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THE INTER-AMERICAN INVESTMENT CORPORATION (lIC) is a
multilateral organization. It began operations in 1989 to promote
the economic development of its Latin American and Caribbean
member countries by financing private enterprises.

To fulfill its mission, the IIC provides project financing in
the form of direct loans and equity investments, lines of credit
to local financial intermediaries, and investments in local and
regional investment funds. It particularly targets small and
medium-size companies that have difficulty obtaining financing
from other sources on reasonable terms.

In a sense, IIC finance is seed money. The Corporation
serves as a catalyst for attracting other resources: additional
financing, technology, and know-how. These resources are
mobilized through cofinancing and syndication, supporting
security underwritings, and identifying joint venture partners.

Lending and investing require evaluation of project
soundness and probability of success. In this preliminary evalua-
tion process, the IIC advises clients on project design and finan-
cial engineering and helps them to structure their financial plan.

To obtain IIC financing, projects must offer profitable
investment opportunities. They must also further economic
development in some way—by creating jobs, broadening capital
ownership, generating net foreign currency income, facilitating
the transfer of resources and technology, utilizing local
resources, promoting local savings, or promoting the economic
integration of Latin America and the Caribbean. Any environ-
mentally sensitive project must include specific preventive or
restorative measures.

All the powers of the Corporation are vested in its
Board of Governors. The |IC Board of Governors consists of a
representative and an alternate from each member country.
Voting power is proportional to each country's paid-in shares.
The Board of Governors appoints a Board of Executive Directors
to which significant authority and powers are delegated.

The Corporation is affiliated with the Inter-American
Development Bank Group. The IIC is legally autonomous, and
its resources and management are separate from those of the
Inter-American Development Bank.

Member Countries:
Argentina
Austria
Bahamas
Barbados
Belize
Bolivia
Brazil

Chile
Colombia
Costa Rica
Denmark
Dominican Republic
Ecuador

El Salvador
Finland
France
Germany
Guatemala
Guyana
Haiti
Honduras
Israel

Italy
Jamaica
Japan
Mexico
Netherlands
Nicaragua
Norway
Panama
Paraguay
Peru
Portugal
Spain
Suriname
Sweden
Switzerland
Trinidad and Tobago
United States
Uruguay

Venezuela
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7 February 2003

Chairman of the Board of Governors
Inter-American Investment Corporation
Washington, D.C.

Mr. Chairman:

Pursuant to the provisions of Article IV, Section 9(a) of the Agreement Establishing
the Inter-American Investment Corporation, I transmit to you the Annual Report
of the Corporation for 2002 and the audited financial statements, including the
balance sheet, income and retained earnings statement, and cash flow statement
for the fiscal year ending 51 December 2002.

Yours sincerely,

Enrique V. Iglesias

Chairman

Board of Executive Directors
Inter-American Investment Corporation
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The year in review

Latin America and the Caribbean in 2002:

economic overview

In 2002, the nations of Latin America and the Caribbean went
through one of the most difficult economic periods of the region's
recent history. This crisis, the most severe and widespread since the
debt crisis of the early 1980s, affected all of the region's countries
to some degree. Even those economies that grew did so at a
slower than usual rate or, in several instances, below the popu-
lation growth rate. In this context and in view of the uneven
performance of the area's productive sector since the late
1990s, gross domestic product (GDP) per capita in Latin America
and the Caribbean has been falling for half a decade now.

But the crisis was not limited to Latin America and the
Caribbean. The economic picture in the region was further
complicated by the slowing economy in the United States
(the region's main trading partner), Europe's difficult economic
integration due to member countries’ various business cycles,
and the persistent recession in Japan.

Ripple effect
With the three major engines of worldwide growth in economic
difficulty, Latin American and Caribbean exports declined in an
environment in which the prices for their chief products were still
low. Lower export sales and lower commodity prices inevitably
led to a fall in export revenues and, in turn, to worsening trade
and current account balances in some countries. Because external
financing for the region has traditionally been scarce and volatile
and direct foreign investment has fallen since the end of the
1990s, the seesawing exchange rates throughout the region
during the year came as no surprise.

Another effect of the worldwide economic slowdown
is a sharp decline in capital flows to Latin America and the
Caribbean overall. According to the Economic Commission for
Latin America and the Caribbean, capital inflows for 2002 will
be in the area of $50 billion, down sharply from the $74 billion
average for 1996 through 1998; the net flow of resources has
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been negative for the fourth year in a
row for the region as a whole. Most of
this decline is due to a drop in foreign
direct investment. In addition, wariness
on the part of international banks and
investment portfolio managers has
halved the equity funding committed to
the region, which has gone from $808
million in 2001 to a projected $427 mil-
lion in 2002 following an even sharper
drop between 2000 and 2001.

This curtailment of external finan-
cial capital disproportionately affected
the sector that traditionally has had the
hardest time accessing such funding:
small and medium-size enterprises.

The IIC in 2002

Effects of the economic crisis
in the region
Regional economic trends and the slow-
ing of the global economy affected the
Corporation as well. Its operating port-
folio and its results for 2002 were both
influenced by the worsening business
climate, which could extend into 2003.
Moreover, falling interest rates in the
United States have diminished the
return on the 11C’s liquid portfolio and
its ability to generate income that could
offset losses in other operating areas.
The risk for new operations
increased as well, in a climate of rising
local currency interest rates, increasing
foreign exchange risk and perceived
legal uncertainty, and a marked drop in
sources of hard currency credit. All of
these factors influence the present per-
formance and future prospects for small
and medium-size companies and, thus,
the Corporation’s performance.
Although current economic condi-
tions do make the IIC’s mission more
difficult, they also underscore the impor-
tance of its role as an institution that can
help the region’s small and medium-size
companies weather the crisis that affects
them disproportionately.

