELOPMENT STRATEGY
 

The Mission's overall development strategy in Costa Rica is
 

geared to promotion of the private sector, creation of
 

employment, and promotion of non-traditional exports. Pursuant to
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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 loan 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 OPERATIONAL OUTLOOK AND BANKING PERSPECTIVES 

Cofisa's commercial banking potential is considerable. The 

operational structures of the most successful commercial banks in 

Costa Rica can be duplicated by Cofisa through organizatio.I, 

accounting changes, training and people - all factors within 

reach. And what Cofisa has in its well devel-ped medium longto 

term development lending capability, most private commercial 

banks either cannot or will not develop. 

It is reasonable to assume that, among banking instituticnz in 

which the short term operational and lending services arT 

comparable, clients will prefer to work with the institution from 

which they 
can also hope to get longer term loans unavailable 

elsewhere. And, in a small econony like Costa Rica, with 

companies interrelated by ownership participation in se,-oral 

companies, today's medium term start up loan can result in
 

tomorrow's shifting 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
 

as
implementation of changes envisioned within the loan contract 

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 

recommendations may bz fresh to both Cofisa and AID. 

Some of these are made -ith 4 ull awareness that everythying can't 

be done at cnce, and that some of the areas cited are as they are 

simply because of lack of time and human resources to act upo' 

them, These recommendations shou.ld therefore be viewed as am 

indicative list of areas upon which management priorities ant 

efort should be focused. The recommendations may be grouped in 

three areas: the =redit process, organizational strLU=tLtre, a-d 

operational-admini. strat iv\e, al though thsre i5 cnsderatA 

overlap.
 

On the credit Cges side, greater future effort should be 

allocated to institutionalization of the process gains Far byso 

development of more standardized credit policies and proaedures. 

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 

credits should be targeted, afialyzeds 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 

presenting infcrmation and for documenting approvals or 


necessarily of credit approvals) as basic policies could be 

understood in a more precise manner down to the analyst level. 

Standard and informative formats should be followed for 

actions 

to be taken. 

A sin _ere and realistic evaluation of inStitutional and Board of 

Directors' attitudes towards delegation of loan approval is in 

order. That delegation so far has teen more theoretical than real 

may be indicative cf a basic reluctance by direr:tors to delegate 

perscnallydecisions for which they can, legally, be held 

responsible. The real attitudes on this crucial issue should be 

brcught into the ooen sc that appropriate action and structurirg 

may follow. 

There is wisdom in having heavy input into credit decisions from 

a manageable number oF businessmen who know the economy and the 

people in it intimately. Streamlining of the credit approval 

but a reduction in knowledgeable input
process may be in order, 

is not. The previously mentioned restructuring may fulfill the 

need for a more specific and effective credit process, without 

approval powers.necessarily implying further delegation of loan 

Should Cofisa opt for further credit delegation, levels for this 
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On the ;redit grgani-ational 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 of responsibility for individual relationships is 

needed. This :nvolves performance of annual revisions of credit 

facilities, or term loan reviews, and maintenance of contact 

• ith the principals, i.e. managing the relationship -rom analysis 

to disbursal to loan recovery. This ill be especially important 

as some problems develop in credits (this is inevitable in a 

developmert oriented portfolio) and more credit management time 

is needed to manaoe the situation and help tne client work out 

his problems.
 

The Cofisa board should seriously consider bringing in an 

e:perienced credit person to head the credit department (the 

project paper itself mentioned the perceived need at that time 

for three senior credit people witnin the credit staff) and 

manage and oversee the evolution of the structural change. This 

would free up the general manager to cover other areas 

(conversion to a bank, pursui ng other sources of --,nds, 

development of management information and *profit reporting 

systems, possible reorganization of management structure, 

pursuing alternative 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 portfolio.
 

