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INFORMATION MEMORANDUM FOR THE ACTING ADMINISTRATOR

FROM:  DGC, John E. Mulle @/m/)

SUBJECT: Recent Statutory Enactments On Debt for Development:
Modifications to A.I.D. Debt for Development
Guidelines

I. SUMMARY

This memorandum summarizes recent statutory enactments and
regulatory changes regarding the A.I.D. Debt for Development
Initiative. The subject enactments are contained in the Fiscal
Year 1990 Foreign Assistance Appropriations Act (P.L. 101-167)
(the "Appropriations Act"), enacted on November 21, 1989; and
the International Development and Finance Act of 1989

(P.L. 101-240), enacted on December 19, 1989.

The above enactments express strong congressional support for
the A.I1.D. Debt for Development Initiative, as well as for
other U.S. Government efforts to reduce debt burdens of
developing countries. The enactments reflect positive
congressional action to remove obstacles to effective use of
the Initiative. As discussed further below, the cumulative
effect of these enactments for A.I.D. has been: (1) to relieve
nongovernmental organizations (the Debt for Development
"intermediaries") receiving A.I.D. grants from the previous
requirement to return to the U.S. Treasury interest earned on
local currencies received from the exchange of A.I.D.-financed
debt, and to allow such intermediaries to establish endowments
with such local currencies; (2) to provide permanent, specific
authority to A.I.D. to finance Debt for Development
transactions involving natural resources ("Debt for Nature®
exchanges); and (3) to require A.I.D. to take the initiative
in stimulating Debt for Nature exchanges, especially in
sub-Saharan Africa.



As an immediate conseguence of these enactments, the A.I1.D.
Debt for Development Guidelines have been modified to remove
the requirement, previously contained in Sections D(10) and
D(11) of those Guidelines, to return to the U.S. Treasury
interest received by intermediaries on Debt for Nature and
other Debt for Development exchanges. A.I.D. also may now
approve proposals by nongovernmental organizations to establish
endowments with local currencies received from such debt
exchanges and to use the interest earned on such endowments
either to expand the endowment or for ongoing program purposes,
without further appropriation by Congress. This endowment
authority is novel and highly significant, because it allows
establishment of long-term funding mechanisms for A.I.D.
nongovernmental organization grantees.

Finally, as a result of recent enactments, A.I.D. for
accounting and other purposes will no longer regard the local
currencies received in exchange for debt retirement as grant
"advances." Instead, a Debt for Development dollar advance
will be liquidated upon the purchase of the debt, which will
effectuate the terms of the agreement between the intermediary
and the debtor government providing for prompt retirement of
the debt in exchange for development resources (such as local
currencies, environmental set-asides, or policy commitments)
needed for additional project purposes. The use of such
resources by the intermediary for agreed-upon purposes will be
subject to quarterly reporting requirements.

The above statutory and regulatory changes, reflected in
modified Debt for Development Guidelines described in Part V of
this memorandum, should significantly enhance the
attractiveness of the Debt for Development mechanism, both to
intermediaries and debtor countries.

II. BACKGROUND

In February 1989, A.I.D. announced a new Debt for Development
Initiative to finance certain programs of nongovernmental
organizations by means of debt exchange transactions. (The
Debt for Development Guidelines issued by A.I.D. at that time
are Attachment A to this memorandum.) Through this new
financing mechanism, nongovernmental organizations (such as
private voluntary organizations, cooperatives and universities)
serving as Debt for Development "intermediaries"” use A.I.D.
grant dollars to buy developing country debt at a discount
price. The intermediaries subsequently exchange the debt for
local currencies needed for development activities. Debt for
Development transactions achieve a dual purpose: they reduce
debt burdens of aid-recipient countries, and they obtain a
favorable rate of exchange for A.I.D. funds provided to
nongovernmental organizations for foreign assistance purposes.



During the past year, A.I.D. has gained useful experience with
the Debt for Development mechanism. A Debt for Development
transaction will provide $1 million to the World Wildlife Fund
for biological diversity and other nature preservation
activities in Madagascar. Another Debt for Development
transaction will provide $2,050,000 to the International
Foundation for Education and Self-Help (1IFESH) for self-help
development efforts in Nigeria, Niger and Guinea. Additional
proposals are pending in other countries.

A significant obstacle to wider utilization of the Debt for
Development mechanism has been the requirement regarding use of
interest earned on local currencies obtained by intermediaries
through debt exchange transactions. Sections D(10) and D(1l1)
of the A.I.D. Debt for Development Guidelines have required
that all such interest be remitted to A.I.D., for the account
of the U.S. Treasury. This rule, which has been required by
general principles of law governing appropriated funds, has
reduced the value to intermediaries of Debt for Development
transactions, especially where the debtor country will make
installment rather than lump sum payments of local currencies
to intermediaries in exchange for release of its debt
obligations. 1In accordance with recent enactments, this rule
has now been changed.

ITI. AUTHORITY IN THE FY 1990 APPROPRIATIONS ACT
Section 584 of the FY 1990 Appropriations Act provides:

"In order to enhance the continued participation of
nongovernmental organizations in economic assistance
activities under the Foreign Assistance Act of 1961,
including debt-for-development and debt-for-nature
exchanges, a nongovernmental organization may invest local
currencies which accrue to that organization as a result of
economic assistance provided under the heading "Agency for
International Development” and any interest earned on such
investment may be used, including for the establishment of
an endowment, for the purpose for which the assistance was
provided to that organization."

Section 584 authorizes nongovernmental organizations to retain,
for program purposes, interest earned on local currencies
received through an A.I.D.-financed debt exchange (or as a
result of other economic assistance activities), and to
establish endowments with such funds.

