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EXECUTIVE SUMMARY 

I. EXECUTIVE SUMMARY 

A. Purpose 

The purpose of this studv is to: 

* review the portfolio and pIpeline of projects of the Private 

Investment Corporation to evaluate the respective 

addItionality 

rlsk profile 

financial soundness 

development impact 

) * reVlew PIC's credit process for promotion~ analysis. apDr~val. 

administratlon. and supervisIon lnsofar as this relates to the 

fulfillment of the terms of the loan contract with ~IO 

PIC·s staffing and organlzatlonal structure to 

determine the extent to whlch It contrlbutes to ~IL·s overall 

miSSIon of development lending 

* revlew PIC's flnancial position to deter-mlne its profitabillty 

) and operatlonal capability to sustain a market position within 

the private financial communitv 

B. Methodology 

The reviewer familiarized hlmself with background material and 

prior revisions of PIC. In the PIC reviSIon, every every credit 

file was reviewed to assess the effectiveness of credit 

initiation, analysis,: and loan administration, as well as the 

strength of each credit and its suitability as development 

lending.~eetings and interviews were sustained with all of the 
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EXECUTIVE SUMMARY 

PIC· credit stAffer5. .5 well AS other key management people 

within PIC. 

The PIC staff cooperated fully wIth the reVIew and .acliltated 

all of the information requested in a timely and e::pedltloLIS 

manner. 

c. Findings and Conclusions 

portfolio 

The PIC loan portfol~o in general is a developmental one. 

f1nancing mostly start up projects. and reflectinQ a considerably 

") higher than commercial risk profile. There are some lower rIsk 

loans on the books, but these are few and. in any event. tor 

project loan purposes and for long tenors (as requIred by PIC"s 

lend1ng mandate). The recently approved but not vet booked loans. 

as well as others in the PIC pipeline of proJects. preserve these 

characteristlcs. 

In attemptinq to assess "a dditionality." we teel that thIS 

concept 1S present. i.e. thClt PIC loans. With two or three 

) e:":cept ions. would probably not have been made bv a commercIal 

bank, even had this bank had access to five year matched funding. 

Perhaps the primary element In this determination 15 how many 

start up projects, those with no established track records. are 

financed. On this score, the PIC portfolio, including the 

recently approved but undrawn credits, qualIfies. 

~he PIC portfolio, especially considerIng the small amount of 

total loans, is also quite diversified, which contributes to the 

development impact. Reported PIC figures indicate that about US. 
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EXECUTIVE SUMMAR V 

2.23 in foreign exchange generation has been achieved per dollar 

of AID loan. 

The growth in thlS portfollo has been slower thls year than it 

could have been as new management has appropriately come in with 

a pri ori t y to first get thE.> house in order and cl ean up probl em 

loan situations. It can thu~ be expected that volumes ot loan 

boo~~ings per year Wl 11 tE:.'nd to 1 ncrease. However. given the 

nature of the projects to be flnanced. and the long lead time at 

PIC from project prospect to project analYSIS to loan 

) di sbursement , a rapId portfolio growth IS nat realistic. Ihere 

are not that many projects In Costa Rica. and PIC cannot analv=e 

them all at once. Based an a general feeling for PIC and its 

market, we anticlpate a growth in the ranqe of about US$ 4 

million per year. 

credl t process 

PIC has recently devoted more resources to mar~etInq efforts by 

hiring a marketlng e:-:ecutive. ThIS is an apPt-Oprlate area of 

) focus for PIC. which would enable management to achieve a qreater 

understanding of the development lending market in Costa F<1ca and 

the dIfferent risks and opportunitIes available. However. bank 

and financial services marketing has traditionally been handled 

by experienced credit executlves wh6 understand the business 

rat ional e and needs, as ~ .. ell as the "approvab i 1 i ty," of speci fie 

projects. We therefore question the adviseability of hiring 

another person, without real lending experience, for this job. 

The credit files at PIC reflect, in some casos, insufficient and 
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EXECUTIVE SUMMAR V 

superfi c:i al· project analysis, although thr:! more recent 

presentations have shown considerable improvement and project 

analYS1S Sk1lls. In particular, the more standard1=ed credit 

approach followed in some of these more recent cred1ts 

demonstrates a more appropriate and complete (thouQh not yet 

stron'J ." f inanci al focus, i.e., on cash generation and loan 

cover~ae capabilit1es. Greater focus has also been seen in the 

qual1tative area, with appropriate cons1derat1on of management 

capabilities and risk~ in the credit. Thi sis good but 

) 
improvement in some areas is still desireable. 

However. the area of financial analysis (of balance sheets and 

income statements. not cash budgets) has, in general, been 

deficient. Analvs1s in this area has been superfic1al. not 

delving into the reasons behind the numbers. or what the numbers 

mean 1n terms of risks. One area 1n particular requir1ng greater 

focus is for a consolidated numbers and qual1tative analysiS of 

those si tLiati ons ~"'here the Costa Ri can company 1 s h1ghl v or 

) wholly dependent upon a related organizat1on tor product 

marketing. Th1S is the case WIth several loans and others not vet 

taken down, and almost no analysis was perceived in thIS area. 

Yet for these loans, this overall, consolidated. analyt1cal 

viewpoint is critical to understanding the risks in the credit. 

organ1zation and staffing 

As is the case with other private sector f1nancial i nst i tL,t 1 cns 

in Costa Rica, there is a lack of experienced credit staff at 

PIC. However, at PIC this situation manifests itself everywhere, 

PRIVATE INVESTMENT CORPORATION Page 4 ?~ 
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from •• nior management to credit _,upervision to .dministr .. tiv. 

assistants. Yet the present PIC organi:ational structure does not 

help to remedy thIs weakness In the r1sk asset management 

situation. Rather, perhaps it even h1nders the sItuatIon. 

At PIC, functions and responsibilities of the credit staff are 

compartmentali:ed, resulting in a lack of accountability of 

credits. Once the analysts finish their job of proj~ct 

evaluation, their general responsibility over the credlt 

terminates and once the operation is booked. the administrat1ve 

staff takes over. 

When the administrative people inherlt the credit. they come In 

cold, without a feeling or sense of 1nvolvement for the credit 

and WIthout, it appears, a proper understand1ng of the crit1cal 

vari~bles and risks in the credit. And the people who best 

understand these points, the analysts. are no longer responsible. 

This may result in loss of momentum, and management gaps 1n the 

credit. This also results 1n an Inadequate anticipatory posture 

WhlCh hampers problem recognItion, and. ultimately. problem 

resolution. 

To achieve greater accountability and increased effectiveness in 

account management, we feel that implementation of an account 

officer/executive system would be appropriate. Under this system, 

responsibility can be shared with the administrative people. but 

wi th the account e>:ecLlti ve in charge of and responsi bl e for 
. 

overall management of the relationship, under the general 

supervision of the credit unit head. This would enable a pooling 
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EXECUTIVE SUMMARY 

of experience and a shari'ne; o-f the work load while permitting 

greater comprehension of the current credit situatIon. 

Other financial directions being explored by the investment 

bankIng unit, involving various and imaginatIve deals. are 

promising and should be encouraged. Time should be permitted to 

consummate these deals, especially since thIs area COl' i d 

potentially provide an interesting. although probably limltEc. 

comparative advantage in the financ1al market. 

finanCIal s1tuation 

) PIC's spread on 1tS loan portfol10 1S a strong 9.08%. However. 

this generous margin is more than offset bv the very hiqh PIC 

operat1ng expenses, which currently register (through 31 July) 

9.28% of the average portfolio. These costs include tho~e of the 

Finance Department. so that at present the 9.28% figure absorbs 

the added costs (now two people) of carrying this department. 

PIC's posted earnings of 2.30% of assets is due entlrely to 

interest Income on short term mo~ey market investments. WhlCh 

) 
could be managed by one person on his/her spare time. PIC is thus 

losing money on operations at 7-31-87, primarily due to the high 

cost structure from an overly dimensioned operatlon. as attested 

by the 9.28% figure, which includes high salary expenses. The 

figures for the Cofisa and Banex development unit operational 

costs I portfolio are in the range of 41. to 5%, f or s i mil ar I y 

sized development portfolios. 