The more defined responsibility over credits could be implemernted
 

by the designation of account officers, with an account load of
 

about 20 to 25 accounts each (including accounts in the colon
 

portfolio). Such structuring would also permit greater and 
mcre 

advantageous expertise deployment as different people cckuld 

specialize in different industries. Cofisa, with its superio

analysis and credit personnel, has a good beginning towardc thl 

development of a loan officer corps with the mi',' of s-:iils 

necessary for an effective partnership relationship with its 

clients. 

On the oerational-administrative side, and in terms of managing
 

the Portfolio from an ongoing profitability and ei'iciercy 

perspective, greater development of the profit (or cos;, c er" 

units will be necessary. Budgets shoLuld be estabii he6 +- t e 

loan and transaction volumes, allocated and 'irict _e;nse , 

profit center earnings, returns on allocated equity, re urns on 

assets, etc. to measure performance of each unit and each unit 

manager. Budgets should then be reviewed quarterly +or 

compliance, implementing new forecast figures for adjustments to 

year end totals as necessary. In this manner, the board of 

directors 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
 

quantitative measures of performance.
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As another step to achieve greater control, Cofisa should show
 

more initiative than it has up to now in taking charge of foreign
 

exchange registration and processing of its loans. The fact that
 

the Central Bank chooses to register operations in the borrower's
 

name should not disuade Coaisa from taking custody of all
 

documentation and taking charge of all processing, under th..
 

client's signature.
 

B. RECCrMMENDATIONS FOR AID - STRATEGIC 

How much Coiisa reorganizes and changes depends on strategic 

decisions of where Cofisa wants to go. AID as an interested party 

that has been instrumental in restoring Cofisa as a acing 

concern, should have input into Cofisa's future orientaticn. 

Where Co~isa and AID want to go in turn deperds on strateoic 

goals and ex,,pectations for the future. 

These goals and expectatiors should be tempered by the follovwin

observations:
 

Cofisa should stay -lose to the client.
 

Cofisa credit staffers should become involved as actively -s
 

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
 

dearee). 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 Central 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 

medium term development loans, Cofisa is already "in bed" with 

its clients to a greater degree than any short term lender. 

Cofisa should become equipped to demand commitment from th-E, 

client that reciprocates Cofisa's commitment to the client. 

Cofisa w 1l!have soine portfoli o roblems on the AID loans. 

Despite the care in initial analysis and the deliberate wegning 

cf structuring vs. risk in the AID portfolio, some problem Ioa-,s 

are statistically likely. This is due to the developmental nature 

of the loan portfolio, with a significant number of start up 

and turnaround loans, szme of which are breaking new ao uno in 

the Costa Rican economy. 

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. Tha 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 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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Although progress in reactivating Cofisa has been excellent for
 

the first year, it should be remembered that money 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 dancer is not that Cofisa cannot compete commercially. With
 

its well developed term lending capability, Cofisa would have a
 

decided edge over the competition if a first class commercial
 

banking operation were set up parallel to it. But such a set-up
 

is easier said than done. It involves fundamentally changing
 

outlooks and systems, and bringing in new people and giving tnem
 

input into the system.
 

A precious intangible brought to Cofisa by AID's 4unding and the 

new manacement 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 concessional rate
 

funding.
 

B. 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. It 
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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. If this is permitted, it is a
 

significant loophole for Cofisa.
 

- The 75%/25% requirement for tenors of 3 to 5 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 documentation on how
 

investnert funds were spent occupied a significant portion
 

of credit personnel effort. In the future, as COFISA
 

begins to handle a mi.- of AID funds, reflows from loan
 

recoveries, and 4unds captured from the deposit market,
 

such documenting of funds investment by clients could grow
 

very complicated. Perhaps as Cofisa matures, these
 

investment documentation requIrenents can be relaxed.
 