As background to Section 584, the Senate Appropriations
Committee Report (S.Rep't 101-131) on the FY 1990 foreign
assistance appropriations bill emphasizes the magnitude of the
international debt problem and describes the damaging effect of



the previous interest repayment rule on those Debt for
Development exchanges targetted to nature preservation:

"The Committee notes that there is approximately
$1,200,000,000 in outstanding debt by developing
countries. This debt places enormous pressures on many of
these countries to consume their natural resources in an
uncontrolled manner. This process not only causes serious
and irreversible ecological damage, but also precludes the
economic opportunities provided by the sustainable use of
natural resources. While the Committee does not expect
debt-for-nature exchanges to significantly reduce the debt
burden, it can be a powerful tool in generating additional
resources for environmental protection.

"A.I.D. has been hindered in the execution of
debt-for-nature exchanges by the requirement that interest
bearing accounts set up from Federal funds have their
interest returned to the U.S. Treasury. Thus, A.I.D. has
been prohibited from participating in the most effective,
and least inflationary, of debt exchanges by this
requirement. Accordingly, the Committee has included bill
language authorizing A.I.D. to provide funds to
nongovernmental organizations for debt-for-nature
exchanges, and allowing those NGO's to retain interest
earned on the proceeds of any such exchange pending their
disbursement for an approved natural resource protection
program.”

The House Appropriations Committee's Report (H.Rep't 101-165)
on the appropriations bill states more general support for
certain debt exchanges:

"The Committee continues to support debt-for-nature
swaps as a small but creative and promising contribution to
the overall debt problem in the developing world. . . . The
Committee is . . . encouraged by specific debt for
environmental strategies originating in developing
countries, such as a proposal by the government of Costa
Rica, suggesting debt relief for energy efficiency and
conservation in that country."

Section 584 and the Appropriations Committee reports reflect
strong congressional support for the debt exchange mechanism
and for the A.I.D. Debt for Development Initiative. In
authorizing retention of interest earnings and establishment of
endowments, Congress has removed a Principal obstacle to wider
utilization of the debt exchange mechanism.



IV. INTERNATIONAL DEVELOPMENT AND FINANCE ACT PROVISIONS

Titles IV through VII of the International Development and
Finance Act ("IDF Act") set guidelines and impose certain
requirements for United States policy on international debt
issues, especially regarding Multilateral Development Bank
(MDB) transactions. These provisions will be described in a
separate Information Memorandum.

A, v ¢ With regard to Debt for
Development, Section 531 of the IDF Act states the sense of the
Congress that Debt for Development exchanges "serve a useful
purpose” by providing "highly indebted developing countries
with a creative method of reducing external debt burdens" and
by enabling banking institutions to strengthen overall loan
portfolios through reduction of high external debt burdens.
Section 531(b) directs "each appropriate Federal banking
agency” to "adopt uniform guidelines" supportive of Debt for
Development transactions.

B. Debt for Nature: Title VII of the IDF Act, which is
separately titled the "Global Environmental Protection
Assistance Act of 1989" ("Global Environment Act") enacts into
permanent law, as a new chapter 7 of part I of the Foreign
Assistance Act, detailed authority and guidelines on Debt for
Nature exchanges. A copy of this new Act is Attachment B to
this Memorandum.

The Global Environment Act specifically authorizes A.I.D. to
provide grant assistance to nongovernmental organizations to
purchase discounted commercial debt of developing countries for
use in a Debt for Nature exchange. It authorizes Debt for
Nature exchanges with those countries that are "fully
committed” to the long-term viability of the nature project,
that have prepared (or have provided for the preparation of) a
long-term plan, and that have a governmental or nongovernmental
entity capable of overseeing long-term project viability. The
Act defines broadly the environmental purposes that may be
achieved by such an exchange. For example, such efforts may
include (1) protection efforts for the world's oceans and
atmosphere, animal and plant species, and parks and reserves;
(2) development of natural resource management, local
conservation and training programs; and (3) promotion of
regenerative approaches in farming, forestry, fishing, and
watershed management.

Significantly, the Global Environment Act authorizes grantees
(as well as subgrantees) of Debt for Nature grants to retain
interest earned on the proceeds of a Debt for Nature exchange,
and the Act allows establishment of endowments with such
proceeds and interest. Unlike the similar authority provided



for all Debt for Development grants in the FY 1990
Appropriations Act, discussed above, the Debt for Nature
authority provided in the Global Environment Act is permanent
because it has been included in the Foreign Assistance Act.

Finally, the Global Environment Act directs A.I.D. to take the
initiative in developing Debt for Nature proposals. The Act
directs A.I.D., in cooperation with nongovernmental
organizations, to "seek to identify those areas, which because
of an imminent threat, are in particular need of immediate
attention to._prevent. the.loss-of unique -biolegical" life or
valuable ecosystem,” and it directs A.I1.D. to "encourage as
many eligible countries as possible” to propose Debt for Nature
exchanges in order to "demonstrat(e] to a large number of
governments the feasibility and benefits of sustainable
development.”

C. PRilot Program in Sub-Saharan Africa: The Act directs

A.I.D., in cooperation with nongovernmental conservation
organizations, to "invite the government of each country in
sub-Saharan Africa to submit a list of those areas of severely
degraded national resources which threaten human survival and
well-being and the opportunity for future economic growth or
those areas of biological or ecological importance within the
territory of that country.” A.I.D. is directed to "assess the
list submitted by each country” and to "seek to reach
agreement”™ with that country for the "restoration and future
sustainable use of those areas."

The Act specifically authorizes A.I.D. to make grants to
nongovernmental organizations to purchase discounted commercial
debt of an eligible sub-Saharan country "in exchange for
commitments by that government to restore,” or for "commitments
to develop plans for sustainable use" of, natural resources
identified by the country in the list submitted to A.I.D. The
Act reiterates the authority of Debt for Nature grantees to
retain interest earned on proceeds of a Debt for Nature
exchange in sub-Saharan Africa, and to establish an endowment
with such proceeds and interest.