Nevertheless, the cost figures present an improvement over the 

past, bath in real and relative terms (see the attached PIC 
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ca-parative financial figures). And, as the portfolio grows the 

high PIC fixed cost structure will be better absorbed within the 

portfol io, thus reduci ng the percentage of operatl n(l e:·:penses to 

the average portfolio. For the month of July alone, on an 

annualized basis, the figure is lower than the 9.28~. figure above 

due to the growth in the portfolio as cC"llpared to the January 1 

opening figure. Also, as the Finance Unlt matures and produces 

income, its cost structure can be "spur. off" to a separate profit 

center, thereby reducing the present subsidy by the Project Unit 

in terms of manpower costs. 

For a financial institution. PIC is extremely under leveraged, 

currently registerining a liabilities to equity ratio of only 

0.79. This situation renders an adequate return on equity 

extremely difficult (assuming profits on the portfolio COUld. be 

achieved) since high earnings are ne~ded to acnleve ~ufflcient 

returns in relation to this high equity. And such a high earning5 

profile is not wholly consistent With the developmental nature of 

the institution. For these reasons, a diffuse ownership structure 

with minority shareholders, as e:asts with PIC;, is qL'estionablE' 

in terms of practicality and desireability. ThiS financial 

situation at PIC implies unclear objectives. 

A financial institution could rely on other ~ctivities and 

sources of earnings to counterbalance and complement development 

banking objectives, but one of the claLlses of the loan contract 

specifically precludes PIC from engaging in "traditional banking 

activities." Yet the diffusion of ownership, with no shareholder 

PRIVATE INVESTMENT CORPORATION Page 7 ~;~ 



EXECUTIVE SUMMARY 

havinQ Qre~ter than. lOY. ownership, .nd with numerous minority 

shareholders, implies. a focus on earnings so as to qualify as a 

viable investment opportunity in the market. 

Investors buy stock for one of two reasons, or both: dIVIdends 

and/or share price appreciation. In PIC's case~ the shareholder, 

at least for the ~resent, gets neither. Not only has the share 

val ue (measured i rl terms of book val ue per sha .... e) not Increased, 

but there lS no ffi3rket in which it can be sold at the present 

time. It is the intention of PIC management to create a market 

.) 
for these shares eventually, and management anticipates that this 

process will take several years, after establlshing profits and 

some dividend payouts. 

We hope that the financial situation will not get worse before it 

gets better, as the present level of marketable securitIes. with 

its "subsidi::ing" earnings stream, is liquidated and converted 

into loans. It is the PIC management's intention not to add 

personnel as the portfolio grows, i.e. to manage the growing 

;' 
portfolio with the present staff. ~"'hether thi s can be 

accompllshed, wlthin a reasonable context, remaln. to be seen. If 

achieved, It economi es of scal e" wi 11 permi t greater f i:< ed cost 

absorption within the portfolio. 

The financial/investment situation could be complicated by PIC's 

attempts to obtain the additional US$ 2 million in capital to 

qualify for the increment41 US$ 12 million from AID, since 

leverage will at that time tend to decrease even further. This 

will render achieving an adequate return on equity even more 

PRIVATE INVESTMENT CORPORATION Page 8 (1 
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diff i c • ..il t. 

At present, PIC is achieving its mandate of development lending, 

although at a slower pace thdn originally envisIoned when PIC was 

created. But in terms of financial performance~ PIC's only 

beneficiaries iJp to now have been its relatively high salaried 

employees (on average, salaries more than twice as high as at 

Cofisa and Banex). PIC management hopes to rectify this situation 

and only time will t~ll how successful the results WIll be. 

compliance with terms of the loan contract 

) In general, PIC has complied with the spirit and terms ot the 

loan agreement, building up a development portfolio and takIng 

higher than commercial bank rlsks. However, the creatlon of this 

portfolio has taken much longer than originally envlsloned. due 

in large measure to problems with prior management. The 

organIzation to manage it has not yet developed into the kind of 

financial institution originally intended, although 50me steps in 

the appropriate direction have been taken In the past year. 

, 
I 

/ 
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FINDINGS 

II. FINDINGS 

A. Portfolio Characteristics 

overview 

At 6-30-87 PIC's long term credit/investment portfolio consisted 

of 13 relationships for a total of US$ 10.4 million in approvals 

and US$ 8.9 million in outstandlngs as depicted in the quarterly 

report sent by PIC to AID. Of these outstandings, US$ 2.4 million 

have not been eli9~ble for AID funding for one reason or another~ 

while the remaining US$ 6.2 million in loans have been AID 

) funded. 

Nine of these relationships were booked prior to the arrlval of 

the present management about one year ago, and several 

restructurings of these prior loans have been consummated during 

the tenure of this new management. All of the relationships 

involve loans, and one of the relationshlps <Paco> involves 

equity participation as well (US$ 300,000). 

Of the 13 relationships, about b of these, representing US$ 3.1 

million, were for new projects, while US$ 5.8 million was for new 

or expansion projects of existing enterprlses. Three of the 

relationships are agricultural, 3 are food processing. and 5 are 

industrial. These figures reflect a diversified portfolio. 

The typical loan tenor of the term dollar portfolio is five 

years, although a couple ~f longer loans were found with tenors 

of 10 years <Desarrollo Lachner ~ Seanz and Liga de la CaNal. 

Grace periods ~anged from zero to five years, with one year being 

PRIVATE INVESTMENT CORPORATION Page 1(1 



FINDINGS 

the .ost common fi;ure. 

Reflows from this portfolio have been minimal. Newer loans are 

still on grace periods and several of the older loans, that would 

have required some payment by now, have been rescheduled, 

granting additional grace. Only two loans have been repaying 

prlncipal (Pegaso and Hules Tecnicos) , with payments 0+ only USS 

9B,OOO so far in reflows. 

addi ti onal i ty 

AID appropriately focuses on "add1tionalitv" 1n analyzing a 

) development portfolio. The basic concept here IS wether a 

commerclal bank would grant the same credit, and under the same 

terms. Based on this viewp01nt, the PIC AID funded long term 

portfolio essentially falls within these parameter-s, although 

some of the newer credits could be considered more commercial in-

nature (Talmana and Yanber). 

The Talmana loan was made to an established fishlnq company (with 

a spotty earnings history) to f 1 n.3nc:e the pur"chase of a 

.J Panamanian registered tanker ship to fuel the fishlng fleet at 

sea, thereby taking advantage of cost advantages in dollars vs. 

local pricing for thel~ pi;!troleum products. Because the orig1nal 

Intention was to take a cost advantage, which has apparently been 

temporary, the developmental nature of this loan is questionabl~, 

as it appears to have been more profit driven. For thiS reason, 

the ;loan did not qualify for AID funding. 

The Y~nber loan was made to finance machinery acquisitions,'under 

the concept that the borrower exports a non traditional product 

PRIVATE INVESTMENT CORPORATION Page 11 



FINDINGS 

(piastic and cellophane), but in "this case the borrower could 

have probably obtained the loan from a commercial bank given its 

solid financial position. Another loan. for the purchase of 

Spanish equipment (Gazapati) , while demonstrating a 

"developllental profile", was structured with the parti al 

guarantee of a major international bank. A local commercial bank 

could have done the loan wi th thi s support, at I east for the 

portion backed by the clean letter of credit. None of these three 

loans were sourced from AID funds. 

