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I. SUMMARY AND RECOMMENDATIONS

A. Recommendations

The Regional Development Office/Caribbean (RDO/C) recommends the
following loan to finance the Caribbean Agricultural Trading Conpany Project.

AID Loan $4,000,000

Terms: Fifteen year repayment period including
five years grace on amortization with
interest of four percent during the
grace period and seven percent
thereafter.

- Borrower Contribution 2,031,500
($750,000 as a CP to disbursement of AID
Loan Funds)

- AID Grant 225,000
- IDE Grant 434,000
- Project Total 6,690,500
- Disbursement Period Five Years

B. Summary Project Description

1. Borrower

The Caribbean Agricultural Trading Company (CATCO) is a mixed
public/private stock corporation, with 51% of its stock held by the Caribbean
Food Corporation (CFC), and 497 held by the private sector. CATCO was estab-
lished in 1981 by the CFC and incorporated in Barbados. Its Board of Directors
represents both CFC and the private sector, and is chaired by the President of
Grace Kennedy & Co. The regional character of CATCO is refiected in both the
shareholdings of CFC, which represent all CARICOM members, and in the distri-
bution of sharcs to various private companies in the Caribbean. As a commer-
cially viable trading company, CATCO's goal is to expand the trade of
agricultural and agro-industrial commodities produced in the Caribbean. To
achieve this goal, CATCO will establish trade between the producer, processors
and wholesalers and markets for regionally procuced agricultural products,
while at the same time increase the use of agricultural inputs by promoting
their availability at the distributor level.

The Caribbean Food Corporation will guarantee the full amount of
the loan to CATCO. The CFC is a regional organization which was established
by the twelve member governments of CARICOM in 1976 for the purpose of reducing
growing food import bills through promotion of regionally produced agricultural
commodities. CFC has the same twelve member government representation as does
CARICOM and is the majority stockholder of CATCO. For the purpose of gquarantee-
ing the AID loan to CATCO, CFC will set aside, or reserve, the equivalent of
USS4 million in callable shares such that they could only be called for payment
on this loan,



2. Project Summary

The project will support the establishment of a viable commercial
trading company (CATCO) which can increase the volume of food commodity trade
among CARICOM member states and in extra-regional markets. The CATCO operation
is designed to overcome such market constraints as high transaction costs,
geograchic dispersion of production, inadequate intra-regional transportation,
unavailabiiity of agricultural inputs, high handling costs and others. It will
aggressively identify markets, anticipate demands, and actively promote produc-
tion of the kind and type of produce needed. This behavior will be a major
step towards providing the necessary 1inkage betweon markets and farmers. As
a result, more stable supply relationships can be established, ard regionally
produced comnodities will take a larger share of existing CARICOM markets.

CATCO will achieve cost savings by eliminating the need for multiple inspections

of small lots of produce and by reducing losses through improved physical handl-

ing. It will also provide market leadership for selected high volume commodities
~roduced in the Region. This will establish more routine and efficient movement

of commodities and enable CATCO to gain greater market penetration and to assure

markets for regional growers.

To help CATCO achieve these objectives, AID will provide loan
funds for assistance in three areas: (a) approximately $3,250,000 will be used
primarily for the purpose of financing inventory, trading activities and initial
operating costs; (b) approximately $500,000 to be used as capital for the purpose
of investing in specific services and facilit!2s that are necessary links in the
producer-to-market chain of agricultural products promoted by CATCO; and (c)
approximately $250,000 for technical assistance in identified areas. In addi-
tion, AID will provide a Grant in the amount of $225,000 to enable frequent and
intensive process avaluaticn of CATCO activities over the life of the project,
and accomplish an impact evaluation in year five.

3. Summary Findings

The Caribbean Agricultural Trading Corpany Project addresses a
major need in the Eastorn Caribbean to reducc its traditional dependence on
food imports and expand the production and marketing of regionally produced
agricultural commodities. The Project Committee has reviewed all aspects of
the pruposed project and finds that it is technically, socially, economically
and financially sound and consistent with the development objectives of the
participating countries represented in CATCO and of RDO/C. It has also been
determined that CATCO is institutionally capable of administering the project
and disbursing the funds committed within the time planned for implementation
(five years).