Though A.I.D. has previously had authority to award Debt for
Nature (as well as other Debt for Development) grants under
general provisions of the Foreign Assistance Act, the Global
Environment Act provides specific authority and detailed
guidelines for administration of a Debt for Nature program,
especially in sub-Saharan Africa. The Act is most significant
in providing permanent authority to Debt for Nature grantees to
retain interest on proceeds of debt exchanges, and to establish
endowments.



V. MODIFICATIONS TO A.I.D. GUIDELINES

In accordance with the new statutory authority provided in the
Appropriations and IDF Acts, the A.I.D. Debt for Development
Initiative Guidelines have been revised by deleting the text of
Section D(10), titled "Interest Earned on Local Currencies
Obtained from the Debt Exchange.” Section D(1l), regarding
“"Installment Payments in Exchange for Debt Retirement," has
also been revised by deleting the last sentence of the first
paragraph, which reiterates the interest repayment requirement.

In place of the above provisions, the following new text has
been provided for Section D(10);

Subject to agreement by A.I.D. and any special rules to be
issued by A.I.D., the intermediary may earn and retain
interest or other forms of income on the principal amount
of local currencies obtained by the intermediary through
debt exchange transactions, and the intermediary may use
such principal and income either directly for approved
program purposes or to establish an endowment for long-term
financing of such program purposes. During the life of the
project, the intermediary shall make quarterly reports to
A.I.D. of the amount of such local currencies earned,
retained or used for project purposes.

In addition, in response to enquiries and suggestions of
interested parties since A.I.D. issued its original Guidelines
for the Debt for Development Initiative in February 1989, the
Guidelines will be modified in order to: (1) clarify that
parties eligible to participate in Debt for Development
activities include educational institutions, such as
universities, which are not instruments of the aid-recipient
governments; and (2) advise that in reviewing proposals by
debtor governments to make debt exchange local currency
payments in installments rather than in a single lump sum,
A.I.D. and the intermediary organizations should consider the
risk of nonpayment by the debtor country and whether insurance
or other guarantees against nonpayment should be provided to
reduce the risk of loss.
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Attachment A

AGENCY FOR INTERNATIONAL DEVELOPMENT
WASHINGTON DC 20%2)

SHOWING MODIFICATIONS TO GUIDELINES

February 15, 1989

A.1.D. ANNOUNCES DEBT FOR DEVELOPMENT INITIATIVE

the U.S. Agency for International Development (R.I.D.) is
initiating a new Debt for Development mechanism to finance
development assistance activities of non-governmental
organizations. Through this new Initiative, A.1.D. will support
certain programs of nhongovernmental organizations in developing
countries through debt exchange transactions that will both reduce
the host countries' debt burdens and obtain a favorable rate of
exchange for foreign assistance funds provided to such
organizations.

I. JINTRODUCTION TO THE A.I.D. INITIATIVE

A. 5ummar1

With the Debt for Development Initiative, AR.I.D. will use foreign
assistarce funds to finance the purchase, by intermediary
organizations, of debt currently owed by developing countries to
foreign creditors. A.1.0. will finance the Ppurchase of debt at
the discount price at which such debt is currently bought and sold
on the secondary market.

Instead of seeking to collect the full face value of debt acquired
through the Debt for Development Initiative, however, A.1.D. will
provide for the retirement of the debt in exchange for resources
that the debtor countr will provide for use in development
activities. For example, debt acquired with R.I.D. funds could be
retired in exchange for local currencies to be used in -
A.1.0.-financed health and nutrition programs in the debtor
country. By converting foreign assistance dollars into local
development resources (such as local currencies) through the debt
exchange market, A.I.D. will be able to reduce the debt burden of
developing countries while also obtaining local development
Fesources at a favorable rate of exchange.
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Resources received through Debt for Development transactions will
be used for A.I.D.-financed projects of non-governmental 52
organizations, such as private voluntary organizations (PVOs),
cooperatives,, These organizations will play a central role in the
Debt for Development Initiative by serving as intermediaries
between A.I.D. and the current owners ("holders") of developing
country debt, as well as between R.1I.D0. and the debtor countries,
for the purpose of acquiring and retiring debt. Intermediary
organizations will then be responsible for managing the use of
resources acquired through the debt exchange for development
activities approved by A.1.D.

B. Background on the International Debt Market

Many developing countries face serious difficulties in repaying
high volumes of debt owed to foreign governments and private
commercial lenders. Payments of pPrincipal and interest on debt
consume a large proportion of the foreign currencies earned by
developing countries. Heavy debt burdens also limit opportunities
for obtaining new credit, thus impeding development efforts.

In recent years a private commercial market has developed for the
debt obligations of nations ("sovereign debt"), which can be
bought or sold like other commercial property. Because of the
increasing risk that many heavily indebted countries will be
unable to repay either all or part of their debt, debtholders have
become willing to sell the debt for an amount less than the debt's
face value. Debtholders may wish to sell this debt, even at a
"loss" resulting from the discount price, in order to capture the
debt's current value and to reduce the volume of non-performing
loans in their loan portfolios.

Parties wishing to invest, conduct other forms of business, or
support development activities in developing countries may find it
attractive to purchase the debt of developing countries at current
discount prices. After buying the debt, the new debtholders
exchange or swap the debt for assets (such as local currencies or
equity shares in local enterprises) provided by the debtor
country. The value of the assets received in this exchange may be
less than the debt's face value but greater than the debt's
purchase price. Thus the buyer ultimately gains a more valuable
asset in the debtor country through the mechanism of the debt
exchange than through direct acquisition with dollars or use of
conventional currency exchange markets.