) Another industrial client (Hules Tecnicos) which exports gaskets 

and rubber seals <non traditional exports) to the USA, and which 

presents strong earnIngs, could conceivably obtain commercial 

bank financing. But the size of the operation, and the relatively 

short existence of only 10 years, still reflectinq high growth 

and "cash short" charactet-istics, probably still situates It 

within a "developmental" classification. In any event. this 

partlcular operation is precisely the type of project that falls 

) withIn AID guidelines for promotion of alternative and non 

tradl tional industrial and export capabilItIes within the 

country, and is also being financed by Banex. 

risk profile 

Because of the portfolio's composition as a developmental one, 

wi th several loans to new projects and with longer than 

commerCial loan tenors, the risk profile is inherently higher 

than with a strictly commercial portfolio. New projects do not 

bring t~ comfort of established track records, and longer 

.. IVATE ".INVESTM~NT CORPORATION Page 12 



FINDINGS 

t.ncrs, even on lOAns to established companies, mean hiQher rIsk. 

The risk is therefore significantly higher than in a strictly 

commercial loan portfolio. 

The diversifi~ation wIthin the PIC portfolio also ~ontributes to 

the risk element in that less specialization and expertise build 

up has b2en achieved at PIC in analyzing varied sectors of the 

economy. Fur many projects, analysis must start from square one, 

• rather than permit utilization of specialized expertise build up. 

On the other hand, the diversifi~ation existing within the 

portfolio serves to redu~e the risk of dependency on one major 

• subsector of the economy. 

Collateral coverage seen in the project analyses has varIed 

significantly. The range det~cted was from about 40 to 100%. with 

• 70X a representative figure on the AID funded portion. This 

indicates flexibility in structuring of loans. and real 

development lending. 

• 
problem loans 

The PIC portfolio has more than its share of problem loans. 

• inherited from past management. These total six relationships, 

with 6-30-87 outstandings of US$ 4.5 million (including the US. 

300,000 in equity of Paco). 

• During the past year, considerable time and effort has been taken 

to reanaly=e and res~hedule some of these loans. This priority of 
. 

• the new management has resulted in less new business than ~ould 

have otherwise been booked since precious staff time had to be 

devoted to this reanalysis process. Additional PIC resources have 

PRIVATE INVESTMENT CORPORATION Page 13 



FINDINGS 

been channelled into some of these problem loans, contingent upon 

new shar~holder lnvestment. 

The Paco equlty investment of US$ 300,000 appears to be a total 

loss, but it also appears that a significant portion of the loan 

to Paco will be recuperated within the liquIdation of the 

company. Other loans (Florex, Costa Flor. and Calzado DaIsy> 

could in the future deteriorate to loss situations as well given 

the problems encountered so far, but for the present time, after 

) 
restructuring of all three loans, no losses are anticIpated. 

Productos Congelados, a frozen food products producer, has 

recently ceased operations after sustained dIfficulties in 

marketing through its U.S. shareholder. The local shareholders 

are now explorIng alternatives for reInitIation of operations. 

perhaps with dIfferent food products, but nothing has yet been 

defined. However, it appears that loan payments will continue to 

be made by the shareholders, so that losses on this loan are not 

) 
yet anticipated. 

development Impact 

PIC credit management periodically compiles for AID a listing of 

the development portf~lio that provides a backdrop for 

determining the development impact of the loans. The information 

includes the total project investment amount, estimated future 

employment generation and foreign exchange generation to date • 
. 

These figures are updated quarterly w~th the clients. We have 

reviewed the report with the person who prepares it and conclude 

that it is prepared in a conscientious manner and presents 
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.ccurate figures, so f~r AS Accur~cy is possible. 

The 6-30-87 figures indicate that 1095 additional people will be 

~ployed in the future as the result of these projects, and that 

~ployment g~neration duruing the quarter was 200. The report 

also indicates that US$ 16.5 million in accumulated FX generation 

has been achieved to date from these projects. This computes to 

appro:·: i matel y us;!: ..., ,,?""::" -- -'-' in FX generation sourced from every AID 

dollar loaned by PIC. 

) It seems to us, however, that more meaningful information would 

be total employment generation to date, and an additional column 

for FX generation per year. In this latter case thIS would permIt 

comparing FX generatIon from one year to the other. 

pipelIne 

PIC has US$ 1.6 mIllion in three new pr~Jects approved by the 

PIC board but not yet formalized. These are Fidesplant 

(production of seedlings for a Dutch flower operation) for US$ 

580,000; Cera Tech (ceramic subs~rate productIon for use in 

computers' for USS 600,000; and Florimax, ~ USS 430,O~) flower 

project. Other projects in the pIpeline include another plant 

operation, for US$ 400,000 in loans and US$ 100,000 in equity 

participation, and a US$ 200,000 fresh water fishery proJect. 

If all of the first three are booked in their entIrety durlnq 

1987, year end PIC outstandings would total US$ 12.0 mililon • 

• From the development perspective, these loans would probably 

refle~t at least the same approximate characteristics of the 

/ 
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existinv portfolio. H.nce these .ddition~l loans would be 

caracterized as developmental lending ~s well. 

B. The Credit Process 

target aarketing 

During the earlier part of this year PIC ha~ lmplic1tly refined 

its target marhet through culling of a sl(Flificant amount of 

backlogged projects. More recently, PIC has hlt-ed an executive to 

direct marketing efforts. Th1s e:,:ecutIve has some e::perience In 

bUSI ness promot ion, but mi ni mal 1 endi ng e;:per1 ence. 

) 
Banks normally utilize experienced a~count officers for marketIng 

SInce these people best understand what the bank can otter and 

the "approveability" of specific credits. This is Important to 

avoid a situat10n where a marketi~g effort might brlng 1n 

projects that later do not qualify for credit, resulting in a 

loss ~ credib1lity. We hope that PIC will not fall Into this 

trap. 

j So far, the efforts of this new executive have focused on 
.' 

measuring the market potential <projects listed with CINDE., the 

Export Ministry, and CENPRO) and in making PIC's presence known 

within the corporate community. No new projects have yet been 

identified as a result of this effort. 

In relation to this target market, the PIC senior management has 

talked about e:':ploring the "safer" limits of developmental 

lending, looking for projects by established firms, thus reducing 

the overall developmental risk. The more recent 'bookings bear 

testimony to this (Gazapati, Talmana, Yanber). Implementation 
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letter No. 11 signed in September 1987 has permitted financing of 

fixed asset investment projects for exports of non-traditional 

products if there 1S a measurable lmpact on new employment and 

exports, so that this lending to established firms may qualify 

within these new parameters. 

In any event, at PIC there is a general understanding by the 

general manager, the project analysis unit head, and the 

analysts, of thelr mandate for developmental lending. They also 

understand what type of project AID Wishes to promote. 

analysis 

Analysis of a credit institution s portfolio and 1tS credit 

process are Inseparable exercises, since it is the credlt process 

ltself which wlII, over the long run, determine the qualIty and 

focus of the credit portfolio. Any deficlencles 1n the process 

will likely result In weak credits or 1napproprlate pos1tioning 

vis a vis other creditors. Thls focus is equally valid in terms 

of a developmental portfollo, since to achIeve this portfollo. 

there must be a system and peop~e capable of 

structuring, documenting, and administering 1n accordance with 

this mandate. 

In general, we perceived a significant amount of number crunching 

within the varlOUS analyses, but in many insta~ces, particularly 

the older presentations, the analysis itself was untocused and 

superflcial. In many cases, including more recent analyses and 

especially those involving financial analysis of eXisting 

companies, the numbers analysiS pointed out that certain accounts 
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went up or down but there was a very little attempt to get behind 

the numbers and explain WHY. This is indicative of I ne:-:perl ence. 

There were also some graphs and other enhancements within 

presentations, but the information presented often served only 

for cosmetic. and not substantive, effects. 

Sensitivity numbers were done in most cases, but the pe:slmistic 

scenarios observed generally appeared to be too ~angltlne to 

represent a true downside potential. with the result that the 

risk was probably underestimated. Also. by not always enumerating 
) 

the key assumptions, the credit approving authority could not get 

sufticlent base information. 