C. Project Issues

The PID for the project was reviewed on March 5, 1982. [Issues raised
by the DAEC were expressed in a guidance cable dated April 3, 1982 (sce Annex
B, Exb. 2). These issues are identified below along with a reference to the
appropriate section of the Project Paper in which they are addressed:


http:East'.rn

ISSUE P.P. REFERENCE

1. Marketing and Related Production Section II B, Il D-2 and
Constraints IV D-2

2. Inter-Island Transport Constraints Section II D-3 and IV A-3

> CATCO Plans for Trading in the Section III D-3 and IV A-1
Extra-Regional Market

4, Financial lIssues - Grant Funds Section I1I D-5 and IV C

5. Financial Issues - Debt/Equity Section IV C
Ratio

6. Financial Issues - Loan Guaranty Section I B and #nnex A-2

7. Leyal Aspects of CATCO's Section 1V B-3
Organization

8. Environmental Aspects Section IV E
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[I.  PROJECT BACKGROUND

A. The Problems and Opportunities

Marketing has been identified as a major constraint to agricultural
development and increased food production in the Eastern Caribbean Region. This
is the opinion of most farmers, businewwmen, qgovernment officials and levelop-
ment experts concerned with regional ecoromic development. More detailed
assessments of market organization problems and possible solutions have emerged
from a series of studitc including a major report financed by AID through the
Caribbean Dovelopment Bank and actually carried out by Louis Berger Interna-
tional, Inc. The twn phase Berger Study and other reports listed in Section
V1 have provided the yeneral background material for the design of this
project.

Basically there appears to be significant opportunities to expand the
production and sale of a selected range of Caribbean agricultural commodities
to displace existing food imports, to satisfy a potentially larger intra-
regional demand and to capture a larger export carket, But this expanded
volume can only be achieved through a systematic attack on market organization
problems to be advanced concurrently with closely related proarams to stimulate
the efficient production of high quality commodities.

1. lmport Substitution

The Eastern Caribbean Region has been importing 50  or more of
their total food supply. A high proportion of the imporcts are products <uch
as cereal grains and livestock products which are difficult, if not impossible,
to produce locally at costs which are cempetitive within the world market,
However, there are sigmificant imports of fruits and vegetables that could be
replaced with regional production, <ee Table 1. In 1978 tacbadow and Trinidad
were dmporting 45 and 25  respectivel o of their vegetables. Barbados vasorted
75 of its fruit <upply while Trinidad irported almost one-halt ot 10y oot
crop requirements. A significant perceatage of the tndividual country 1mports
are obtained from other islands in the fegion but o larae and growing volune
of the 1mports ar . coming from ectra-req onal wources where dependable, high
quality produce shiprents are cauily arranged through Targe scalte wholesale
shippers.

Table 1. Cotruoated Percent ot fotal fenuuesption of Lelected
Corvroditie, Supplied by lrport, CARICEN tountries.

1474

Countr Fruit Jegetables Roots

e T (ngitﬁ\fﬁ 0
Antiqua 11 64 85
Barbados 75 45 2/
Belise 6 34 8
Dominica 2 15 3
Girenada 6 8 12
Guyana 2 34 24
Jamaica k| 12 2
Montnerrat 2 20 6
St, rites/tevis 18 54 90
St. ‘\l(,\:d 2 50 5
L. Vincent 1 38 2
11 25 48

:: ri ”h’d" L T()bﬂf)()

T e e e T T T T .

Source: (), Table v 22,01
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markets. Moreover, these traders do not anticipate market demand and do not
offer contracts which Tink planting decisions with friture market needs. Thus,
the typical trader does not act as an agent for effective coordination and
change in the production distribution system. Thi., means that most traders
are not able to assure a stable and routine supply to market buyers, nor can
they provide the stable market incentives required for farmers to sustain
commercial levels of production. To overcome these problems,

reliable information on market requirements and an effective system for trans-
mitting useful information to produce ‘s will be needed.