L
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Developing countries also benefit from debt exchange transactions,
because these countries retire a certain amount of foreign debt
while gaining new participants in their economies (for example,
new investors in private enterprises). Debtor nations generally
cannot take advantage of the discount sale price of their debt by
purchasing their own loans directly, because the terms of most
loan agreements bar such purchase. Therefore, most debt exchange
transactions require Purchase of the loan asset by a third party

serving as intermediary between the lender and the borrowing
country,

c. Participation by A.I.D. in the Debt Exchange Market

The new international debt market presents A.I1.D. with an
opportunity to achieve several objectives, consistent with the
purposes of the U.S. foreign assistance program. Through the new
Debt for Development Initiative, A.1.D. will participate in this
market by using foreign assistance funds to finance the purchase
of loans owed by developing countries to foreign creditors.
Instead of collecting such loans, A.1.D. will provide for their
retirement in exchange for local assets needed for foreign
assistance activities of nongovernmental organizations in debtor
countries.

A.1.D. will finance all debt exchange transactions through
intermediary organizations, such as private voluntary agencies and
cooperatives. A.I.D. will issue grants to intermediary
organizations to purchase debt. Intermediaries will subsequently
convert this debt into local assets, which the intermediaries will
use for either newly initiated or ongoing development projects
approved by A.I1.D. Participation by intermediaries in Debt for
Development will strengthen the development programs of these
organizations while simultaneously advancing the other stated
objectives of the Debt for Development Initiative.

R.I.D. will finance debt exchange transactions yielding various
types of host country assets needed for development activities.
For example, debt could be exchanged directly for local currencies
needed to finance development activities, such as education and
health programs, in the debtor country. Intermediaries could also
exchange A.I.D.-financed debt for host country programs, such as
commitments to conserve natural resources or protect endangered
species (“"debt for nature"), in a manner similar to the recent
debt exchange agreement between the Government of Bolivia and a
private organization (Conservation International) to protect
tropical rain forest in Bolivia. @ wide range of A.I.D.-financed
programs of nongowernmental organizations will be eligible for
financing with resources obtained through the Debt for Development
Initiative.
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Each activity of a nongovernmental organization financed through a
Debt for Development transaction must be approved by A.I.D. in
accordance with standard Agency rules and procedures applicable to
funding of nongovernmental organization activities. Both new and
ongoing activities of nongovernmental organizations will be
eligible for financing, either in whole or in part, through 4.1.D.
Debt for Development transactions.

D. Xllustrative Transaction

Each Debt for Development transaction will be accomplished through
a series of agreements and transactions involving the debtor
country, the debtholder, A.1.0., and an intermediary

organization. The A.I.D. Debt for Development Guidelines, which
follow in Part II, will govern these transactions. The following
hypothetical transaction shows in abbreviated form the steps
needed to complete a typical Debt for Development exchange.

Example: A private voluntary organization dedicated to
preservation of endangered species (in this hypothetical example,
the organization will be called “Preservation International") has
received a commitment by A.1.D., or is preparing to submit a
proposal to A.I.D., to fund a pProject to preserve a species of
wildfowl in the Philippines. This project will require a sum of
local currencies to finance & wildfowl protection plan, as well as
a commitment by the Government of the Philippines to set aside a
significant acreage of Public land as a wildfowl refuge.

Preservation International determines that the Government of the
Philippines owes a substantial quantity of debt to foreign

A.I.D. Mission in Manila to determine whether the acquisition of
Philippine Government debt as part of a debt exchange to finance a
wildfowl preservation project in the Philippines would be
consistent with U.S. and multilateral economic policy and A.I.D.
project priorities in the Philippines.

If A.I.D. responds favorably to Preservation International's
enquiry, representatives of the organization (perhaps in
collaboration with USAID Mission personnel) initiate a discussion
with representatives of the Government of the Philippines, most
likely including representatives of the Central Bank. These
discussions explore the interest of the Philippine Government in
supporting a wildfowl preservation project financed through the
proceeds of a Debt for Development transaction financed by A.1.D.
Preservation International reaches an agreement in principle with
the Government on the basic terms of a Debt for Development
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agreement establishing the terms, mechanism, and schedule for
retirement of Philippine Government debt in exchange for local
currency and Government commitments to establish a wildfowl
refuge. Preservation International also confirms the availability
of Philippine debt for sale on the secondary commercial market and
the current price of such debt.

Preservation International then prepares a proposal for A.I1.D.
describing, among other things, the wildlife preservation
objective of the project, the anticipated role of Philippine debt
in financing the project, the availability of such debt for
purchase, the proposed use of a broker or other means to acquire
and process the debt certificates, the willingness of the
Government of the Philippines to provide local currency and
wildfowl refuge commitments in exchange for retirement of debt,
and a plan for use of local currency to meet project objectives.

If A.1.D. agrees to finance the project, it enters into an
agreement with Preservation International setting forth the basic
terms and procedures of the Debt for Development transaction, as
well as other issues normally addressed in a project agreement.
With the financing for the transaction assured, Preservation
International enters into a formal agreement with the Government
of the Philippines setting the terms for the eventual debt
exchange.

Preservation International then negotiatés a favorable discount
price for purchase of a volume of Philippine Government debt from
@ willing commercial seller. Consistent with the Debt for
Development agreement between A.I.D. and Preservation
International, A.1.D. provides grant funds to finance the purchase
of this debt. Preservation International takes title to the debt
but promptly retires it in exchange for the local currency and
commitments promised by the Government of the Philippines in the
Covernment's separate agreement with Preservation International.