Core operations

This year, the IIC’s Board of Executive
Directors approved twenty projects in
fifteen countries—plus four regional
projects—totaling $123.3 million. Seven
percent of the funds approved were for
equity investments and 93 percent were
for loans. The year’s two equity invest-
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ments went to developmentally oriented
regional investment funds. These
funds have a total capitalization of $110
million, providing a 12.2:1 leverage of
the IIC’s own equity investments for
the year. One of the loans will be cofi-
nanced; this operation will mobilize a
total of $8.5 million in funding from
banks and other third parties.

The year’s approvals followed
identification of 379 potential projects
in 25 countries; 209 were not consid-
ered because they did not meet basic
IIC criteria regarding size, additionality,
or perceived risk, among others. The
remaining 170 passed on to sub-
sequent phases. As a result, twenty
transactions were submitted for con-
sideration and approval by the Board
of Executive Directors.

Financial results
IIC income from all sources in 2002
amounted to $19 million. Income from
lending operations totaled $14 million
($12 million from interest and $2 mil-
lion from fees). Capital gains and divi-
dend income from the equity invest-
ment portfolio totaled $2 million for
the year. Total expenses, including $44
million in provisions, were $60 million,
producing a net loss of $41 million.
Regional economic conditions led
to recognition of increased risks and
related loss provisions in the Corpora-
tion’s portfolio during 2002.

Developmental impact
It is expected that year 2002 approvals
will lead to the creation of more than
9,000 jobs, generate annual exports
worth $225 million, and contribute $168
million per year to the region’s GDP.
The $123.3 million approved in 2002
will support the implementation of
projects with a total cost of $317 mil-
lion. For every dollar earmarked by the
Corporation for year 2002 approvals, 2.6
dollars will go to investment projects.
Since it began operations in 1989,
the IIC has channeled funding to
more than 3,500 beneficiaries in the
productive and service sectors in Latin
America and the Caribbean. Projects
with an aggregate cost in excess of $8
billion have been undertaken thanks to
the $850 million in funding provided by
the IIC in the form of loans and equity
investments and the $400 million in



funding that the Corporation mobilized
through cofinancing arrangements. For
each dollar that the IIC has invested,
nine dollars are going to companies
that have created approximately
215,000 jobs and generate $3 billion in
foreign currency for the region each
year. Operations in countries with larg-
er economies amount to $667 million,
while those in the smaller economies
of the region total $387 million (i.e.,

63 percent and 37 percent of the
portfolio, respectively). Projects with
regional coverage total $241 million.
Of the 11C’s committed investments,

87 percent had been fully disbursed

by 51 December 2002.

Governing body activities

Board of Governors

All of the powers of the Corporation are
vested in its Board of Governors, which
is composed of one Governor and one
Alternate Governor appointed by each
member country. Among the powers
vested in the Board of Governors that
it cannot delegate to the Board of
Executive Directors are the admission
of new member countries, the engage-
ment of external auditors, approval of
the Corporation’s audited financial
statements, and the amendment of
the Agreement Establishing the IIC.

The Board of Governors holds an
annual meeting in conjunction with
the annual meeting of the Board of
Governors of the Inter-American
Development Bank (IDB). It may
meet on other occasions by call of
the Board of Executive Directors.

The XVII Annual Meeting of the
Board of Governors took place in
Fortaleza, Brazil, from 11 to 13 March
2002. During this meeting, the
Governors approved the IIC’s financial
statements for the year ended 31
December 2001, as well as the
Corporation’s annual report. The
Governors also approved an amend-
ment to remove the Charter require-
ment that a majority of the voting
power of the enterprises in which the
Corporation invests be held by investors
who are citizens of its regional member
countries. The Governors also request-
ed that an external review group be
created to review the Corporation’s
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current situation and its programs and
policies for the future.

Board of Executive Directors
The Board of Executive Directors is
responsible for the conduct of the opera-
tions of the Corporation and for this
purpose exercises all of the powers
given to it by the Agreement Establish-
ing the IIC or delegated to it by the
Board of Governors. The thirteen mem-
bers and thirteen alternate members of
the Board serve for three-year terms
and represent one or more member
countries of the Corporation.
The four-member Executive
Committee of the Board of Executive
Directors considers all the Corporation’s
loans to and investments in companies
located in member countries.
In 2002, the Board of Executive
Directors considered
e twenty loan and equity investment
proposals
e amendments to the IIC’s operating,
financial, and investment policy
regulations concerning geographi-
cal balance and diversification of
operations in regional developing
member countries; the applicable
law of the Corporation’s legal doc-
uments; types of financial instru-
ments; protection of 1IC interests;
security; loan pricing and fees; and
portfolio risk diversification

e an amendment to the regulations
of the Board of Executive Directors
that modified the short procedure
process for approval of new loan
and equity investment operations

e the IIC funding program for 2002

and strategy for 2002-2003
e the appointment of and terms of

reference for an external review

group

e the policy and operational guide-
lines for an independent investiga-
tion mechanism for the I1C

e human resources management
strategy and general guidelines

e the final report on the Finpyme
program (Financiamiento

Innovador para Pequeias y

Medianas Empresas)
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Other permanent functions

Independent evaluation
The need to develop objective indica-
tors (which are essential for public
accountability in the use of public funds
and for learning from experience,
establishing success standards, and
reinforcing corporate objectives and
values) led the IIC to implement a proj-
ect evaluation system based on guide-
lines developed by the multilateral
development banks’ Evaluation Co-
operation Group. The evaluation func-
tion is divided between self-evaluation
and independent evaluation. Project
self-evaluation is the responsibility
of IIC investment officers. The IDB’s
Office of Evaluation and Oversight
provides the 1IC with independent eval-
uation services under an agreement
between the two institutions. In March
2002, the Office of Evaluation and
Oversight presented to the I1C Board of
Executive Directors preliminary evalua-
tion results on a group of twenty proj-
ects; results for twenty-five more proj-
ects will be presented by March 2003.
In 2002, the Evaluation Co-oper-
ation Group benchmarked the practices
of each member organization against
the agreed good practice standards.
The IIC’s evaluation methodology and
progress in implementation received a
high rating.