C. LESSONS LEARNED
 

In funding COFISA and inoicating a specific, specialized lending
 

role within the market, AID has provided the institution with a
 

specific mission - getting the loans on the books {or develoment 

oriented lending - that has generated an initial taste of 

success. Cofisa's mission for this initial year was difficult but 

feasible and has basically been fulfilled. But in terms of re

establishing Cofisa as a viable, competitive financial force in
 

the market, it is still too early to draw conclusions.
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MNI 1: COISA FINICIAL STATUS 

COFIA CONSOLIDATED FIMCIAL STATERENTS AT 3-31-b AND PROJECTED TO 9-30-M 

in thousands 
exchange rate wC.58IUS1 

Cof isa 
Int'l-S 

Cofisa 
Int'l-C. 

Cofisa 
C.R.-C. 

Aluacenes 
Cof isa-C. 

balancing 
+ tlio 

Consal-
idated 

Projected 
9-30-h 

Balance Sheet 
cash I banks 
quick assets 
loans1 net 
long term investments 
property taken 
premises 
other 

Total Assets 

1101 
2296 
6936 
1350 
1065 
0 

761 

13509 

63858 
133168 
402286 
76300 
61770 

0 
44138 

783522 

4052 
133175 
208254 

39557 
47170 
565 2 
58339 

546379 

7002 
28261 
78102 

4000 
181 

3856 
1600 

12302 

-4359 
-13602 
-29439 
-31172 
-4314 
-41 

-61507 

-143252 

7055 
281002 
660205 
90685 

104807 
60579 
422 0 

1310101 

70000 
285000 
950000 
90000 

100000 
60000 
40000 

1595000 

notes I other short term 
AID long trm 
foreign banks I other LT 
Total Liaoilities 

963 
5057 
0 

6020 

5524 
293306 

0 
349!bo 

131765 
223500 
59467 
414732 

69779 
0 

3309 
1(,3336 

-55343 
-70462 
50C 

-70805 

202055 
496344 
97775 

796175 

200000 
720100 
950C0 

101500 

capital 
reseryas 
retained earnings 
Total Equity 

2000 
673 
466 
7489 

116000 
39034 
275326 
434362 

96500 
27542 
6055 

13207 

500 
6431 
B483 
19M4 

-121000 
-35252 
63805 
-72447 

96500 
37755 

379671 
513926 

12000 
44000 
416000 
520000 

Liabilities + Equity 13509 783522 546329 123002 -143252 1310101 1595%0 

loan: I total asets 
cash f quick / ET liab 
AID LT / total liab 
AID LT / total assets 
liabilities /euwty 
equity / total assets 