3. High Transaction Costs

Given the current stricture and practices of traditional marketing
in the Eastern Caribbean, as outli.ed ahove, the cost associdted with trans-
acting purchases and sales is relaitively high. Moreover, in a system charac-
terized by a lack of standard we ghts, measures and grades, traders are forced
to personally inspect each lot at every fransaction point and negotiate a price,
depending on the results of each inspecticn. Because of the time required for
each inspection, most traders are limited in the a .urt that can be personally
inspected. This in turn requires a large number of low volume/high margin
firms engaged at each link in the marketing chain.

4. Transportation Physical Handling Costs

Inefficient work methods, congested markets, poor transportation
and inadequate packaging contribute to high levels of spoilage and result in
high physical losses. The lack of reliable inter-island transport and the
very limited availability of adequately ventilated and refrigerated space on
existing vessels continues to impose very high costs cn the movement of perish-
able products. Unloading delays at destination port fecilities cause additional
product deterioration. Physical handling costs are also increased by the
tradition of multiple inspections of small lots referred to above. As these
problems are a basic feature of the existing system, it is difficult for small
traders to individually overcome them. Innovations to overcome these short-
comings are most likely to occur through having a strong market participant
that can provide overall market leadership and demonstrate new and lass costly
handling procedures.

5. Lack of Inventory (Trading) Capital

Working capital to finance trading inventory fur agricultural
produce is tvpically not availabie from established credit institutions. Credit
for perishable products is almost non-existent. Yet, the credit most traders
need is not for facilities, equipment or other fixed assets, but rather to
cover the costs between produce production and sale. The fact that traders are
expected to finance activities with equity capital clearly demonstrates why
there is an absence of relatively larger volume trading companies. As a result,
regional agricultural marketing is currently characterized by a large number
of small volume traders, known locally as hucksters. These traders typically
engage in bilateral markets. Indeed, there is no trading firm that has a
regional perspective, i.e. one that stays in touch with region wide supply and
demand situations for a wide range of products.
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6. Research and Development

The private sector typically has limited capabilities and little
or no incentive to carry out R&D on broad market organizational problems, hence;
public sector efforts are required. In the Eastern Caribbean Region effective
and concerted efforts are needed to provide the applied research and the related
educational and administrative efforts to undergrid the development of a more
efficient, progressive and equitable system of producing and marketing food
crops. However, these publicly supported agricultural production and marketing
research and extension programs need to be accompanied by aggressive private
sector efforts to identify new markets, tv develop new organizational arrange-
ments to exploit market opportunities, and to develop new products and more
technically efficient operations. Larger scale, more regionally oriented
private sector firms would have the ability and interest in undertaking needed
research and market development work.

C. A Proposed Project

project consists of establishing a commercial trading company to
engage in uirect buying and selling of agricultural commodities grown in the
Region. Thus, the central concept is to initiate market system reforms through
the innovative actions and behavior of a profit motivated firm that will
increase the volume of commodity trade in the Region.

The Caribbean Agricultural Trading Company (CATCO) is in the initial
stages of organization. The basic ideas for this enterprise have emerged over
a period of years and were shaped, in part, by studies underwritten by AID and
by related discussions with private investors and the Directors of the Caribbean
Food Corporation. The mixed public/private equity structure of CATCO is par-
ticularly suitable for the venture proposed. Private entrepreneurs and commer-
cial banks are reluctant to invest in the activities proposed by CATCO primarily
because of the inherent high risk associated with perishable commodities, the
substantial amount of capital required, and the predilection of regional
governments to intervene in the food marketing activities. CATCO will provide
an opportunity for the private investors and public sector officials to jointly
identify and expand commercial trading activities on a rational basis. The
enterprise is being launched with sufficient capital to undertake major start-up
costs, which include the recruitment and training of staff, the development of
a business plan and aggressive efforts to initiate profitable commodity trading
activities. The CATCO operation is designed to overcome many of the market
constraints identified earlier in this paper. It is more comprehensive in
scope than previous marketing improvement efforts, and will directly complement
ocher AID funded projects that strengthen institutional support for agricul-
tural research, extension, credit and inter-island transportation.