ThiS observation could lead to the concluSion that se~eral at the 

earlier credits wer-e approved based on "pr-e sellln9" of the 

project to the board, or in "JaIl'Jbonlnq" '·Jithin the baa~d mEetino. 

and not on the credit presentations themselves. In several cases 

(the older ones) there was not sufficient written qualitative and 

cuantltative credit lnfor-matlon to justify approv31. 

However, these deflclencies have been limIted in the more recent 

projE-ct presentat.ions. which include Improved numbers and 

qualitative factor analYSiS, emphasi=ing cash generation and loan 

coverage capabilities, ratio and trend analysls, and their 

senSitivity, as well as the capability of management to run the 

project. These more recent project analyses have also focused 
. 

appropriately on risks and shortcomings within the project (all 

projects have them). 
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The more recent project recommendations a150 .ppear to have 

followed recent recommendatIons and utilized a more standardized 

credit presentatIon approach, progressing in logIcal sequence 

from one issue to another. ThIS makes the presentatIons more 

professional and understandable to the person who must decIde on 

approval or not, and helps cover all the bases. 

Nevertheless, there is still room for Improvement, particularly 

in the ongoing analysis of projects that are totally dependent on 

the mother company for commerciallzatlon (Pegaso, Gazapati. Hules 

) Tecnicos, and now Fidesplant and probably Cera Tech). No analYSIS 

can be complete wlthout analyzlng the consolIdated posItion since 

the local operatIon is the manufacturing arm of a forelgn 

aarketing entltv. If this foreign entIty has problems. the local 

operation will have them too. 

For example, Hules Tecnicos. WhICh has not been ldentified as a 

problem credit, has ONE YEAR of receivables on Its balance sheet. 

In an independent company, th1s would be dIsastrous. probablY 

) indicatIng considerable uncollectibles, and reqUIrIng maSSIve 

working capi tal f 1 nanc 1 ng tr.at coul d evaporate all earnl f;gS 

through high interest expenses. Yet little analysis has been 

focused on th1s Issue. What 15 the collectibility of these 

recievables? Can the mother company sell all the Inventory that 

backs Hultec's receIvables, at normal prices"? Are there problems 

with the quality of this inventory, or possible obsolete items? 
. 

This point is the central financial issue for Hultec but lIttle 

focus has been made here. The emphasis should therefore be on 

getting behind the numbers and understanding what they mean. 
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structuring and legal documentation 

In general. structuring of tenor and grace periods"has appeared 

appropriate. In any event. due to the flve year minImum tenor for 

PIC loans, there is not a great deal of variety to be e:pected. 

In general. collateral values have been inferlor to loarl =-'mounts. 

sometimes by significant margins, which 1 S Indl C=-.t 1 ve of 

developmental lendIng. This is to be expected in thIS type of 

loan. where the shareholder s contribution is often In expert1se 

) and seed capital, which does not translate into sufficlent 

coil ater ai, f rom a commerc I al banki ng standp01 nt. In most cases, 

the collateral deficit has been covered by personal or corpor3te 

guarantees, but in overall terms there 1S a signif1cant coverage 

deficit. 

Loans were structured with numerous clauses and covenants, as 

they should be. These clauses 1ncluded parl passu prOYISICn5, 

limltations on d1v1dends as appropriate, lnsurance on assets 

) taken as support. payment in US dollars tree 0+ any ta::es, 

provIsion for due publicity to ~\lV 1ndicating the:> source of 

funds, provision for possible prepayment, etc. 

approprIate instances of events of default were also eV1dent in 

the loan documentation. 

Most loan prIcing l~as LIBOR + 3/., plus commissions. ThlS standard 

pricinq is used Slnce it is the maximum amount th3t the Central 

Bank will register for dollar loans taken by Costa Rican 

borrowers. The spread is a commercial one and is appropriate so 
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AS to refrAin from subsidizing otherwise uneconomical projects. 

This pricing allows for a generous spread given PIC s cost of 

funds, and helps compensate for the costly loan analysIs and 

administration process necessary with most 0+ PIC s borrowers. 

This strong spread also helps bUlld up earnings and capItal to 

withstand potential higher wrl~P8ffs from PIC"s Inherently 

riskier portfolio. 

Loan documentation is prepared by an In house lawyer in 

accordance with legal requirements to maIntaIn executIve status 
\ 
I 

(conferring special prIVIleges in court in case ot default) for 

loan agreements. These escrituras publlcas are also necessary to 

prOVide for the various condItions negotIated In the loans since 

pagares (promissory notes) cannot be legally conditIoned. 

In general, the legal documentation aspect 0+ the credIts 

appeared comprehensive and satisfactory. PIC manaqement explaIned 

that their lawyer now prepares loan documents In accordan~e WIth 

instructions tram the project analysis department ~lt used to be, 

inappropriately, the other way around). 

administration and fallow up 

Since all loans are term loans wlth numerous covenants and 

clauses, there is a considerable amount of follow up work that 

has to be done for each credit. Twa administrative people, with 

some help from the operatIons head, perform these chores, 

following up on obtaining financial and other Information. 

maintenance of insurance coverage on "assets pledged to PIC, 

performance of periodic inspection of assets pledged to PIC, etc. 
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This administratlve effort appears to be done 1n a fairly 

complete and conscientious manner. 

The operations area also provldes accounting and other 

information to provide senior management with pertinent data on 

the status 0+ outstandings and other portfolio matters. Thl S 

information process is handled satisfactorily, as it should be 1n 

vi ew of ttl~: small size of the portfollo in term!:; ot number ot 

bookings. Slnc~ few payments have yet fallen due withIn the 

portfollo (most loans. are still on grace periods) it has not yet 

) 
been necessary to introdLlce systems fa .... flagg1ng past due 

obligations and cash basls outstandlngs. This is slmpl\, done on a 

case by case basis and is sufficlent for the present. 

However, the follow up ne€ds of credit mdnagement go beyond mere 

administrat1ve effort, and encompass contInued analYSIS. lhls is 

especlally so 1n a development portfolIo whlch includes many 

start LIP projects. In many (i f not most I cas:?::, the follow up 

aspects and analysis are crUCIal to malntalnlng asset qualIty, 
J 

and are just as important as the inltial analysis. 

The initial analys1s is a best gLless of where things wlil qo. and 

attempts to quantify with numbers the basic as~umpticns on WhICh 

a prOject is based. But as the project takes shape and the 

numbers become real, the situation is often markedly different 

from what was analyzed initially. For this reason. the tollow LIp 

effort is crucial to understand what the situatIon 15 and il 

there has been any change in the risk from what was originally 

approyed. The follow up effort i9 therefore imp~rtant' to maintain 
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control and to ant1cipate where any deterioration 1n risk may 

occur. This, in turn, will permit PIC management to maintain 

options open and be able to explore alternatives while they stSll 

eXIst 1n cases wheres some deterIoration occurs. 

At present. this control and anticipatory function (probl em 

recognition) does not functIon properly at PIC. The reason has 

more to do with how PIC is orqanized (see the Organlzatlon and 

Stafflng section below for more comments). rather than in systems 

utilized. After all, the follow LIp people "do their job" In 

VIsitIng clients. chasing down the informatlon, ano complving 

WI th reporti ng reqltl rements. There are sYStE'iliS in pI acE'. but 

there is really little sense of anticipatlon or accountabIlIty. 

As a result. the credit staff can be surprised when new problems 

occur. 

Perhaps a c£se in pOInt is Product05 Congelados. lhls client's 

difflculties were identified as long ago as last Novemb~r (1986 i 

1n a fairly comprehensive memo written by one of the analysts . 

But because of prIorIties elsQwhere. and perhaps a lack of mor~ 

agqres~ive follow up and senior lnvolvement (the client did not 

send the financial statements) there was a gap In management at 

the credit. In a May 1987 memo, the USA marketing partner was 

mentioned as a strenghth of the credit, as was apparently 

initIally analyzed. Yet the problems leading to the recent 

closing of the plant (August 1987) were related to the lack of 

reliability of this partner. 
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remedial management 

In terms of remedial management for problem loans, the project 

analysis unit head manages the situation with each of the 

respective problem credits on a case by case basis. i-)n anal yst 

and the administrative assistants provide considerable support in 

these eftorts. 