0.51 
3.53 
0.84 
0.37 
O.EO 
0.55 

0.51 
3.53 
0.94 
0.37 
0.80 
0.55 

0,38 
1.0; 
0.54 
0.41 
3.!4 
0.24 

0.67 
0.!1 
0.C 
0.00 
5.!4 
0.16 

0.53 
'1.4 

o.62 
0.38 
1.55 
0.39 

.60 
1.7E 
C.71 
0.45 
1.75 
0.36 

Profit and Loss 

interest earned
commission &other 

gross earnings 

636
-7 

629 

36880
-406 

36482 

25112
23795 

48907 

439t
29964 

34235 

9614
-23592 

-13778 

7625
29641 

105946 

170000
60000 

230000 

. general I admin expenses 
financial expenses 

-income tax 

236 
92 
0 

13688 
5336 
0 

23678 
9221 
4685 

18100 
11315 
2410 

-5375 
-4327 

0 

49591 
2!605 
7095 

100w00 
46000 
14000 

net income 301 17458 11263 2410 -3576 27555 70000 

earnings I total assets Z 
earnings / risk assets 1 
earnings Inet vorth 1 

2.23 
2.43 
4.02 

2.23 
2.43 
4.02 

2.06 
2.08 
8.53 

1.96 
2.08 
12.10 

4.21 # 
4.45 # 
10.72 # 

4.39 
4.59 
12.07 

** annualized 
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Ah I 21 DVELOPRENTAL INPACT SPEUA SHEET 

COFISA DOLLAR 
PORTFOLIO - 4116 

APRVD 
$ AnT 

I OF 
TOTAL 

DATE 
APRYD 

015 
I AnT 

2 OF 
TOTAL 

TENOR/ 
GRACE 

SALES 
C.I 

IPRT 
I 

ASSET 
C.M 

NO. 
EIP 

VAL 
U£ 

CLIENT 
CATE60RY 

INFLO WAGES PEOPL 
C. M C. MHSPAIT 

Floers/Plants 
Arbol Brasde 
Iroselia 
Fincas Nabor: 
Flares Intercont 
SUBTOTAL 

235750 
500000 
250000 
300000 
1255750 

3.56 
7.55 
3.71 
4.53 

19.43 

12/95 
8/95 
2186 
6/85 

235750 
300000 
250000 
300000 
1055750 

4.39 
6.23 
5.19 
6.23 

22.54 

6- 24 
5- 12 
5 12 
5- 12 

17 
95 
36 
100 
239 

100 
100 
100 
100 
100 

4 
30 
25 
27 
66 

10 
45 
55 
15 

125 

90 
80 
90 
80 

START UP 
START UP 
START UP 
START UP 

14 
S8 
29 
80 
190 

4 
21 
9 

25 
60 

50 
225 
275 
75 
625 

Spices/Yegetables 
Agro Aromas 
Erkelens y Cia. 
Prod CA Aceit/Esp 
SUBTOTAL 

100000 
145000 
56000 
301000 

1.51 
2.19 
0.95 
4.55 

12/95 
1/96 

11135 

H0000 
13!000 
56000 
291000 

2.08 
2.80 
1.16 
6.04 

5 - 12 
3- 0 
5 - 36 

10 
a 
3 

21 

100 
100 
100 

5 
8 

20 
33 

22 
20 
125 
167 

90 
90 
90 

SPALL FARM 
SMALL FARM 
SMALL FARM 

9 
7 
3 
19 

4 
0 

1 
8 

110 
100 
625 
835 

Coffee/Cacao
Benef El Gerera! 
Benef Mont-aiegre 
El Colendaior 
El Dorado 
SU'TOTAL 

250000 
250000 
I50000 
2500CC 
900000 

3.78 
3.79 
2.27 
3,72 
13.60 

1/86 
!/1h 
1/85 

11/25 

0 
0 

134000 
250030 
384000 

0.00 
0.00 
2.7E 
5.19 
7.97 

S T 
S T 
5 - 12 
5 - 12 

300 
300 

60 
200 
660 

10 
100 
100 
2! 

200 
220 
3, 

12t 
579 

L0 
50 

100 
!7 

267 

9C TPQIT EXP 
90 TRADIT EIP 
90 REACT!vAT 
; ESTPi INO 

270 
270 
54 
45 

639 

75 
7! 
1S 
50 

215 

300 
250 
500 
225 

1335 

Fishing/Extractive 
Industrias 4artec 
Deriv Calcareo 
SUBTOTAL 

25000 
!10000 
135000 

0.33 3/86 
1.66 PEIiHII6 
2.04 

IF.00 
0 

15000 

0.31 
0.30 
0.31 

S T 
5 -6 

.3 
17 
50 

6.1 
50 

16 
20 
36 

.7790 
12 90 
49 

STPR1 UP 
STiRT LP 

2' 
a 

31 

17 
! 

21 

1,5 
60 

245 

!ndustry!Construc 
Di5e/Constr Nawl 

t, Inversicnes leti 
Per't.c 
SUBTOTAL 

150000 
500.00 
50,.'00 

115000 

2.27 
7.55 
?.5F. 