Portfolio and credit risk
management

Effective, productive deployment of the
resources subscribed by the I1C’s share-
holders involves sound portfolio man-
agement that takes into account prima-
rily the two main types of risk to which
the TIC’s project companies are subject:
macroeconomic risk and credit risk.

Macroeconomic risk is largely
beyond the control of the IIC and its
clients. However, the appraisal process
prior to project approval takes this risk
into account and is geared to avoiding
situations in which the potential risks
would make it virtually impossible to
attain the I1C’s developmental goals or
recover its assets.

The Corporation’s Credit Unit pro-
vides the Credit Committee with an
assessment of each project company’s
credit risk and transaction structure,
including a review of the security pack-
age. The committee is responsible for
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recommending to the General Manager
whether to present projects for Board
consideration, and it thus focuses pri-
marily on credit issues and on ensuring
that loans and investments are struc-
tured in accordance with the project
company’s risk profile.

Noncredit issues, such as project
developmental and environmental
impact, international private sector and
capital markets resource mobilization,
and IIC policies, are central to 1IC’s
mandate and are taken into account in
the process of deciding whether to sub-
mit a project to the Board of Executive
Directors. To this end, input on these
aspects of each project proposal is
received from relevant areas prior to
the final Credit Committee meeting.

Anticorruption measures

The IIC places great importance on
transparency in its financing operations,
which therefore undergo a rigorous due
diligence process and are required to
follow sound financial management
practices. For each financing operation,
the IIC assesses the beneficiary’s finan-
cial reporting and controls and manage-
ment capabilities, including the critical
risks—such as corrupt practices—to
which the beneficiary may be subject.

With the increased focus on the
risks of corrupt activities within bank-
ing and financial systems, the I1C
reviews each host country’s regulations
pertaining to money laundering and
assesses each financial institution’s
compliance with such regulations (if
any) and the adequacy of its controls
with respect to deposit taking and man-
agement activities.

To buttress these efforts, the Board
of Executive Directors approved an
institutional framework to strengthen
the IIC’s ability to combat fraudulent
practices and the risk of fraud and cor-
ruption in its activities. In this context,
the Board approved the proposal that
the IIC form part of the IDB’s recently
established oversight committee to
deepen the synergies between both
institutions and to more closely align I11C
action on and efficient implementation
of policy with the IDB Group regarding
allegations of fraud or corruption.

Project supervision
To reinforce this key aspect of corporate
governance, during 2003 Management



will implement organizational changes
in order to pursue more effectively the
1IC’s developmental mandate while
improving operating efficiency and
asset quality. All portfolio supervision
functions will be transferred from
Operations to a single Portfolio
Management Unit that will concentrate
on the active management of normal
portfolio companies.

Problem projects are transferred
from the Portfolio Management Unit to
the Special Operations Unit, which for
several years has been responsible for
maximizing cash recovery of problem
loans and investments in an efficient
manner.

The Special Operations Unit also
contributes to the prevention and early
detection of problem projects by partici-
pating in the Credit Committee and the
Portfolio Supervision Committee. The
unit also advises project officers on
projects that are experiencing initial
problems and regularly reports to the
officers on the lessons learned from
problem projects.

On a governance level, a Special
Ad-Hoc Committee of the Board of
Executive Directors provides a forum
for discussing recovery action plans at
an early stage. Through the committee,
the 1IC keeps its Executive Directors
informed and seeks their guidance at
critical junctures of negotiations with
impaired project companies.

Decision-making committees

Credit Committee

INTER-AMERICAN INVESTMENT CORPORATION

Cooperation with the IDB

Combined action with the IDB can be a
powerful agent for development in
Latin America and the Caribbean. The
general thrust of 11C’s coordination with
the IDB is in the development of the
private sector segments of country
strategies and programming. To this
end, the IIC participates in the Private
Sector Coordination Committee. The
IIC’s Chief Credit Officer advises the
IDB’s Executive Vice President on credit
risk assessment regarding IDB Private
Sector Department projects. IIC staff
members also serve on the Private
Sector Department’s Credit Review
Group and on the Bank’s loan com-
mittee for private sector operations.
Also, the IIC’s Credit Committee is in
effect the “investment committee” for
Multilateral Investment Fund opera-
tions in the latter’s equity investment
approval process.

Multilateral Investment Fund

The Multilateral Investment Fund
(MIF) was established in 1992 to
promote the economic and social
viability of market economies in Latin
America and the Caribbean. The MIF
is administered by the Inter-American
Development Bank and engages the
IIC to provide certain services. In 2002,
the Corporation supervised several
projects for the MIF, participated in
the structuring and due diligence of
small business investment funds, and
provided oversight on the preparation
of new MIF investments.

The Credit Committee reviews all new operations and makes recommendations to the General

Manager as to whether they should be submitted for approval by the Board of Executive Directors.
The committee is chaired by the Chief Credit Officer; the vice chairman is the Chief of the Finance
Division. Other members are the Chiefs of the Corporate Finance and Financial Services Divisions
and the Chief of the Special Operations Unit.