Preservation International subsequently utilizes the local
currency, which the Government provided in exchange for the debt
retirement, for wildfowl preservation purposes. It monitors the
Philippine Government's compliance with its commitment to set
aside a wildfowl refuge, as provided in the debt retirement
agreement, and it administers the project in a manner otherwise
consistent with standard rules governing A.1.D.-financed projects.
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I1. A.I.D. DEBT FOR DEVELOPMENT GUIDELINES

A.1.D. has prepared the following Debt for Development Guidelines
to govern administration of the Agency's Debt for Development
Initiative. These Guidelines describe the role of intermediary
organizations in the Initiative, the types of A.I.D. grants that
will be available, and the various administrative and contractual
procedures required in order to effect a Debt for Development
transaction. A.I.D. expects to modify these Guidelines as it
gains experience with the Debt for Development Initiative.

A. Introduction

1. Scope and Applicability: The following Debt for
Development Guidelines govern the programming of funds made
available to the Agency for International Development (A.I1.D.)
under the Economic Support Fund (ESF) and Development Assistance
(DA) accounts (including the Development Fund for Africa), to the
extent such funds are used to finance the purchase of debt owed by
developing countries to parties other than the United States
Government. All such debt acquired with A.1.D. financing will be
exchanged for local currencies or other assets (such as local
currencies or host country development efforts) needed to achieve
one or more objectives of the ESF or DA program.

Organizations receiving foreign assistance funds from A.I1.D. may
not use such funds to acquire debt owed by developing countries,
or engage in other transactions involving such debt, without prior
approval of A.I.D. All debt acquisitions financed directly or
indirectly by A.1.D. shall be undertaken in accordance with these
Debt for Development Guidelines.

2. Purpose of Guidelines: These Guidelines are

designed to ensure that A.1.D.-financed Debt for Development
programs achieve the objectives stated in these Guidelines and
operate in a manner consistent with United States lauws governing
the use of appropriated funds.

3. 1ssuing Party and Authority: A.I.D. issues these
guidelines under the authority provided in the Foreign Assistance
Act of 1961, as amended.

4. Modifications to Guidelines: Modifications to
these Guidelines may be needed as A.I.D. gains experience with its
Debt for Development program. Parties cooperating with A.I.D. in
the implementation.of this Initiative are encouraged to identify
problems that arise in applying these Guidelines and to suggest
any needed changes. )



B. Objective

The objective of the A.1.D. Debt for Development Initijative is to
finance foreign assistance activities of nongovernmental
organizations (such as voluntary agencies and cooperatives)
through debt transactions that will:

==~ (1) assist in reducing the foreign debt burdens of
developing countries that receive U.S. foreign assistance,
consistent with the general economic development purposes of the
U.S. foreign assistance program; and

== (2) obtain a favorable rate of exchange for U.S.
foreign assistance dollars that are converted into local
currencies or exchanged for other assets needed for foreign
assistance programs.

C. General Statement of Policy

To achieve the objectives stated above and consistent with A.1.D.
rules and regulations (including the present Guidelines), A.I.D.
invites non-governmental organizations, such as private voluntar
organizations (PUOs)‘ ud’?ooperatiuestse Guildelines
refer to as Debt for Development “intermediary organizations" or
“intermediaries"), to develop proposals for grants and cooperative
agreements with A.I.D. to implement the A.I1.D. Debt for
Development Initiative.

A.1.0. will review proposals by intermediary organizations to use
foreign assistance funds to finance the purchase, by the
intermediary organization, of debt owed by developing countries to
parties other than the United States Government. Such proposals
must provide for prompt retirement of such debt through an
exchange of the debt for local currencies or other assets
furnished by the debtor country to the intermediary for
development activities. A.I.D. will receive Debt for Development
proposals from intermediary organizations in a wide range of
program areas, such as environmental protection, population
Planning and health, and microenterprise development for both new
and ongoing project activities. -

A.1.D. will dissue a limited number of awards to assist
intermediary organizations to develop proposals for Debt for
Development transactions that will achieve foreign assistance
purposes. Once a Debt for Development transaction has been
approved, A.I.D. will closely monitor the intermediary's use of
A.I.D. funds to agquire debt and, in appropriate circumstances,
will provide technical advice (usually through consultants) to
assist intermediaries in purchasing and exchanging debt.
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D. Debt for Development Procedures
1. Role of Intermediary Organizations: A.1.D. will

not directly acquire debt of a developing country for use in a
Debt for Development exchange. Instead, A.I.D. will provide
foreign assistance grant funds to finance the acquisition of such
debt by intermediary organizations. In consultation with A.1.D.
Missions, intermediaries will negotiate with the debtor country
the terms of the subsequent debt retirement. Intermediaries will
also arrange for the purchase of debt and will assume primary
responsibility for managing the use of assets generated by the
debt retirement. Intermediary organizations, therefore, will play
a central and critical role in the A.I.D. Debt for Development
Initiative.

2. Types of A.1.D. Awards: To assist the participation
of intermediary organizations in Debt for Development
transactions, A.I.D. intends to make foreign assistance funds
available to support both (a) the preparation of Debt for
Development proposals by intermediaries, and (b) the acquisition
and retirement of the debt itself once an intermediary's proposal
for a Debt for Development program has been approved by A.1.D.
A.1.D. expects to allocate a larger share of foreign assistance
resources to acquire the debt than to assist preparation of Debt
for Development proposals.

.

a. Awards to support preparation of proposals:
As described more fuIly in Part II(D)(5) of these Guidelines,
A.I1.D. will agree to finance debt transactions only after an
intermediary organization and a debtor country have reached an
agreement in principle on the purpose and terms of the eventual
debt exchange, and after the intermediary has investigated the
availability and price of a particular country's debt on the
international commercial market. Extensive negotiations between
the intermediary and debtor nation, as well as various studies and
consultations regarding the availability of a country's debt for
purchase, may be needed to meet these preconditions.