:nitlal priority was given to these efforts when the new 

management arrived, and significant senior management tlme has 

been devoted during this year to restructure three ot the most 

) crit~cal problem credits (Florex, Costa Flor, and Calzado DaiSY). 

Time, and intensive follow up, will tell if the situations can be 

turned aroLind. 

c. Organization and Staffing 

organi:: ati on 

PIC IS currently organi::ed With three operational area5 reporting 

to the general manager. The three operatlonal areas ~re Project 

Anal'{Sls (project analysis, f or mall:: at i :m, and t 01 I at" up 

) admlnistratlon) , Operatlons (accountlng. financial control, 

prcnll ses management) , and Finance ,treasury, balsa, and 

investment bankl ng). llJe spoke wi th all of these e:·:ecLlt 1 ves, but 

have dealt prlmarily with the project analvsis department. 

The project analysiS department has two project analysts and two 

administratlve assistants. The analysts are professional people 

with good education~l backgrounds. When a project analysis is 

completed (a process that can take from two to three weeks to 

several mO,nths, on and off) and a loan booking is completed, the 
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administrative assIstants are then -in charge of policin~ and 

follow up. 

We do not regard thIs as the optImal solution. At present after 

loan approval and formalization, the analyst 15 "oft the hook" 

and the credit becomes the responsibility of the administration 

peopl e. However, at thi s "hand off" there is a }._ .... ::=: ot control as 

the analyst, who is the one person in PIC who b~st understands 

the numbers, dynamlcs. and critical variacles ot each particular 

clIent. goes out of the picture. The analyst 15 replaced by 

) someone coming in cold, without an understanding of the client or 

hIS business, and thIS person has the responsibIlIty for 

anticipating and detecting any deterioration in the relat10nship. 

But this person does not have the background or understandlnq to 

achieve a meaningful management of the credit. a hands on 

management that goes beyond superficial analYSIS and follow up 

che=~lists. It 1S the bel1ef of this writer that the follow up 

people at PIC do not really understand the relatIonshIps trom a 

) business and credit perspective, and hence cannot be effectIve 1n 

preventing deterloratl~n of credits. Vet this IS extrem~ly 

important in a develpment portfolio such as PIC·s. 

The analyst is the person best situated to follow the progress of 

a project and antIcipate when and where risk deterioration may 

take place In a credit, i.e., to manage the credit. The analyst 

should therefore bear more responsibility in management of the 

relationship once booked. The analyst should also be concerned, 

from the very beginning, not only with project feasibility, but 
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with optimal structuring to satisfy the parallel needs of loan 

management, account administration, and collectibility. 

We perceive a lack of accountability wlthin the credlt process at 

PIC, exacerbated by a lack ot credit experlence at all levels. 10 

achieve accountabi 1 i tv c:,rld greater control over portfollo 

management, we recommend lmplementation of an account officer lor 

account e::ecLlti ve) system. Under such a system, responsibility 

cOLlld be shared with the administrative people, but with the 

analystiaCcOLtnt e::ecutive accountable for the manaqement of the 

) relationship. This would enable a pooling of experlence. and a 

div1sion of the l'llork load, whi 1 e perm1tlng a qreater 

comprehension of the current credit sltuatlon. 

The difficulty in findlng experienced credit people is a tact of 

life for Costa Rican financial 1nstltutions. t'luch of the 

development of the pr1vate financial sector in Co:te. Rica has 

therefore been achieved the hard way, empirically. One way at 

gett1ng this experience faster 1S by managlng loans. not just 

doing the analYSiS, which often deviates considerably from actual 

project sltuatlons once the project gets underway and reqlsters 

financial results. 

In thiS way, the account executive learns by dealing wlth the 

client and seeing what happens, not bOy supposing how things l",ill 

be, as in the project analysis phase. If analysts are relieved of 

management responsibility after project analYSIS they are 

deprived of experiencing the credit. The problem of lack of 

experience is then reinforced as the maturation process is 
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retarded. 

staffing 

As the system 1S organ1zed now at PIC, analysts may become bored 

with the Job after a couple o~ years, just when they are most 

prodl1ct1ve. If they leave, another person must be trained on the 

job. resulting in a lack of productivity throughout the credIt 

department. Wh1le a credit officer system will not prevent this 

from occurring, it does offer more opportunities wlthln th~ 

organization. and also would provide more accountability withIn 

·.) PIC~ permlting more decentralization of the credit function, and 

offering greater continuity with the client. 

While it cannot be expected that PIC will provide limitless 

career opportunitle~. it is worth noting that recently there has 

been considerable turnover within the PIC analyst ranks. The two 

current PIC analysts have only about SlX months experIence 

combined at PIC (both were sourced from Cofisa); one is qUlte 

young and inexperienced, the other more of a veteran. The 

) previous, experienced, PIC analysts have left or, in one case, 

moved on to another pOSItion within PIC. ThIS latter executIve 

has done a good Job as an analyst and will be missed in the 

project analysis department. 

PIC management has mentioned that the company was earlier 

organized along account executive lines, but that this structure 

has been discarded in favor of the present organizationa~ mode. 

Without he.·e going into the reasons for the earlier failure of 

the system, we note that for an account officer system to work 
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properly there must be a firm~ experienced, h~nds on. 'supervisory 

credit role since analysts/account officers tend to be young. 

inexperienced, and not sLl"ffic:iently disciplined in terms of 

credIt skills. Also, the unit head must overcome the natural 

tendency of an account. officer to be overly vigorous in being the 

client·s advocate, thus maintainIng objectivity withIn the 

system. 

It :is the writers' estimate that an account executIve corps, 

supported by administrative assistants. should be able to manage 

) aboat. 8 to 10 normal (i.e., not remedlal) ongoing relatIonships 

each while pertormlng project analYSIS duties. At this level. the 

PIC project analysis unit appears to be appropriately stafted. 

but inappropriately organi~ed. 

Training courses can also contribute to accelerating the learnIng 

curve, especially for a staff short on e:·:perience. It IS hlghly 

recommended that a formalIzed training program be deVIsed and/or 

followed for the staff, allocatIng at least one week per person 

per year (more for less e::per:ienc:ed peopleJ. In particLllar, the 

present administrative staff needs flrancial statement analvsls 

help now. 

other financial services 

PIC has embarked, via the establishment of an entirelv new 

department, on an active program to promote its investment 

banking activity. We believe this to be one of the most 

pro.ising activities for PIC. While the market is small and the 

avenues are limited, the very absence of any parallel 
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organlzation in Costa Rica and its very unique nature 'of a 

venture capital supplier gives PIC a nich~ it should definitely 

try to e>:pl oi t. 

While they are at different stages of completion, following ar~ 

examples of some of the most interesting deals: 

* A leverage lease buyout of a local el ectr i cal componci,": 

making Subs1diary of a U.S. company by local i n...-estors ~·JhL. 

believe that the company could be even more profitable than It 

is now. Th1S requ1res term financing in colones. PIC. via its 

Costa Rican subsidlary, is considerlng the posslbility of 

raising the funds in the market through an imaginative 

guarantee scheme. Against this loan 1t would have the full 

~alue of the company, the loan to the buyers. and it will also 

earn 10% of the stock of the company as a commIssion. 

* A colones package for individual investors to partlclpate 1n 

the Free Zone. Via this method indiVIdual investors can buy a 

hedge against possible future devaluat10ns of the Colon. The 

income to be derived from their lnvestment in the free' ;:one. 

while coming to them in Colones, ~&Ji 11 be the equivalent of a 

dollar amount at any given date since the revenues to the free 

trade ::one are payable in dollars. This is an innovative 

scheme that, if it does take hold, should have interesting 

possibilities to local inve,tors, even relatively small ones. 