Portfolio Supervision Committee

The Portfolio Supervision Committee assigns risk ratings to all existing operations based on annual
supervision reports. It calculates provisions on the basis of these ratings and decides when oper-
ations should be transferred to the Special Operations Unit. The chairman of the committee is the
Finance Division Chief. Other permanent members are the Chiefs of the Corporate Finance and
Financial Services Divisions, the General Counsel, the Chief Credit Officer, the Senior Special
Operations Coordinator, and the Senior Portfolio Officer.
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AIG-GE Capital Latin American
Infrastructure Fund

The 1IC continued to lend its regional
expertise as an adviser to the Emerging
Markets Partnership for its fund invest-
ments in infrastructure companies in
Latin America, chiefly in the power,
transportation, and telecommunications
sectors. The Emerging Markets
Partnership is the principal adviser

to the AIG-GE Capital Latin American
Infrastructure Fund (LAIF). During the
year, the IIC provided advisory and
monitoring services for nineteen
projects.

Other special funds

The Corporation can also draw on spe-
cial funds for studies and other activities.
Among these funds are the Austrian
Fund, the Italian Trust Fund, the Spanish
Trust Fund, the Swiss Fund, the United
States Trade Development Agency’s
Evergreen Fund, and the United Nations
Program for the Environment. In
addition, cooperation agreements are

in place with the Centre for the
Development of Industry (financed by
the European Development Fund under
the Lomé Convention), the Government
of Austria and Finanzierungsgarantie-
Gesellschaft mbH, and the Nordic
Development Fund. Some $150,000 in

technical cooperation funds were chan-
neled through the IIC during 2002.

New developments

The partnership grows

Finland, Norway, and Portugal became
member countries of the Corporation
in signing ceremonies held in January,
March, and July, respectively. Belgium
is expected to complete the process by
the time this annual report is released.

Loan from Shinkin Central Bank
Late in the year, the IIC signed a $30
million, seven-year loan agreement with
Shinkin Central Bank (with Mizuho
Corporate Bank, Ltd., as agent bank).
The IIC will use the proceeds to provide
financing for small and medium-size
companies in Latin America and the
Caribbean.

Credit ratings

Standard & Poor’s maintained the 1I1C’s
AA counterparty credit rating this year.
The rating agency stressed both the
unique difficulty of the 11C’s mandate
and its importance in the region, where
more than 90 percent of the manufac-
turing firms are small or medium-size.
According to Standard & Poor’s, the
increase in the IIC’s paid-in capital
approved by its shareholder countries

OF PARTICULAR NOTE are two projects approved this year. The $7 million loan to Exportadora
Subsole, S.A., in Chile will exercise a remarkable multiplier effect by providing about one hundred
small fruit growers with new technology, advice on agricultural and business matters, and, for some,
financing for planting or harvesting their crops. Selling their crops through Subsole will also enable
the growers to receive a better price than if each one were to deliver fruit directly to the exporters.
This is the first financing project approved for a company that underwent the selection and diagnos-
tic review process under the Finpyme (Financiamiento Innovador para Pequefias y Medianas

Empresas) methodology.

The $10 million loan to Mexico's Instituto Superior Autonomo del Occidente, A.C.-UNIVA, is
a good example of the IIC’s role as lender of last resort. The IIC is providing long-term funding on
appropriate terms to a sector—education—in which private banking in the region has historically
shown little interest. The loan will help a private educational institution provide a basic service that

fosters development without using taxpayer money.

For more details on these projects, see the Developmental Investment Activities section of this

annual report.

In Costa Rica, the Matamoros group of power-generating companies, including the
Hidroeléctrica Platanar project, which received an IIC loan in 1994, received 1SO 14001 environmen-
tal management certification. This is the first time an energy company in Latin America has received

this certification.

Not only does this group of companies generate a considerable amount of electric power for
Costa Rica, they enable it to avoid importing 37 million liters of diesel fuel each year and offset the
equivalent of 107,000 tons of greenhouse gases. This means considerable savings for Costa Rica

without involving public monies.
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in 1999 is in effect an acknowledge-
ment of this key role. Moody’s Investors
Services also maintained the 11C’s Aa2
rating, in view of its strong capitaliza-
tion and sound management, conserva-
tive financial accounting practices, and
strong shareholder support.

Appointment of external review
group

Late in the year, the Chairman of the
Corporation’s Board of Executive
Directors appointed an external review
group to examine the future strategic
directions and priorities of the
Corporation. The group, composed of
recognized authorities with banking, pri-
vate business, and multilateral and other
development finance institution experi-
ence, will assess how the business envi-
ronment for Latin America’s small and
medium-size enterprises has been
affected by changes and trends in the
world economy. Its findings will be the
basis for the group to ascertain and
recommend strategic directions to
maximize the 11C’s developmental
effectiveness and corporate profitability,
given the capital and human resources
entrusted to the institution.

The members of the group are
Messrs. Richard Aitkenhead (Guate-
mala), Patrizio Bianchi (Italy), Jon E.
Blum (United States), Andréa Calabi
(Brazil), Nicolas Imboden (Switzerland),
Arthur Lock-Jack (Trinidad and Tobago),
Miguel Kiguel (Argentina), Pedro-Pablo
Kuczynski, Chairman (Peru), Leiv Lunde
(Norway), Italo Pizzolante (Venezuela),
and Enrique Tierno (Spain).

Additionality roundtable

In May, the Inter-American Investment
Corporation and the International
Finance Corporation sponsored an
interagency roundtable on additionality.
Representatives of international devel-
opment institutions (including the
Andean Development Corporation,

the Caribbean Development Bank, the
Central American Bank for Economic
Integration, the Commonwealth
Development Corporation, Compaiiia
Espaiiola de Financiacion del
Desarrollo, Ecuador’s Corporacion
Financiera Nacional, Chile’s
Corporaciéon de Fomento de la
Produccion, Germany’s Deutsche
Investitions-und Entwicklungs-
gesellschaft, the European Bank for

INTER-AMERICAN INVESTMENT CORPORATION

Reconstruction and Development,

the European Investment Bank,
Finanzierungsgarantie-Gesellschaft of
Austria, the Multilateral Investment
Fund, the North American Development
Bank, and the U.S. Overseas Private
Investment Corporation) met to examine
the issue of “additionality,” whereby
public international assistance institu-
tions encourage private sector-led
growth through policies and activities
such as financing, guarantees, insur-
ance, equity positions, and technical
assistance to promote stronger and more
transparent regulatory frameworks.