A.1.D. will expect most nongovernmental organizations to furnish
the staff and resources needed to meet the above preconditions.
However, A.I.D. will issue a limited number of awards to assist
intermediary organizations in preparing Debt for Development
proposals and in negotiating the terms of the debt exchange with
the debtor nation. Such awards will be made only to those
intermediary organizations that can demonstrate a capacity to
undertake successfully the complex tasks of a debt exchange
transaction, as wg}l as to administer the development activity to
be financed by the transaction.
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Applications for financing to support pre-award Debt for
Development activities should address the following issues:

transaction; (2) the information needed and steps proposed to be
undertaken to develop a final proposal and to reach agreement with
the debtor country on the use of assets generated through the debt
transaction; (3) the opportunities for purchase and the current
market price (to the extent such information is readily available)
of the country debt to be acquired with A.1.D. financing;

(4) the anticipated advantages of acquiring local development
assets by means of debt exchange rather than through direct
Purchase with dollars; and (5) the projected allocation of costs
and expenditure of time needed to develop a final proposal.

3. Foreign Assistance Purpose of Each Debt

Yransaction: All Debt for Development transactions will advance
the fundamental foreign assistance purpose of reducing a country's
foreign debt burdens (see "Objectives" specified in Part I1(B)).
For A.I1.D. to approve a Debt for Development proposal, however,
the assets acquired through a Debt for Development transaction
must be used for a specific development assistance activity of a
nongovernmental organization. The purpose of this activity must
be consistent with the objectives of the particular category of
assistance from which A.1.D. makes the Debt for Development award,
and it must be clearly defined in advance of the issuance of that
award,

For example, Development Assistance funds made available from the
Agriculture, Rural Development, and Nutrition (Foreign Assistance
Act (“FAA") Section 103) account will be used only to acquire debt
that is to be converted into assets needed to advance Section 103
purposes. Development Assistance funds wade available from the
Population and Health (FAA Section 104) account will be used only
to acquire debt that is to be converted into assets needed to
advance population planning and health activities. Similarly,
resources from the Development Fund for Africa will be used only
to acquire debt to be converted into assets needed to advance
development programs in sub-Saharan Africa. Economic Support
Funds, to the extent available for Debt for Development
transactions, may be used more broadly to advance ESF objectives
of economic or political stability.
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In reviewing an application for a Debt for Development
transaction, A.I.D. will consider whether the ultimate use of the
asset generated through the transaction is defined with sufficient
specificity and is within the Ppurposes of an available funding
source.

4. Purchase of Debt at Lowest Possible Prices from

stablished and Reputable Sellers; Regquirement of A.1.D.
Approval: A.I.D. financing may only be used to purchase debt from
established and reputable debt holders, such as major commercial
banks. A.I.D. will expect each intermediary to use A.I1.D.
financing to acquire debt from such sellers at the lowest possible
price, reflecting the full discount value of such debt in private
commercial markets. No intermediary may use A.1.D. financing to
acquire debt without A.I.D.'s express prior approval of the
Proposed transaction and sale price.

5. Pre-fgreement on Purpose and Terms of Debt Purchase
and Retirement: Debt for Development transactions will be used to
finance intermediary organization projects approved according to
the usual A.I.D. standards and rules governing projects.

In addition to standard requirements, however, before A.I.D.
agrees to finance a Debt for Development transaction, the
intermediary must demonstrate to the satisfaction of A.I.D. that
the intermediary has: (a) identified the asset to be obtained and
the program activity to be financed through the debt transaction;
(b) reached at least an agreement in principle with the debtor
country regarding the terms, mechanism, and schedule for
conversion of the debt into the identified host country asset;

and (c) developed a budget and Plan for use of the host country
asset to achieve project purposes. an intermediary's mere
expression of intent to use assets generated from a debt exchange
for a general foreign assistance purpose will not be sufficiently
definite to enable A.I.D. to make a financing award; before
issuing an award, A.I.D. will require careful program planning and
evidence of the debtor country's prior concurrence (for example,
in the form of a signed agreement or a letter from the country's
central bank or ministry of finance) on significant aspects of the
eventual debt exchange.

A.1.0. will also require the intermediary to demonstrate that it
has: (a) investigated the availability of the host country's debt
for sale, (b) didentified a reputable and willing seller of such
debt (as discussed in Part IXI(D)(8) above), (c) determined the
likely market price of the debt, (d) calculated the likely
transaction costs to be incurred in acquiring and exchanging such
debt, and (e) analyzed the financial and other advantages of
acquiring the local development assets through the mechanism of a
debt exchange rather than by direct purchase with dollars.
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To develop a Debt for Development proposal that addresses each of
the above points and that is sufficiently specific and definite,
an intermediary may, if needed, request pre-agreement funding from
A.1I.D. (as described in Part II(D)(2)(a) above). A.I.D., however,
expects to make available only a limited amount of funding for
this purpose.

agreements among parties will be required, in the following
sequence: (a) between A.I.D. and the intermediary approving the
terms and conditions of the foreign assistance financing;

(b) between the intermediary and the debtor country establishing
the purpose and terms (as described in Part 1I(D)(5) above) of the
planned debt exchange; and (c¢) between the intermediary and the
debt holder effecting the initial sale of debt.

In exceptional cases it may be most efficient to combine the first
two of these agreements into a single multi-party agreement among
A.I.D., the intermediary and debtor country. A.I.D. will not be a
party to the agreement between the seller of the debt and the
intermediary organization. As discussed in Part II(D)(4) above,
however, A.1.D. will require the intermediary to receive A.I1.D.'s
express approval of the Proposed transaction and sale price before
the intermediary expends A.I.D. funds to acquire debt.

7. JTechnical Assistance and Fees Incurred in
Purchasing Debt: To assist intermediaries to purchase debt in the
new international debt market, A.I1.D. may make available to such

8. Prompt Conversion of Debt into Development Asset:
A.1.D. expects Intermediaries to convert A.1.D.- inanced debt into
local currency or other development asset (as provided 4n the
various Debt for Development agreements among the intermediary,
debtor country and A.I.D.) as promptly as Possible after the
intermediary acquires the debt. Intermediaries may not: (a)
retain title to such debt for speculative or other purposes, or
(b) exchange the debt of one country for the debt of another

country without prior approval of A.1.D.