* A Trust F~nd for the Compa~la Bananera to raise long term 

funds in the local market. Using its financial strength, PIC 

'can assist this borrower to fund a good portion of its short 
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term debt. 

* Underwriting the stock of a local steel companv for more 

widespread stock ownership. CompanIes whose stac~ is wIdely 

traded are still relatively few, most of them beIng family 

controlled. lhis company already h~= 15 shareholders and is 

willing to have more in its effort to r~lse more capItal. The 

company IS profitable and the prospectlve new partners are 

good credit risks. 

) *' A company asked PIC to make a "fInanCIal diagnosis" upon ~""hich 

PIC determined that lts expan~10n prospects are favorable and 

that it appears to be an inter~sting credit taker that will 

give PIC an option to invest in Its capital at a fixed price. 

These ne~ activities should be encouraqed. After all. these 

dIrectIons are consistent with the orIgInal Intent of 

establIshIng PIC as a local investment bank. It IS Important that 

suffici2nt time should "e allowed for these and similar deals to 

be e:~pl ored , since the most difficult deal Will be the first. 

After an initIal deal that establIshes a precedent, other deals 

shollid follow. 

D. Financial Analysis 

earnings and expense structure 

PIC's earnings streams have come from two sources: interest 

income on marketable securities and on the loan portfolio. Due to 

the small size of the portfoliO, PIC had more interest earned on 

short term money market investments than on the portfolio last 
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year. But so far this year, interest on loans has been nearly 

double the interest earned on marketable securitIes as loans rise 

in si:e while short term investments are reduced commensurately. 

Through 31 July of thIs year, Income from the portfolio has not 

been sufficient to pay the cost of AID funds (2% p.a., and 

operating expenses. thus indicating an ineffICient level of 

operations VIS a ~15 the size of the loan portfolio. Annualized 

operating expense~ to the average portfolio have been a high 

9.28%, which has wiped out the generous (annualized) 9.08% spread 

) on the portfolio. Despite this situation, the figures are a 

considerable improvement over last year's numbers. which 

apparently have been impacted by high severance payments to prior 

management. Also. last year's fIgures for operating costs were 

measured against a smaller portfolio so that relatively. the 198b 

figures were much worse. 

Up to a pOI nt. hi gh operatl ng cc'sts are to be e::pected g1 ven the 

type of loans PIC makes, which reqUire significant analySIS and 

follow up costs. Also, PIC does not have other operating 

departments which can contribute to cover co~ts 

accounting, auditing, general services, premIses, 

earnings on the portfolio have up to July 1987 been 

of the 

etc. • and 

sLlbsidizing 

the Finance Department (one executive, two as of very recently), 

which drives up costs. 

But even taking these factors into consideration, the present 

level of operating costs appears too high for the 7-31-87 size of 

the portfoliO, reflecting cost ineffectiveness and a high "break 
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even- level. The project analysis unlt operatIng expenses for 

Cofisa and Bane>: are estimated in the range of 4% to 5% for 

similarlv sized portfolios, about half the PIC 9.28% fIgure. 

PIC's annualIzed salary expenses are nearly US$ 500,000. for a 

25 person organization (US$ 20,000 per person). Cofisa. in 

contrast, registers an annualized salary expense of about USS 

670.000 for an organization of 80 people (US$ 8.375 per person). 

whIch includes a project analys1s unit. Banex. also WIth a 

prOject analYSis unit. presently employs 107 people on a 

) consolidated baSIS. Its annualized salary e~pense IS Just under 

USS 900.000 (USS 8.410 per person). The ObVIOUS conclUSIon here 

is cost 1neffectiveness at PIC in relation to manpower expenses. 

although PIC's organization has a higher level of execut1ve 

personnel (about 40%) than Cof1sa or Banex. 

WhIle a more detailed analysis mIght be approprlate to determlne 

thIS issue. on the surface it appears that the PIC organIzat1on 

is overd1mensioned. W1th 6 people in the ProJe~t AnalYS1S unlt. 2 

) in Finance, 3 1n the Gerencia. and 14 in Operations ,several of 

which are general purpose employees'. PIC has a 

infrastructure for the small level of operations it currently 

maintains. 

We do not wish to be unfair to the PIC management, especially 

since we spent lIttle time delving Into operations. but It is 

difficult to imagine what all the operations people do at PIC. , 
• F~ the size a~d complexity of the PIC financial statements, they 

should be able to manage with fewer p~ople. 
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TM~ original project paper anticIpated a ~taff of 17 people in 

the third year of operation. This project paper also anticipated 

very hlgh staff costs, but these were based on hlgh salaries for 

two experienced expatriates, whIch Included transfer costs and 

moving e~penses, housing, etc. 

Because of this situatIon wlth heavy pa{roll and infrastructure 

costs we see little evidence of cost control at PIC. and we get 

the impresslon that the board has not exerted much pressure in 

the areas of staff Sl:e and the payroll attached to It, ~hlch 

) seem to be conslderably out of lIne. This 1S curious because some 

of the people on the board represent their own fln~ncial 

institutions where this overdimensloning does not occur. And it 

that this overdlmenslonlng occurs In the other 

companies represented on the board. Why, then, should thIS occur 

at PIC~' 

ret ur rl on eqLli t y 

In order to earn a return on thls type of portfolIo adEquate to 

cover PIC s high operatIng costs and achieve a return of 10% on 

equity (sufficient for a dollar based organization' the portfolio 

would have to be much larger. Assumlng LIBOR ot about 7% p.a. and 

the present annualized level of operating expenses of about US$ 

700,000. and no write offs, an AID loan portfolio (with a net 

spread of 9%) of about US$ 18 million would be necessary on a US$ 

8 million equity base. It:should be noted that these flgures 

reflect PIC's offshore advantage of not hav1ng any income tax 

liability. If ~IC had to pay income taxes, earnings needs would 
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be proportionately that much higher. 

As costs are already at the US$ 700.000 per year level. and 

equity IS already very close to the US$ 8 million mark. the 

portfolIo would have to increase even more to accomodate any 

addi t i onal coverage needs as costs and the equIty ~~~E risp. 

Hence the portfolio would have to be significantly hl,J!".er than 

the US:!· 18 mIll i on above to cover increased operatl nq E' [,enses as 

they arise and any write offs as they occur, 

increases In equity as well. 

and any future 

At the present time PIC has an annualized return on equltv ot 4%, 

but this return is due exclusively to e2rnings from marketable 

securities Investments. For :.:ma1 yti cal purposes. this incC'me 

should net be included within PIC s revenue generatIon because 

this type of investment operatIon does not require a 25 p~rson 

organIzatIon. It can be handled by one person in hIs/her spare 

time. If this income IS e1imln,:~ted from PIC's stateme:-Its .• PIC 

would be losing money, as the ratIos mentioned above iGdicate. 

Even the reported income could be dIluted further thIS year- as 

the remaining amount of the P~CQ investment is written oft 

(accounted on the books a~ a reduction in the value of the 

investment. pursuant to the equity method of valuation'. For this 

reason there is little solace for shareholders. This is 

especially so since PIC has not yet paid any dividends. and there 

is nq rea! market for PIC shares. Shareholders, especially the 

smaller ones that cannot obtain collateral benefits, are thus 

"stuck" with their investment. 
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capitali:ation and leverage 

With a 7-31-87 leverage of 0.79, PIC's balance sheet is highly 

uncharacteristic, i.e., over capitali=ed. tor a financial 

inst1tution. With such a low leverage, 1t wll] be dlfflcult for 

PIC ever to achieve an acceptable return on equity. 

This situation could be remedled 1rt one of two ways. The first IS 

to leverage up over time. obt3ining additional financing, 

concessionary or otherwise, to permit greater growth in the 

portfoliO, and, hopefully, economies 0+ scalA to permit 

) profitability. That is, the present salary structure, conSIdered 

as a fixed e~pensQ. could be better absorbed. or distributed. 

withln the earnin~s of a larger portfolio. This presupposes that 

a lar~er portfolio could be managed with the same. or a similar, 

salary structure. 