Other areas of additionality discussed
were the promotion of greater inclusive-
ness and fairness and support for microfi-
nance and small and medium-size enter-
prises. Speakers noted that the need for
better measuring the results of assistance
by development institutions, particularly
in the area of private sector-led growth,
was among the topics stressed last March
during the meeting of the heads of state
in Monterrey, Mexico.

In inaugurating the roundtable at
the headquarters of the Inter-American
Development Bank in Washington, D.C.,
Enrique V. Iglesias, President of the IDB
and Chairman of the Board of Executive
Directors of the IIC, said the “challenge
of optimizing and accounting for addi-
tionality benefits” is key to explaining
the relevance of development institu-
tions for emerging economies, where
“private initiative and financial markets
are increasingly relied upon as the
major force for economic advancement.”

The I1C explained its recent initia-
tive to develop an “additionality frame-
work” for the appraisal and monitoring
of its lending and equity investment
operations based on the six pillars of
development support highlighted on the
cover of this annual report: sustainable
development, resource mobilization,
development finance institution support,
institution building, corporate gover-
nance, and private initiative. All of the
presentations made during the round-
table are available on the IIC Website
(www.iic.int).

IFC-IDB group meeting

In October, the International Finance
Corporation and the institutions affiliated
with the Inter-American Development
Bank held a special meeting to discuss
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the economic situation in Latin American
countries. The meeting focused on the
problems encountered by the private
sector and how activity levels are affect-
ed by the ongoing crisis. The institutions
discussed the strategies, beyond tradi-
tional means of support, that they could
follow to support the private sector

and the instruments best suited to help
private sector companies deal with the
economic slowdown and weather the
restricted access to funding. Also on

the agenda were ways to respond to the
crisis in Argentina, possible joint actions
to help improve the business climate in
Latin America and the Caribbean, and
ways to improve privale sector access

to suitable sources of funding. Another
topic was the possibility of providing
funding for external trade operations.

Italian Special Trust Fund

for the sustainable development

of small and medium-size
enterprises in Argentina

The Italian government has designated
the IIC to provide oversight of the
financing operations under a €75 mil-
lion facility established by Italy and
Argentina for supporting small and
medium-size companies in Argentina.
The 1IC will monitor the selection
and review process for projects to

be financed through the facility.

A team from the IIC will work out
of the IDB field office in Buenos Aires
in close cooperation with Argentina’s
Secretaria de PYMES and Banco de la
Nacion, to fund projects that foster job
creation or preservation, are located
in preferential areas, and are export-
oriented.

Small Loan Program

The IIC, like other institutions serving
small and medium-size companies, must
provide credit products that meet the
special needs of this market segment

in a cost-effective manner for both the
borrower and the lender. For years, the
IIC has processed many smaller loans
through its credit lines and, more
recently, agency lines extended to finan-
cial institutions operating in the region.
But exclusive reliance on such arrange-
ments has limited the IIC’s ability to
serve the needs of small and medium-
size companies in all of its borrowing
member countries. Serving this market
requires a responsive and proactive
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approach, a simpler and faster credit
analysis and approval process, and
access to long-term financing at appro-
priate rates.

The 11C will thus offer loans in the
range of $150,000 to $1,500,000 during
a two-year Small Loan Program pilot
period, with a limit of $20,000,000 in
total approvals. The IIC will launch the
pilot program in Bolivia, Costa Rica,
and El Salvador (to take advantage
of the IIC’s field presence in Central
America) and build on the Finpyme
pilot program in Bolivia and Chile; it
may extend the program to other coun-
tries at the end of the first year. Two
years after the original launch date,
Management will present a report to
the Board with an evaluation of the
Small Loan Program. For more infor-
mation on the small loan program,
see the Developmental Investment
Activities section of this annual report.

Environmental issues

In February and September, a total of
sixty representatives from forty financial
institutions in thirteen Latin American
and Caribbean countries attended an
IIC-sponsored environmental manage-
ment workshop. This year’s workshops
were cohosted by the International
Finance Corporation and Corporacion
Andina de Fomento as part of an interin-
stitutional effort to step up cooperation
and simplify the transmittal of informa-
tion to mutual clients.

All financial intermediaries with
which the IIC operates are required by
contract to attend these workshops to
learn how to integrate environmental
management practices into their own
operations and turn good environmen-
tal practices into competitive advan-
tages. The workshops focus on banks’
responsibility in monitoring the envi-
ronmental aspects of the projects they
finance with 1IC funds.

Looking ahead

The year 2002 was a difficult one

for the region and thus for the Inter-
American Investment Corporation.
The negative impact of the economic
situation in the region is reflected in
the Corporation’s operating results,
because some of the companies with
which the Corporation works had seri-



ous difficulties. Unfortunately, the out-
look for 2003 is no more promising.
But the challenges posed by this
negative outlook should lead the 11C
to work harder, smarter, and more cre-
atively to achieve the desired results.
As the new situation unfolds, the I1C
must be proactive while still being
careful to grant financing to projects
that foster sustainable development.
This adverse environment will hurt
small and medium-size companies. The
IIC will have to support them—seeking
to preserve the value of its own assets—
with restructurings that will require
imagination in addition to determina-
tion. That is the IIC’s commitment.
Small and medium-size enterprises
are the largest source of employment
in the Latin American economies; they
account for more than 50 percent of the
region’s GDP. Therefore, the IIC must
put together institutional networks to
support them and make them viable,
particularly in times of recession and
uncertainty, when it is far more difficult
to access credit. The challenge will be
to build broad commercial, productive,
logistical, service, and financial net-
works for the sustainable growth of
small and medium-size companies,
which are the driving force behind
versatility, creativity, and continuing
development in Latin America and the

INTER-AMERICAN INVESTMENT CORPORATION

Caribbean. The IIC must provide these
companies with new and better incen-
tives in difficult situations like this one.
Doing so will require an effort on two
fronts: the IIC must ensure its own sus-
tainability and fill more of the unmet
demand for the funding it provides.