9. Use of Development fsset b Intermediary: The
intermediary shall promptly report to A.1.D. the nature and amount
of the development asset a@cquired through an A.1.D.-Financed Debt
for Development transaction. On a quarterly basis the
intermediary shall also report to A.I.D. on the use of the asset
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for the agreed upon development purpose, and it shall comply with
any further reporting requirements included in project agreements
with A.I1.D. The intermediary shall promptly transfer to A.I.D.
any asset that for any reason the intermediary has become unable
to use in a manner consistent with its Debt for Development
agreement with A.1.p.

10. JInterest Earned on Local Currencies Obtained from
the Debt Exchange: o-c2 . aReieag—obtainen iaries

11. Installment Payments 1in Exchange for Debt
Retirement: The agreement between a Debt for Development
intermediary and the debtor country may provide for the debtor
country, in exchange for retirement of the A.I.D.-financed debt,

to furnish the development asset (such as local currencies) to the
intermediary in installments rather than in a.single lump-sum.

Installment payment amounts may take into account variations in
the rate of exchange of units of local currency for dollars
occurring during the payment term. Ffor example, in exchange for
retirement of the debt, the intermediary could receive a
dollar-denominated note providing for installment obligations
equal in value to a fixed sum of dollars, with installment
payments to be made in local currencies in an amount calculated
according to the exchange rate from dollars to local currencies
applicable at the time of each payment.

INSRET  ————;
g

Drafted:EHonnold:GCILP:x78371:2/15/89:doc064403



INSERT MODIFICATIONS TO DEBT FOR DEVELOPMENT GUIDELINES

Subject to agreement by A.I.D. and any special rules to be
issued by A.I.D., the intermediary may earn and retain
interest or other forms of income on the principal amount
of local currencies obtained by the intermediary through
debt exchange transactions, and the intermediary may use
such principal and income either directly for approved
program purposes or to establish an endowment for long-term
financing of such program purposes. During the life of the
project, the intermediary shall make QUarterly reports to
A.I.D. of the amount of such local currencies earned,
retained or used for project purposes.

In reviewing a proposal for such installment payments in
exchange for debt retirement, A.I.D. and the intermediary
should consider the risk of non-payment by the debtor
country and whether insurance or other guarantees against
non-payment should be provided to reduce the risk of loss.



Attachment B

TITLE ViI-—-MISCELLANEOUS

BBC. 701. SHORT TITLE,

This title may be citad as the “Glodal Eavironmenta! Protection
Assistance Acgt 1989",

PART A—~COMMERCIAL DEBT-FOR-NATURE
EXCHANGES

SEC. 711. AMENDMENT TO THE FORKIGN ARSISTANCE ACT.

The Forelgn Asslstance Act of 1061 is amended by fnso after
chapter 6 of‘?m I the following new chapter: y Tsorting

“CHAPTER ?~DEBT.FOR.NATURE EXCHANGES

“Szc. ¢81. Dxrovrmion.~For purpose of this chapter, the term
‘dobt-for-nature exchange’ means the cancellation of redemption of
the l‘orelgn debt of the goverament of a coun in exchange for—

“S that government’s m avalladle Jocal currencies
gnc uding through the {ssuance bonds) which are uged enly

7 oligible projects involving the conservation or protection of
the environment in that country (as deacribed in section 463); or

¢ government's flnancial resource or &oﬂcy ooromit-
meont to take cartain specified actions to engure ¢ restoration,
protection, or sustainable use of Datural resources within that
oountry; op

"(33": sombination of agsets and actions under both para.

he (1) and (®)
~£c'. ’462. AssigTANCE PO Coyazretar Depr ExcrANGEs.—(p)
The Admintstrator of the Agency for Intornationa) Devalopment ig
suthorized to furnish assistance, in the form of grants on such terms

under the terms of an agresment with that
government as of a debt-for-nature exchange.

“®) N&txl i ding ::uy ofum r&viﬂon m. s .)mtu (or a.&’:
subgrantas) of the grants refe B su on (8) may reta
without deposit in g: Troasury of the United States u\y without
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further appropriation by Congrase, interest earned on the proceeds
of any l&:ﬂtfng debt- r-n:gro exchange pending the disburse
meants of such proceeds and Interest for approved program purposes,
:fhh;s c'l?g inefurde thoh lishment of an endowment, the income
w, or such purposes.
“Sxc. 463. Euonis Provacts.—() The Administrator of the
cy for International Dovelopment shall seek to ensure ¢
de for-nature exchanges und r r support one or more of
the ﬁtp.!lowhg o:’tlvltlu by either bloat t'hxmnment. a Jocal
vale conservation group, or a combination thereoft
pri *(1) restoration, roptoct!on. or sustainable use of the world's
oceans and atmosphore;
“(2) restoration, protection, or Inable use of diverse
-‘