But this IS a long term solutIon slnce, as present operatlons 

indicate, the PIC management team has been booking loans ~t a 

me~sured pace. AS5uminq this would be manintained at about US$ 4 
) 

mIllIon per year, it would still take about 4 years to achieve a 

leverage in the range of 2.0 to 1, assuming that the additional 

USS 12 million from AID is forthcoming (PIC still has the USS 4 

million in marketabl~ securities to invest in loans + USS 12 

million more = 4 more years). However. this pace of bookings 

could be accelerated, especially if a few "big ticket" deals are 

done. PIC management hopes to deplete all AID funds (including 

the additional US$ 12 million) within about two years. Time will 

tell if this ambitious booking pace can be achieved. 

PRIVATE INVESTMENT CORPORATION Page 35 



FINDINGS 

The s~cond alternative could be achieved more This 

would be to REDUCE capital by US$ 4.0 millio: rom a 

liquidation of the marketable securities. 11 erhaps 

involve a buyback of the smaller shareholde~ dOing, 

leverage ~'ojc-II.!ld be a more appropriate, and st~ ThIS 

level would be sufficient to absorb potenti2: ~s in 

e::cess of th2 reserve for bad debts (cLlrrent] \, 

Of special interest to remaining shareholder-

equ!tv potential would be Improved. Then it w: ..:J PIC 

) managem9nt to post earnings on its portfolio; t 

to be done from portfoljo management since t~l c1si dv \I 

in earnings from the marketablp securities p' Id be 

eliznn.::ted. This could involve a cost reductic." C:Llsing 

on decreasing the headcount, 3nd a strong effor nt the 

loan portfolIO to Achieve profItability. 

Pressure for profitability at PIC cOLlld in It: ~l tl ve 

) 
force, SInce it would reqUIre PIC managemen' more 

./ 

bLlsiness conSClOUS and cost effective in manag' ': PIC 

may be a development vehicle, it is also ~nc i al 

institution with earnings obligations to sharel 'Jch It 

mLlst prosper or be forever dependent on conces: ng. 

E. Compliance with Terms of the Loan Contrac\ 

Under terms of the loan contract signed in Auq\ AID, 

PIC must: 

1. establish 'a risk minimization -fund, c. Itr· 3% 

annu~lly in average AID outstandings 
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2. have paid in capital of US$ 10 mIllion in order to access 

more than the orlginal US. 8 million from AID 

3. not pay dividends until achieving at least two consecutive 

years of earnings 

4. not use AID loaned funds for administrative and operating 

expenses 

5. contribute 2% of the loan and investment portfolio to the 

bad debt reserve, on an annual basls 

6. not make loans in excess of 20% of net worth 

) 7. not exceed leverage of 4 to 1 (during first fIve years) 

8. not participate in traditional banking actiVIties 

risk minimization fund of 3% of AID outstandlngs 

A risk minimization fund h&s been establIshed with the FIrst 

National Bank of Boston. The loan contract requlres a fund of 3% 

per year. There is some ambiguity as to how this should be 

measured. It appears that the requirement is on averaqe 

assets. measured semiannually. and that PIC IS therefore In 

) compliance. This explains why the 7-31-87 outstandings on the 

risk minimization fund are US$ 156,147, which is 2.6% of the PIC 

debt to AID of US$ 5,991,911 at the same date. 

paid in capital of US$ 10 million to access additional AID funds 

The 7-31-87 paid in capital at PIC is US$ 8.2 million, althou~h 

WIth accumulated losses the net worth figure is US$ 7.9 million. 

A new shareholder, a German public sector d~velopment entity, has 

expressed interest in investing US$ 1 million in PIC equity. 
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not pay div'idends until 2 years of profits 

PIC has never paid a dividend, and there are no plans to declare 

one for this year. The loan agreement is not clear whether the 

two year requirement is after coverage of the accumulated loss~ 

as it might well be. This should be clarified because the loan 

contract is not clear on thlS point. 

not use AID funds for admlnlstrative and operating expenses 

AiD drawdowns are made only for purposes of fund1ng loan 

activities. 

maintain a bad debt reserve of 2% of the loan portfolio 

The 7-31-87 bad debt reserve was US$ 235,401~ which was '1 • 
L. J I. 

the USS 8.704,656 loan portfolio at the same date. It should be 

noted that the probable loss of the remaining amount of the Peco 

investment, listed at this same date as US$ 232.807. will not 

necessarlly be IlQuidated against this reserve becaUSE the amount 

is not a loan. It COLlld !Je "wr1tten off" monthly ~'Ilth Paco s 

liquidatlon as the amount of the company's net warth is reduced. 

) since the investment 1S carried on the books by the equity method 

of valuation. The asset value of the investment would oe reduced 

commensurately, with a parallel reduction of net worth. However, 

it would not be inappropriate to liquldate this agaln~t the loan 

loss reserve if feasible since it is in the nature of a loan. 

maximum loan size of 20% of net worth 

The largest loans Qn PIC's books are US$ 1,964,169 to Hules 

Tecnicos and USf 1,500,000 to Liga de la CaNa. The first of these 

loans exce,eds PIC's present limit of US:f: 1,631,178. A waiver for 

PRIVATE INVESTMENT CORPORAl ION Page 38 \o~ 



FINDINGS 

booking of this ~oan was obtained from AID. 

maximum leverage <liabilities to net worth) of 4 to 1 

At 7-31-87, PIC's leverage was 0.79. 

not parti~ipate in traditional banking .\.':.ivities 

Although this limitation is somewhat vague. It ]~ apparent that 

PIC does not engage in "traditional banking acti'vities" other 

than lending, such as letters of credit end documentary 

collections, money transfers, liquidations of foreign e::change, 

etc. Indeed, this is one of PIC's major disadvantages In the 

) market. The investment banking alternatives now being pursued by 

PIC should not be construed as "traditional banking ac:tivltlE'~" 

especially since one of the principal reasons for" establishIng 

PIC was to promote investment banking ac:tlvitles by PIC. 

) 
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I I I. CONCLUSIONS 

PIC has complied with its mandate of dev~!opment bank lending. 

compl) 1 ng, in general. a porttclio that achleves addltlonalitv 

and higher than commercial ban~ risk. With the projects already 

appro-"ed but riot vet di sbur o.~E'd. and \'Ji th other projects j n the 

pipeline, it appears that thlS trajectory will continue. 

The credit process at PIC. havIng been deficient in several 

areas, is now improving under the new management, although 

continued improvement is n~cessarv. Specificc:'llly, financial 

analysis skills need be upgraded. and a greatet- consolldated 

viewpolnt IS adviseable in credits dependent on related companles 

for commercializatIon of the Costa Rican producers product. 

The present organizational structure within the credit analysis 

department is, in the opinion of the wrlter, not optimal. A 

credIt offIcer system would provide greater credit understanding, 

acco~tability, and continuity with the client. as mentIoned and 

recoamended in other sections of this report. 

PIC's financial situation is confusing. The balance sheet is 

overly capitalized from a financIal lnstitution perspective, 

which renders adequate profitability in the future very 

difficult. But perhaps this is a moot point because with the 

pres~t over dimensioned staff structure at PIC, a suitable 

profitability on the portfolio is a long way off. PIC's operating 

costs are presently a high 9.28% of the portfolio. 

The organization, with 25 people, is too large to he adequately 
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supported by a po~tfolio of the present si=e. 

of PIC, the organization does not have other 

other banking actIvities, to share some of 

However. in defense 

activit1es, 1. e. , 

the instItutional 

costs (prem1ses. accounting, support staff) associated with being 

a local financial InstItution. The investment banking activity is 

not VGt ready to absorb some of these costs and is presently 2 

drag 0:. earnings. 

Nevertheless, we question the proprIety of the present PIC 

dimenslons to project itself in the market now and 1n the near 

term. At the present time, PIC offers nothing to potential market 

1 nvestors. And if PIC cannot achieve fln~nclal viability in the 

market, It will Le totally dependent on concessionary funding for 

its future existence. Both PIC and AID should ta~e a long term 

view of this to establish objectives and directions for PIC. 