To rise to this challenge, the 11C must
become more profitable, improve port-
folio and problem project management,
implement new financial instruments
that meet the region’s changing needs
while increasing the IIC’s volume of
operations and revenue, and increase
its portfolio in the Caribbean.

The problems that Latin America
and the Caribbean are facing make it
more important than ever to seek out
ideas, guidance, and directives that will
enable the IIC to constructively set its
course and renew its commitment to
progress in the region.

Jacques Rogozinski
General Manager
Inter-American Investment Corporation
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Developmental investment activities

Sources of funding

The IIC has several sources of funding: paid-in capital, bor-
rowings, income on investment of liquid assets, and amounts
received upon the sale of investments or the repayment of
loans. The 1IC's capacity to make loans and equity investments
is a function of its paid-in capital and borrowings; borrowings
are limited by the Charter to three times paid-in capital.

Target market and eligibility requirements
The lIC's developmental financing program targets small
and medium-size private companies in Latin America and the
Caribbean that have limited access to long-term financing.
This financing is in the form of direct loans, direct equity or
quasi-equity investments, lines of credit to local financial
intermediaries for on-lending in the form of smaller loans,
agency lines with local financial institutions for joint lending,
investments in local and regional private equity funds, and
guarantees for and investments in capital markets offerings.
lIC loans are denominated in United States dollars. Loan
amounts may be up to 33 percent of the cost of a new project
or up to 50 percent of the cost of an expansion project. Loan
terms generally range from five to eight years (up to a maximum
of twelve years), including an appropriate grace period. The
loans, which are priced in accordance with international market
conditions, are usually variable in rate and based on the London
Interbank Offered Rate (LIBOR). In certain cases, the 1IC may pro-
vide convertible, subordinated, participated, or fixed-rate loans.
The 1IC also makes equity investments of up to 33 percent
of the investee company's capital. At the end of the investment
period, the IIC sells its shareholding. Possible exit mechanisms
include sale on the local stock market, private placement with
interested third parties, and sale to the project sponsors under
a prenegotiated share purchase agreement. The IIC also invests
in equity capital funds whose operations have a positive devel-
opmental impact in the region. Doing so makes efficient use
of the lIC's equity resources to reach many more small and
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medium-size companies. Working
through equity funds also promotes
mobilization of capital by bringing in
other institutional investors. The II1C
may make quasi-equity investments
as well.

The IIC’s target market comprises
companies with sales ranging from
$2 million to $35 million. However, the
IIC works selectively with companies
having sales in excess of $35 million.
On a limited basis, the 1IC also finances
joint venture companies. While prof-
itability and long-term financial viabili-
ty are prerequisites for 1IC financing,
other selection criteria the IIC will
consider are related to the company’s
impact on factors that further economic
development.

The TIC also provides funding to
all types of financial institutions that
serve the small and medium-size
company market. Eligible institutions
include, but are not limited to, com-
mercial banks, leasing companies,
finance companies, and specialized
financial service companies.

The IIC’s Website (www.iic.int)
provides detailed information on how
to apply for financing. Requests for
information may also be addressed to
the IIC’s regional offices or its head
office in Washington, D.C. The Website
also provides an initial inquiry form
that, once filled out by the company
or financial institution in search of
funding, is automatically directed to
the appropriate IIC division.
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Operations in 2002

In keeping with the practice followed by
other development finance institutions,
this year the IIC is for the first time pre-
senting the year’s operations in a format
that more closely reflects the complete
impact of its financing activities. In addi-
tion to direct project approvals, there is
more detailed information on the
subloans, subinvestments, and cofinanc-
ing operations approved in 2002 that,
through financial intermediaries, sub-
stantially leverage the resources provid-
ed directly by the IIC. In prior years,
these operations were not broken down
but rather were included in the aggre-
gate figures given, in narrative form, in
the section titled “The Year in Review.”

Also provided are figures on pro-
curement opportunities for borrowing
and nonborrowing countries ($170 mil-
lion in 2002).

Fourteen of the direct operations
described below* include loans totaling
$67 million. This year’s cofinanced loan
will mobilize an additional $8.5 million
in funding, and the two investment
funds in which the IIC acquired an
equity participation will further lever-
age the resources available for the
region’s small and medium-size com-
panies. The total cost of the projects
financed as a result of the operations
approved by the IIC in 2002 is $317
million.

* Operations through agency lines are set in italics.



Equity investment: $3 million
Average subinvestment: $3 million

Equity investment: $6 million
Average subinvestment: $8 million

Loan: $20 million
Average subloan: $825,000
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REGIONAL

Aureos Central America Fund L.L.C. (ACAF) is a private
equity fund that will invest primarily in small and medium-
size companies in Costa Rica, the Dominican Republic,

El Salvador, Guatemala, Honduras, Nicaragua, and Panama.
The fund’s target capitalization is $50 million. For many years,
ACAF has successfully raised equity capital for medium-size
private enterprises in Central America and Panama. It is
sponsored by Aureos Capital Limited L.L.C., a private limited
liability company that is jointly owned by the Norwegian
Investment Fund for Developing Countries and CDC Capital
Partners. ACAF expects to invest in seven to fourteen small
companies, especially ones that are likely to benefit from
industry consolidation or increased domestic consumer
purchasing power as a result of greater regional integration.
Investing in ACAF will leverage the 11C’s participation by
twelve to one, enable it to target key economic sectors for
the development of an integrated region, and achieve a high
demonstration effect.