CATCO will be market oriented rather than production oriented. This
orientation will be a sharp contrast to most existing traders who typically
wait to see what is produced and then find a market. In contrast, CATCO will
aggressively identify markets, anticipate demands, and actively promote produc-
tion of the kind and type of produce needed. This behavior will be a major
step towards providing the necessary linkage between markets and farmers. As
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a result, more stable supply relationships can be established, and regionally
produced commodities will take a larger share of existing markets.

CATCO will be a regional marketing firm and as such, its regional
perspective will enable it to address the constraints now associated with geo-
graphic dispersion and insufficient specialization in the Region. CATCO will
eventually establish a network of its own trading agents and permanent arrange-
ments with local merchants in key islands who will be informed both about
market requirements and supply availability. CATCO agents will work through
this network to actively encourage production specialization in selected areas
by offering forward contracts and other specialized marketing services.

CATCO will achieve cost savings by eliminating the need for multiple
inspections of small lots of produce and by reducing losses through improved
physical handling. Because CATCO will have a coordinated network of field
agents, once produce is purchased and packed, no further inspections will be
required until it reaches the final buyer. With this improved efficiency,
CATCO will be more price competitive with alternative sources of supply.

CATCO will provide market leadership for selected high volume commod-
jties produced in the Region. Since CATCO will have the information, skills
and working capital to trade in relatively large volumes of selected commodities
(i.e. bananas, plantains), it will be able to establish the norms regarding
size, quality, packing standards and other commodity attributes that will
facilitate routine procedures for exchange. This leadership to establish more
routine and efficient movement of commodities will enable CATCO to gain a
greater market penetration as well as assure markets for regional growers.
CATCO will provide leadership, and other marketing traders will be under
competitive pressure to change their behavior to compete in an evolving market
system.

D. Relationship of the Project to Host Country Priorities and to the CDSS

1. Relationship to Regional and Host Country Objectives

Government leaders throughout the Region are focusing their
attention and resources on ways to improve their weakening economic positions
highlighted by steadily worsening trade deficits. This has been brought about
in part by increases in food imports, losses in foreign exchange earnings due
to recent natural disasters, and weakening market demands for traditional
export crops.

Governments in the CARICOM region have responded to these problems
by directing their resources into developing a Regional Food and Nutrition
Strategy and into improved research, extension and infrastructure systems to
support agricultural development. Equally important, they have transformed
policy commitments into reality by capitalizing and creating in 1977 the
Caribbean Food Corporation to undertake specific commercial ventures in agri-
cultural production, marketing, and proce:sing; these are all aimed at stimula-
ting agricultural development and food production. The CFC has a special
mandate to operate in such a way as to ensure the participation of the private
and public sectors, regionally and extra-regionally. After a 5 year
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development phase, CFC has now entered their Project Investment Phase, and
through their 1982 - 84 Investment Program plans to emphasize commercial
projects, involving primarily the private sector. All projects, including
developmental projects, are designed to be financially self-sustaining from
either external donor sources of funding or internally generated funding.
The CATCO Project is the lead initiative of CFC in its 82 - 84 Investment
Program.

2. Relationship to AID Objectives and Other AID Supported Projects

Agriculture plays such a cruical role in earnings of foreign
exchange and employmerit generation in the Caribbean Region, that the perform-
ance of the agricultural sector is of central concern to RDO/C's development
assistance strategy. RDO/C's specific long-term objectives in the agricultural
sector are to increase the per capita output of food and other marketable
commodities and to expand employment opportunities for rural families thereby
éncreasing farm family income. The focus of this program as outlined in the

DSS is to:

- promote commercial agricultural diversification to increase
food production for regional requirements and to establish
new commercial opportunities; and

- increase the production efficiency of traditional export
commodities.

RDO/C's ongoing projects to implement the strategy noted above
have sought to bring about incremental changes in the existing agricultural
sub-systems of research, extension, credit and infrastructure development.

The CATCO Project responds specifically to RDO/C's developmental
focus by providing direct support to private sector initiatives to stimulate
increased agricultural product trade, and the production linked to it, to both
regional and extra-regional markets. In addition to the monitary income bene-
fits which will accrue to business and farm families through increased
profitability of their enterprises, the CATCO Project is also expected to
contribute to overall USAID objectives of employment generation in the trade,
transport and farming sectors of the participating Caribbean nations.