Otherwise, its future as an Independent private financlal 

tnstitution IS questionable at best. 
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IV. RECOMMENDATIONS 

For PIC 

In order to lmprove the effectiveness of the PIC rlsk asset 

management process, PIC senior management should implement anew 

an account executive mode of organlzatlon, with delegated account 

management responsibilities, as outlined in this report. Each 

credit should have one person responsible and accountable for all 

matters pertaining to it, under the supervision of the unit head. 

As part of thi S organi z at i onal struc tLlre. each ac count e:·: eCLlt i ',Ie 

should present his/her particular credit directly to the board, 

once recommended by th~ ~redit committee, lnstead 0+ havinQ the 

general manager or unit head do the presentation. lhlS t·all 

foster greater accoLlntability and account "ol'mershlp" l-Jit~:ln the 

system, and will permit the board to become more involved With 

the e:-:ecuti ve employees to measure their l-Jorth and 

"prom.::Jtability" Nhen opportunities "Wlse. All anal yse'= and 

recommendatlons should emanate from a person, the 

concurrence of supervisors, not from a department. 

ThIS change must be implemented carefully and deliberately, not 

by a mere "stroke of the pen." F:esponsi b iIi t i QS must be def i ned 

for the account executives, the follow up people, and the credit 

supervisor. Outside help in this implementation context could be 

of particular value. 

The credit supervisor should also take on a mor~ active 

adver5arial and demanding role in questioning financial ann other 
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analyses, ~s needed. The credit supervisor should also be willing 

to take on more of a coaching role. This function may be 

delegated as appropriate, permlting more veteran account 

executIves to aSSIst In the development of less experienced 

officers, thus sharing the supervisory role and responsibilitie$ 

in a limited way. 

Whether or not the above is implemented, PIC should make 5ur~ 

that its analysIs staff receive help in financial analYSIS. the 

sooner the better. 

) PIC should immediately adopt a loan approval summary form for all 

credIts, both for control and administration purposes. As it is 

now, It is necessary to dig through the credit files to find out 

what has been approved, when, to whom. and under what conOitlons. 

Whlle most of the analysis staff may have this informatIon in 

theIr head~ since the loan volume is so small, this is obviously 

inappropriate. 

All financial in~tltutlons should have such a form to recommend a 

credit, and most do, to define clearly what has been approved and 

under what condItions, and to document approvals. ~Ihi I e board 

resolutions now provide this function, these resolutions are too 

cumbersome and do not normally include all the pertinent 

information. The Credit Approval Summary form should include: 

* the name of the company and its location 

* its ownership structure, in one line (not a detailed list) 

* client category (i.e., industry, agriculture, etc.) 

* net sales, total assets and total capital (for purposes of 
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comparing to the amount of total credIt approvals. not for 

financial analysis) 

• date of recommendation and approval 

* date of credit revision to be mad~ 

* total credit approval in thousands. IncludlnQ e::istlnq 

facilities 

* present outstandings, if any, and under what facilitIes 

* amount of increase or decrease in total credit facilltles 

* brief description of credit facilit~es~ including major 

) 
terms (if a term loan with numerous conditions. the term 

loan summary should be attached to the C.A. Summary> 

* a listing and brief description, noting the value. of all 

collateral and support taken for new and existln0 credIts 

* a space for the inItials of the account e~ecutlve and 

other members of the credit committ~c, 

members recommending and approving the credit 

* a brief, two page maximum, credit rem3r~s sectlon appended 

outlining the major rlsks and the reasons for approvlng 
) 

./ the credit (this would be a summary of the proj~ct 

analysis) 

For AID 

The ambiguous situation with the dividend limitation should be 

defined. It would be appropriate to require sufficient profits to 

cover accumulated PIC losses before permitting any dividends. 

AID should confirm with PIC the situation regardlng the 3% 

requirement on the risk minimization fund and define procedures 
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to make sure the amounts on the balance sheet accounts are In 

concurrence. 

AID should define the financial objectives for PIC vIva VIS the 

desireability of ~idespread ana minority investment In PIC, and 

determine the relatIve importance of earnings and of having PIC 

project itself as 3 vIable financial institution in the market. 

At present, there ap~cars to be inconsistency, as outlined in the 

financial analysis part of the findings section, and the 

executive summary, of this report. 

) Related to this issue, AID should reconsider the necessity of PIC 

) 

achievIng USt 10 million in capital for eligibilIty to the 

additional concessionary funding. Whether or not PIC should 

receive this funding should depend on other factors such as 

compliance with the spirit and requirements of the lo~n 

agreement, PIC competence and effectiveness as a development 

banking vehicle, and efficency in the task. AdditIonal caPItal IS 

not necessary from a financial point of view. 

PRIVATE INVESTMENT CORPORATION Page 4S 



PRIVATE INVESTMENT CORPORATION Comparative Financial Statements 
**.***************************************~************************** 
thousands of'dollars audited audited int.rnal 

RATIOS <* annualized) 
return on avg. assets % 
return on avg. equity 'l. 
return on avg. securities 'l. 
net spread on avg. portfolio % 
opere expo I avq. portfolio % 
risk min. fund I AID debt % 
loans / AID debt 
lIabilities I equitv 
lo~n loss reserve I portfolio % 

BAl.ANCE SHEET 
C25n 
marketable securities 
risk minimization fund 
Liquid Assets 

loans, net 
) receivables & other 

Normal Risk Assets 

investments 
fixed assets. net 
Illiquid Assets 

Total Assets 

short term payables 
loan payable - AID 
Total Liabilities 

common stock 
FX and other adjustments 

) def i ci t 
Total Net Worth 

Liabilities + Net Worth 

INCOME STATEMENT 
interest on marketable sec 
interest on loans 
commissions en loans 
Asset Related Income 

interest ~ commissions paid 
operating expenses 
Total Expenses 

other income 
Operating Income 

l~ssl loan loss provision 
lessl less en investment (Paco) 
l.ss. FX less ~ other 

'Net Income 

12-31-85 12-31-86 7-31-87 

N.A. 
N.A. 
N. A. 
N.A. 
N.A. 
N.A. 
N.A. 

.1)0 
N. A. 

84.2 
5269.1 

0.0 
5353.3 

2000.0 
111. 3 

2111.3 

0.0 
229.2 
229.2 

7693.8 
------------

3(1.8 
0.0 

30.8 

8153.9 
-1.3.6 

-477.::· 
7663.0 

7693.8 
====c= 

982.9 
70.8 
5.0 

1058.7 

64.1 
524.6 
588.7 

50.2 
520.2 

0:0 
o 

495.5 

24.7 

0.73 
0.98 
9.33 

11.32 
20.59 

1.02 
1.23 
O.6b 
2.40 

11. 3 
602.3.9 

80.3 
6115.5 

6100.4 
142.5 

o24:L.9 

238.8 
205.1 
44:5.9 

12802 •. 3 
---------------

117.9 
4967.5 
5085.4 

8153.9 
-.:.4.8 

-402.2 
,7716.9 

12802.3 
---------_._---

527.0 
464.8 
62.0 

1053.8 

68.3 
834.0 
902.3 . 
132.9 
284.4 

150.0 
59.4 
0.0 

75.0 

2.30 * 
3.9b * 
7.41 * 
9.08 * 
9.28 * 
2.01 
1. 41 
0.79 
--. --~. 1_' 

27.0 
4770.8 

156.2 
4954.0 

8469.3 
230.7 

87(1).0 

232.8 
187.4 

14074.2 
--------------

2(11.1 
~,991 .9 
619:: .• 0 

8155.9 
c.-.~. e 

-..J".~ 

-222.2 
·'881.2 

14074.2 
--------------

430.9 
22.7 

686.9 

67.8 
394.4 
462.2 

46.8 
271.5 

87.4 
2.5 
1.5 

180.1 