ProBa Central American Banking Fund, L.P., is a private
equity vehicle targeting the rapidly growing financial sector
in Central America and Panama. The fund has a target capi-
talization of $60 million; its sponsors are Darby Overseas
Investment Ltd. (a U.S. investment firm specializing in Latin
America), The Netherlands Development Bank, and the
Central American Bank for Economic Integration. The fund
plans to invest in financial institutions that have solid growth
prospects but need capital to grow.

Through the ProBa investment, the IIC also seeks to
increase the support it provides in Central America and
Panama, especially since this region has historically received
relatively little attention from foreign investors. The invest-
ment will also represent a stake in the market integration
efforts of the Central American countries and Panama, facili-
tate the flow of fresh capital to Central America, and leverage
the IIC’s resources ten to one.

The Small Loan Program will enable the IIC to make smaller
loans to smaller companies than it can reach through its other
financing programs. Companies eligible for loans under this
program will have assets equal to or less than $15 million; be
incorporated and located in Latin American and Caribbean
member countries; be preferably export-oriented or operate in
foreign-currency-generating sectors; be engaged in activities
that meet IIC’s criteria regarding economic development and
additionality; and comply with applicable environmental, labor,
and occupational health and safety standards. Proceeds from
these loans will be used to purchase new equipment or
machinery, build or modernize facilities, restructure existing
debt, and/or finance working capital. In the specific cases of
debt restructuring and working capital financing, certain per-
centage limits will apply.
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Loan: $10 million
Maximum subloan: $2.5 million

IIC Loan: $1 million
LAAD Loan: $1 million

Loan: $6 million
Total project cost: $33.7 million

ANNUAL REPORT 2002

Suleasing Internacional, a Panamanian company whose
main shareholder is Suleasing Colombia, will use the proceeds
of an IIC loan to provide financing to small and medium-size
companies in Central America, the Caribbean, and the Andean
region via medium- and long-term finance leases for modern-
izing and expanding those companies. Suleasing expects that
40 percent of its finance lease operations will be in Colombia;
the remainder will be in the rest of its target region.

The project will contribute to the modernization of pro-
duction processes in the region by means of cross-border
lease arrangements. It will also increase worker productivity.
Labor-intensive industrial and construction sectors account
for 40 percent of the operations approved by Suleasing. The
company will thus help improve production conditions, pro-
viding state-of-the-art technology to labor-intensive sectors.

BELIZE

With $2 million in funding under a $20 million agency line
agreement signed between the Inter-4merican Investment
Corporation and Latin American Agribusiness Development
Corporation (LAAD) in 1999, Fresh Caich Belize will imple-
ment a $4.2 million start-up tilapia-farming project that will
create 100 permanent jobs, chiefly for women, as well as 20
seasonal jobs. The project design provides for an environmentally
Jriendly production system and meets all of the environmental
and labor requirements of the I1C agency line. The Fresh Catch
project—the I1C’s first in Belize—also involves the transfer of
Israeli tilapia-farming technology and know-how.

BRAZIL

ALE Combustiveis S.A.; a Brazilian-owned fuel distribution
business, will expand its fuel distribution network, which is
made up of small and medium-size enterprises that operate
gas stations. This expansion will be implemented by acquiring
or building 510 environmentally audited gas stations in seven
states in Brazil.

Once completed in 2004, this project will generate
approximately 2,000 new jobs. Of the funds provided by the
IIC, $2.8 million will be used for environmental protection and
$800,000 for on-lending to small and medium-size companies
that will enter into contracts with ALE to operate eligible gas
stations. The remaining $2.4 million will be invested in eighty-
five new gas stations.

The IIC will also be supporting the training of small entre-
preneurs and unskilled workers, because the expansion plan
includes the construction of six new gas station schools. The
IIC’s loan to ALE is its first to a Brazilian company headquar-
tered in the state of Minas Gerais, helping to decentralize
economic activities in Brazil.



Loan: up to $7 million
Total project cost: $18.4 million

Loan: $10 million
Maximum subloan: $2 million

Loan: $5 million
Total project cost: $17.9 million
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CHILE

Exportadora Subsole, S.A., a vertically integrated fruit
exporter, is a Chilean exporter of table grapes and other fruit.
The company works with approximately 100 small growers as
partners, subborrowers, or suppliers. As a group, these grow-
ers own or lease approximately 2,000 hectares of land planted
with table grapes, citrus fruits, avocados, stone fruits, and
kiwis. Subsole organizes its growers, transfers technology to
them, and advises them with respect to agricultural and busi-
ness issues. It finances the harvest and/or plantings of some
of its growers.

The first phase of the project calls for providing long-term
financing for planting for the small growers who supply
Subsole with fruit. The second phase involves financing certain
fixed assets, both at Subsole and at some of the small growers.
The IIC will provide Subsole with long-term funding, and
Subsole will on-lend the funds to the growers. This is the 11C’s
first loan to a company identified under the Finpyme small
enterprise diagnostic review program for screening and evalu-
ating projects and making small and medium-size companies
more competitive. The Finpyme program was launched with
funding from the IDB’s Spanish Fund.

The I1C loan will enable Subsole to create approximately
7,600 temporary jobs per year following project completion in
2005.

COLOMBIA

Funds from the loan to Banco de Bogota will be used to
grant medium- and long-term loans to small and medium-
size Colombian companies wishing to upgrade their facilities
or expand their operations. Banco de Bogotd’s on-lending
operations will target companies that operate in the export,
retail, transportation, communications, and service sectors
and in labor-intensive industries such as manufacturing and
construction.