Existing and anticipated RDO/C projects which have important
implications for the successful implementation of CATCO (and vice versa) are
as follows:

a) Agricultural Research

Since 1978 the RDO/C Small Farm Multiple Cropping Systems
Research Project (SFMCP) has been working through the Caribbean Agricultural
Research and Development Institute (CARDI) to develop proven and economical
production technologies which farmers can readily adapt. Several important
technologies developed at CARDI's Trinidad experiment station have been tested
on the various Eastern Caribbean islands through efforts of the SFMCP. These
include disease free yam stock, heat-treated cabbage seed, improved legume and
peanut cultivars. (15). Research proven technologies like those mentioned
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will enable commercial production of commodities that are competitive with
extra-regional sources from a quality, consistency of supply, and cost pers-
pective. As CATCO provides firm market guidelines, CARDI research capabilities
can be directed at solving clearly identified production or handling problems
that retard market growth.

b) Agricultural Extension

The five year RDO/C Caribbean Agricultural Extension Project
began in 1980 and is being implemented in Phase I by UWI in collaboration with
the Midwest Universities Consortium for International Activities (MUCIA). The
two phases of this project are designed to assist selected governments of the
CARICOM LDCs in improving the overall effectiveness of their agricultural
extension services. Phase I established and staffed two extension outreach
stations in the Region and assisted participating local governments in formu-
lating comprehensive national extension improvement plans. Phase II activities
will focus on implementing these plans and in conducting various scholarship
and training programs to upgrade extension agent skills. There will also be,
where necessary, the purchase of extension vehicles and equipment.

As CATCO identifies markets and seeks to contract for local
production, extension services will be important to assist growers in learning
new skills and production techniques required tc meet more rigorous production
standards. CATCO field agents will work closely with these strengthened exten-
sion services in order to ideatify necessary extension agent and farmer train-
ing needs for variety specific cropping and post-harvest handling practices.
CATCO field agents will also provide valuable planning targets for the country
level extension planning and execution sub-committees which are being estab-
lished under the Extension Project.

c) Agricultural Production Credit

The CATCO Project does not contemplate providing agricultural
production loans to participating farmers because these services are already
available through the RDO/C Integrated Agricultural Development Project. This
small farmer development program was established in the Caribbean Development
Bank and cooperating national and regional direct lending institutions.
Innovative features allow farmers to obtain agricultural production credit
without using an official land title as loan collateral. More secure marketing
arrangements which will be facilitated through CATCO efforts will greatly
assist farmers and local lending institutions in negotiating and managing loans.

d) Agribusiness Development

There are two RDO/C agribusiness projects that both facili-
tate and complement actions planned by CATCO. The first of these is being
implemented through the Caribbean Development Bank and involves both grant and
loan funds. The grant portion provides technical assistance for planning,
sub-project development and design, special studies and implementation. Loan
funds have established an "Agribusiness Development Fund" within CDB for loan
and equity investment over a five year period. A recent activity supported
under this project was to examine the feasibility of a banana ripening room
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operation in Barbados. This pilot project has provided valuable information
for CATCO business planners, and has pointed the way for CATCO to select
bananas for ripening and sales in Barbados and Trinidad as a priority trading
product.

A second project "Agribusiness Expansion" began in late 1980,
seeks to more directly initiate private agribusiness development in the
Caribbean Basin. The Latin American Agribusiness Development Corporation
(LAAD) will implement the project and is committed to targeting at least Uss4
million to the English-speaking Lesser Developed Countries of the Caribbean.
LAAD has established a sub-regional office in Barbados to promote and initiate
projects in the English-speaking Caribbean in the areas of food production,
processing, packaging, storage, transportation, and marketing.