*(8) establishment, restoration, protection, and maintenance
of parks and reserves;
4) dovelopment and implomentation of sound systems of
natural resource management;
*(6) devolopment an support of local conservation P ms;
) training frogrum to strongthen conservation institutions
and increase sciontific, technical, and man gerial pabilities of
individu  and organtzations involved in conservation efforts;
‘() offorts to ﬂonorau knowledge, tncreagse unde nding,
and enhanco publlc commitm nt to conservation;
“®) deetg: and {mplementation of sound programs of land
and ecosystem management; and
“®) 'momouon of regenerative approaches in farming, for-
ostry, flshing, and watershed management.
“®X1)’ fn cooperation with nongovernmental organizations, the
istrator of the Agency for International Development shall
seek to identify thoge » Which beca  of an fmminent threat
are in cular need of immediate attention to prevent the loss of
unigue biologicul 1ifo or valuable ecosystem.
. e Administrator of the Aiency for International Develop-
ment shall encourage as many e igible countr! a3 {ble to
roposs such exchan  with the purpose of dernonstrating to a
arge nunlmber of govemmonu tho foaaibility and benefits of sustain.
velopmen
“Spc. 484, Euicints Countrizs.~In order for a foreign country to
be eligible to mgclpato in a debt-Pr-nature exc under this
chapter, the Administrator of the Agency for International Develop-
ment shall determaine that—
vl:lgln).l 0\:‘ host country fs fully committed to the long-term

the program or project that is to be undertaken

D' long ternr Eioatirs eachangy; red by the h
a long-term plan n pre ost country,
or private conservation P 'gdcg‘ adequately rovidu'gr
the longitorm viabihx‘ the program or roject &nt is to be
debt-for-nature oxc or that such a

plan will be ﬁrepoud io & imely manner; and

there is a government &gency or a local nongovernmental
organization, or combination the = , in the host country with
the ctaopablltty. am;nltm‘:nt. '?fbﬁ??} &f environmental con.
corn o oversee the long-term v: (3 Am OF project
that s to be undertaken through the’debbfogmre ex ; .
*Suc. ¢65. TerME AND CoNprTioNs.—(a) The torms and oonditions
for making gr t¢ under chapter shall be desmed to be od
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upon final approval by the Adminmrator of the Agency for Inter
nauonal Devolo ment of debt-for-nature exchange, @
certification by no‘:!cmrnmenw organization that the bost
government has the uchanxe and that an
agreemont h‘p&?n Feached to cancol the commercial debt in an
n fas

.‘f‘(b) Gr‘:onu made under this section are intended to complement,
and oot oubshtuto for. easlstance otherwise available to a foreign
ecmm,r,l_h Act or any other provision of law,

“(c) o UnlM States Govomment is prohibited from acoepting
& edo,f’t to{;ot in any land in & foreign country as a condition on

o debt exchange.

“Szc, 466. Puor ProcraM 02 Sun-SAHARAN Amc&—(;) ‘rho
Administrator of the Agency for International Development
cooperation with nosgoverninental oonservatlo b_srgl:nlutxom. liull
ln te the governmient of each oounu-y in sy

ubmit  list of those arcas of oevercb« aded nahond reoourcu
which threaten human mmv and well lnﬂ and the opportunity
for future economic growth or thou arou of blological or ooologiul

within the territo that ocmmlzl
ﬁ) The Administrator of o ency for International Develop-
ment shall assess the Jst mbm!tt by each country under subssc
t.lon (a) and shall sssk to reach agreemont with th oountry for
the restoration and future ruminahlo use of those
“(c)(“) The Admnhtutor of the Agency for lnttmntiond Develop-
mont suthorized to make grants, on such terms and conditions as
be necessary, to nongovemmenul organizations for the
chuo on the open market of discounted commercial debt of a f
government of an eligible sub-Saharan country in exchange for
commitments by thnt govemment to restore nabunl resources
identifled by the host country under subsection (a) or for commit-
ments to devdo&plzun for uusuinablo use of such resources.
“(2) otmthl ndmg any other provision of law, a grantes (or any
antes) of o rants referred to in section (a) ma
vd out dopocit ‘h-euury of the United States u.n without
er appro riation b , ntreu. {nterest earned on th
u h&u debt-for- nia;uh::“” ange p:gdhw the &nburw
mon o suc and oF Approv am purposes,
Yude the eatabluhment of zn ondovenr\oé‘;t. th‘: income

of which is und for such purposes.”.
PART B—~MULTILATERAL FOREIGN ASSISTANCE
_ COORDINATION
SEC. 131, GENERAL POLICY.
It {s the sense of the that the Secre of State mould
seek to davelop an incr consideration of gl warmin
e e forasiation, sustainable dovelomment. ooy blologlea e

among the highest goals of bilateral foreign assistance programs of
oountries.
SBC. 133. POLICY ON NEQOTIATIONS.
@ In GeNERAL—=The Sccre t!muﬂ\
United BStates representative to W‘)’ tbe Devolopment tance

Committes of the anization for Economic Coordinati d
Boveiopment (OBCD) hod atone. oo omalc, Coordination and

e,
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date, negotiations among member countrles on a coordinated
approach fo global wu?:le cal daforestation, sustainable
dsvelopment, and blo!osled verslly through bilateral assistance
prograias that would {nolude—

(L) fncreased consideration of the Impect of developmental

oct “on g;.bd warming, tropical deforeetation, and blo-
veralty;
uotion or elimination of funding for thoss profects that
exacerbate tboz‘probb
) coordina ma?e% and development mwm that
emphasize sustainable use or protection of tropical forests and
n gort for local conservation efforts;
oxpanded use of forglveness of fom‘g: asslstance debt in
ox o for glicy changes or programs that addrese problems
wi wumlﬁ. tropical deforestation, sustain-
able development, and biol diversity;

(®) increased use of fo assiatance funds and technical
essistance in support of local conservation, restoration, er
sustainsble development offorts and dabt-for-nature ezchanges;

©® imp exchange of information on onerg
and solar and renewable energy sources, and a greater emphas
:nnd the use of those sources of energy in developmental projects;

(M {ncreased use of snvironmental experts in the fleld to
assess development projects for thelr impact on global warming,
tropical deforestation, and biological diversity.

(®) DarLenENTATION OF AORSENENT.—Negotiations described in
s Iaploigniod 8 Gulely s poseile be mspmmended changes
are {mplomented as qu as ¢ by member coun
Develogmont Mbm&mnm e