DOMINICAN REPUBLIC
Abco S.A. will build a cement plant at a new manufacturing
facility ninety-eight kilometers southwest of Santo Domingo.
The production process will consist of grinding imported
clinker with locally produced gypsum. At a later stage, the
company will also install a kiln and produce its own clinker.
Bringing a new cement plant on line will help fill the gap
between demand and production in the Dominican Republic,
which in 2001 imported 11 percent of the cement used that
year. The plant will make it possible to substitute local
production for part of these imports, resulting in foreign
exchange savings. And by providing a major raw material
for the construction industry, the project will create ninety-
five direct jobs in a labor-intensive economic activity.
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Loan: $5 million
Total project cost: $11.8 million

Loan: Up to $4.3 million
Total project cost: $8.9 million

IIC Loan: $1.5 million
LAAD Loan: $1 million

Loan: Up to $10 million
Total project cost: $21.5 million
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ECUADOR

Aquamar S.A., an aquaculture firm that switched from
shrimp farming to tilapia farming, began exporting fresh and
frozen tilapia to the United States in 1998 and quickly became
a market leader. Tilapia exports have tripled in this rapidly
growing market, and Aquamar’s technical and space limita-
tions have made it necessary to build a new processing plant.
The new, state-of-the-art plant will process the raw material
more efficiently and add greater value to the additional pro-
duction. It will enable a small Ecuadorian company to offer a
high-quality product on the U.S. market and compete on better
terms with companies from other countries. One hundred
percent of the additional production generated by the project
will be for export. The project is expected to create nearly
600 direct jobs.

EL SALVADOR
Fundacion Empresarial para el Desarrollo Educativo
(Fepade) is a private, nonprofit, nonpolitical institution for
developmental education founded by well-known Salvadorian
companies, banks, and foundations. Fepade provides training
seminars, courses, and specialty programs for an average of
5,000 students per year. Some of its programs have been run
in cooperation with El Salvador’s Ministry of Education and
with the United States Agency for International Development.
People with low, medium, and high educational levels can
participate in Fepade’s programs and thus improve their
access to the labor market.

The 11C loan—its first to an educational institution in
El Salvador—will help build a new campus in the outskirts of
San Salvador, on a piece of land donated by the Salvadorian
government. The project will create more than thirty teaching
positions.

HONDURAS

Granjas Marinas Larvicultura, S.A. de C.V. (GM) is part of
a fully integrated company known as Grupo Granjas Marinas
that owns and operates two shrimp farms and a research arm.
GM produces and supplies post-larvae white shrimp to group
companies and third parties. The proceeds from the loan under
the agency line agreement between the 11C and LAAD will
replace a short-term loan obtained by GM o finance expansion
of a shrimp hatchery; the loan will also provide additional
permanent working capital.

MEXICO

Instituto Superior Autéonomo del Occidente, A.C. - UNIVA
offers education services in several Mexican cities in the states
of Michoacan, Jalisco, and Sinaloa. UNIVA has its own campus
only in Guadalajara; in the other cities it uses rented houses.
UNIVA seeks to serve the middle and working classes, and its
schedules and low cost are tailored to those who combine
work with study.
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Aggregate net approved projects by country
As of 12/31/2002

Brazil Argentina
11.50% 11.4%
Mexico
Regional 8.0%
15.50%
Chile
7.4%
Guyana___| Peru
0.1% 71.2%
Belize____| Colombia
0.1% 5.5%
Bahamas___| Bolivia
0.1% 4.5%
Jamaica___ | Uruguay
0.5% 4.4%
Trinidad and Tobago____| Costa Rica
1.0% 3.5%
El Salvador Venezuela
1.0% 3.3%
Ecuador Dominican Republic
1.3% 3.0%
Panama Honduras
1.9% 2.5%
Paraguay Nicaragua
2.1% 2.3%
Guatemala
2.1%
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IIC Loan: $1 million
LAAD Loan: $1 million

Loan: Up to $3 million
Total project cost: $9.4 million

Loan: $2 million
Maximum subloan: $500,000
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The project consists of building and equipping the first
phase of three new campuses, as well as the construction
of a library and a parking lot at the Guadalajara campus.

This is the first IIC loan to the education sector in Mexico.
An economic sector that is key to development, education
builds a qualified labor force that adds value to production
in a world in which innovation and knowledge command
an ever-higher premium. With this loan, the IIC will provide
long-term funding on appropriate terms to a sector in which
private banking in the region has historically shown little
interest. In addition, the project will create some 480 direct
jobs in central Mexico and 25 indirect jobs.

NICARAGUA
Industria Gemina, S.A., is a small Nicaraguan company with
bakeries in Nicaragua and Honduras that focuses its product line
on the low-income market segment. The company has started to
export wheat flour to Costa Rica and Honduras and has plans to
expand to El Salvador. The $2 million in funding it will receive
under the [1C/LAAD agency line agreement will help it reduce
interest costs and improve its liquidity position, as well as create
twenty-five permanent jobs. The total cost of the Gemina project
is $2 million.

Gemina’s processing system has been designed to protect
the environment, and the wheat and rice by-products are sold
to animal feed manufacturers and chicken farmers.

PANAMA
Térmica del Noreste, S.A. (Ternor) will purchase and mod-
ernize thirteen small power plants located in northeastern
Panama. Ternor sells energy to Elektra, a private distribution
company with a concession to provide electricity to the area.

Having purchased the power plants, Ternor will replace
the existing diesel equipment with heavy fuel oil (bunker)
equipment in the largest plant, which accounts for nearly 45
percent of the total power generated by the company. This
change in technology will allow for better fuel efficiency,
lower fuel and maintenance costs, and a more reliable system.
The project also involves the relocation of a power plant from
an urban