The CATCO Project will undertake modest capital investments
in new and promising marketing, processing and transport arrangements which are
directly related to CATCO trading opportunities. Since these investments
would largely be joint ventures, the private sector investment partners may
look to the CDB or LAAD for necessary business planning and loan assistance.
Thus, CATCO and other RDO/C funded Agribusiness Projects will be mutually
reinforcing and help to extend new investment opportunities to a wider audience
of potential private sector invesuors.

3. Relationship to Activities of Other Donors

a) Inter-American Development Bank

In 1981 the Inter-American Development Bank approved a grant
of US$454,000 for the Caribbean Food Company, who in turn allocated all of
these resources to contracting for consulting services to support the establish-
ment of CATCO. The technical assistant contract was awarded to a joint venture
undertaking between Tropical Agricultural Services International (TASI) a wholly
owned Barbadian firm, and Deloitte, Hoskins and Sells Associates, a wholly owned
Canadian partnership. Some 48 person months of short-term consulting will be
provided to CATCU in the areas of market intcliigence, transport, marketing,
contracts and services, and tiraining over the period March 1982 through
February 1984.

b) Commission of the European Communities - European
Development Fund

The European Development Fund (EDF) has been a major source
of loan and grant fund.ng support for the Caribbean Food Corporation. In 1981
some US$450,000 in technical assistance was provided to assist CFC in project
development and implementation. 1n 1982 an additional US$600,000 was approved
for similar purposes. Currently CFC is undertaking preliminary discussions with
EDF regarding the possibility of loan and grant funding for the input side of
CATCO business plans. The activities which might be undertaken with inputs
could go substantially beyond those anticipated in the present business plan,
in that EDF resources might be used to sell inputs on long-term credit to major
regional buyers, and to improve input storage and handling capabilities of
CATCO clients on the different islands. If these plans are materialized, much
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of the EDF grant and technical assistance support would be directed towards
the strengthening of CATCO's capabilities in financial management and credit
worthiness analysis.

c) West Indian Shipping Corporation (WISCO)

With assistance being provided by the EDF, WISCO has plans
to improve regular feeder shipping services to the LDCs in the Region. The
improved WISCO services are geared primarily to facilitate transshipment of
general cargo to the LDCs from Barbados and Trinidad. Nevertheless, CATCO
plans to utilize this improved service when available and compatable. CATCO
will still need to utilize other shipping arrangements to achieve the frequency
and routing required.
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III. DETAILED PROJECT DESCRIPTION

A. Goal and Purpose

1. Goal

The goal of this project is to increase the total volume of
trade and consumption of agricultural commodities produced by small farmers
in the Less Developed Countries of the Region. This constitutes a strategy
of achieving greater regional food celf-sufficiency via increasing the volume
of intra-regional agricultural trade. As shown below, this goal is consis-
tent with the CARICOM Food and Nutrition Strategy and the RDO/C FY 83 CDSS.

The Draft Regional Food and Nutrition Strategy, adopted by
CARICOM in August 1980, is a plan of action to “improve the health of all
Caribbean peoples, as well as promote increased regional economic self-
sufficiency and self-reliance" (2). It acknowledges that improving the
regional marketing system, along with appropriate support services like
transportation, is a key link in achieving both production and consumption/
nutrition objectives.

The RDO/C FY 83 CDSS advocated two parallel areas of focus
which are consistent with AID policy:

First, the strategy focuses heavily on activities aimed
at increasing traditional export commodi ties. Second,
over the longer run, the strategy is to promote com-
mercial agricultural diversification both to achieve
greater food production for regional requirements and
to establish new commodities aimed at extra-regional

trade (10).

The CATCO project represents a strategically important component
of the activities being funded to implement the Mission's strategy.

2. Purposes

The project purpose is to create a commercial trading company
which can: a) remove key marketing constraints, b) promote and develop new
marketable products produced by farmers in the LDCs of the Region, and c)
sustain financially viable operations. The project clearly has a double
focus, e.g. stimulating private sector involvement in agriculture and
attacking some of the externalities which constrain broad-based agricultural

development in the Region, especially within the LDCs.