17.37 

1i86 
'3/86 
7i615 

0 
250r0 
50060 
750000 

0.00 
5.i9 

10.38 
!5.37 

ST 
5 - ,2 
5  12 

35 
16 

1 ! 
132 

100 12 
10 3i,^ 
00C~13.5 

537 

13 70 
40 491 
!5 95 
232 

RECENT TwD 
CN,1~ 

25 
14 
77 

116 

1 

24 
40 

165 
20 
825 

1190 

IndstrylProcessi ni 
Ballito Indust 500000 

I LAICA (Tabo-a) 500000 
Lordan 150000 
Set Sen Oeste 300000 
Yanber 500000 
SUBTOTAL 1950000 

7.5. 
7.55 
2.27 
4.!3 
7.55 
29.46 

1/15 
6/85 
181 

11/85 
7115 

50000C 
500000 
150000 
300000 
35000 
1800000 

10.38 
1C,36 
3.11 
6.23 
7.27 
37.37 

2 - 12 
7 -24 
S T 
5 - 12 
S T 

231 30 
313 100 
i10 so 
200 IO 
357 50 

1211 

302 225 
220 6C: 
33 56 
85 124 

544 19C 
1234 1235 

9C 
90 
30 
40 
30 

ESTAE IN: 
SUSAR COO: 
ESTAB IND 
RECENT IND 
ESTAS IND 

62 
2E2 

26 
30 
54 

50; 

5e 
78 
26 
50 
99 
303 

1125 
3000 

480 
620 
950 
6175 

Textiles//PpareI 
Confec HyH 
Fuertejidos 
OS Textiles 
Textiles Flex 
SUBTOTAL 

30000 
440000 
2650D0 
110000 
845000 

0.45 
6.65 
4.00 
1.66 

12.77 

3/B6 
2/86 
2/86 
2/86 

0 
340000 
100000 

0 
440000 

0.33 
7.06 
2.08 
0.00 
9.13 

- 4 
5 - 24 
3 -6 
5 - 12 

12 
50 

103 
10 

202 

100 
10 
80 
40 

11 
107 
160 
16 

294 

11) 
7 

140 
72 

321 

90 
50 
50 
50 

DRAW BACK 
REACTIVAT 
START UP 

TURNAROUND 

11 
3 

52 
3 

68 

10 
20 
52 
4 

86 

5!0 
35 

700 
360 

1645 

Tourism 
Bandana Republic 
CR Expeditions 
SUBTOTAL 

12000 
40000 
52000 

0.18 
0.60 
0.79 

11/55 
1/96 

11000 
40000 
51000 

0.23 
0.33 
1.06 

3- 0 
3 0 

1 
20 
21 

50 
95 

0 
5 
5 

2 
24 
26 

90 
90 

START UP 
SERVICES 

0 
17 
1 

1 
10 
11 

10 
120 
130 

TOTAL PORTFOLIO 6618750 100.00 4916750 100.00 2735 2904 2436 1595 742 12190 

PRORATED PORTFOLIO 10000000 4!32 4236 3690 2375 1121 19402 

# approximately 200 employees for I year divided by 5 year 
** figures for project financed only 
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Cofisa Clients
 

Howard Salomon 


Fabio Valverde 


Dave Hall 


Jorge Zufiga 


Sidney Fehrens 


Rcdolfo Cortez 


Larry Huntington 


Peter Fox 


Jim Stanley 


Carmen Padilla 


Czco Ruiz 


ANNEX 3
 

LIST OF INTERVIEWS
 

Costa Rica Expeditions
 

Portico
 

Flores Intercontinentales
 

El Gallito Industrial
 

Sociedad General del Oeste
 

El Dorado
 

DiseMo y Construcciones Navales
 

Bromelia
 

Fuertejidos
 

Corrugados de Belen
 

Granja Avicola Monica
 

Cofisa Boar-! and Management
 

Mario Urbina 


Harry Friedlander 


William Phelps 


Guillermo Serrano 


Jorge Brenes 


Manuel Ossenbach 


German Castro 


Alvaro Coto 


Hernan Morales 


ANNEXES 


Board Member
 

Board Member
 

General Manager
 

Manager
 

Assistant Manager
 

Head of Project Analysis Unit
 

Head of Foreign Trade Unit
 

General Manager of Almacenes Cofisa
 

Head cf Bolsa Unit
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