Achievement of these two tasks requires close cooperation
between the public and private sectors in the Caribbean. Indeed the rationale
for undertaking a joint enterprise is succinctly stated in the CFC/CATCO

Aide Memoire:

Both the public and private sectors agree that partnership
in agricultural production under the umbrella of the CFC,
and partnership in marketing and distribution under the
umbrella of CATCO, would bring together the expertise and
experience of the private sector, simultaneously with the
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putting of agricultural pursuits on a commer~ial and com-
petitive basis, while at the same time permitting a level
of public sector involvement to safeguard the regional
public interest (4).

Likewise, stimulating the agricultural sector to meet the food
needs of the Region's growing populace and to enhance export earnings is a
cornerstone of the recently declared Caribbean Basin Initiative (14?

B. End of Project Status, Qutputs and Inputs

1. End of Project Status

By September FY 87, CATCO will be a fully operational, financially
viable trading company. Standard operating procedures for measuring, packing
and shipping should be well-known by CATCO's field staff and trading partners.
Having received practical training through technical assistance provided in
this project and gained five years of experience, the CATCO market analysis
staff and field traders should be able to perform their functions without
further assistance.

The improved marketing services and innovations introduced by
CATCO will clearly benefit the Region as a whole. Specifically, by adopting
export market grading and packing procedures for fruits and vegetables, con-
sumers in the Region will gain the benefits of more stable, better quality
produce. Innovations supported by the selected capital investments such as
banana ripening rooms and peanut dryers will stimulate volumes in commodities
currently not widely traded in the Region, or allow the introduction of new
commodities for intra-regional trade.

The CATCO project should also contribute significantly to AID's
knowledge about/and experience with private trading companies in the agri-
cultural sector.

2. Qutputs

In addition to the institutional structure and improved intra-
regional marketing procedures and systems mentioned above, CATCO should
generate several specific outputs which can be traced directly to their
increasing level of operations over time.

The CATLU iruding strategy may be summarized as a three
staged process. Initial trading will be concentrated in well established
commodities that are readily available in the Region (bananas, plantains,
grapefruit, and oranges). In the early years CATCO will gradually promote
and develop intra-regional trade in a wider array of commodities some which
inherently more risky (peanuts, carrots, cabbages, tomatoes, mangoes, onions,
pigeon peas). Then, beginning in the third year of operations, CATCO will
start to develop an extra-regional market for a few carefully selected items.
Based on this strateqy, CATCO should achieve a volume of output trade of at
least USS15 million by the third year and 'ncrease operations to US$30 million
in the fifth year,
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Given heavy start-up and market development costs, CATCO may
not achieve a break-even trade volume until early in the fourth year of
operations. Trade and financing projections indicate that CATCO will make
a profit after taxes of about US$1 million in the fifth year. Fifth year
profits yiald a 5.6 percent return on gross sales. At this level of opera-
tions, CATCO will become a financially viable enterprise and shows a 19
percent internal rate of return over its first 10 years of trading.

3. Inputs

The proposed AID inputs to CATCO is a US$4 million loan. The
primary purpose of the loan funds is to provide the necessary operating
capital for initial trading and market development. Up to $500,000 of the
$4 million operating capital can be used by CATCO to maie selected capital
investments that will support the developmeat of new, innovative services
such as banana ripening, peanut drying, pre-cooling of produce at the pro-
ducer or packing house level, or specialized equipment essential for improved
handling of perishable products. Each investment would require review and
approval by the RDO/C, and no single investment could exceed $50,000. CATCO's
initial operations will be devoted to expanding the restructuring intra-
regional trade and reinforcing other USAID developmental activities (Part
I1- D), the terms of the loan should be significantly concessional. A 15
year loan with a 5 year grace period on principal at 4 percent interest for
the first 5 years and 7 percent thereafter should provide CATCO ample assis-
tance to engage in the initial develop.ental activities.

C. Beneficiaries

The immediate and primary beneficiary is of course CATCO itself,
a commercial company dealing in agricultural trade. Consequently, as a
beneficiary, CATCO is wholly consistent with two of AID's priority concerns.
Being a trading company, CATCO will, by definition, directly benefit all
other parties with wiom trade is conducted. Thus it is likely that a wide
range of farmer groups, other traders, commodity associations, and individuals
who sell to CATCO will directly benefit. Likewise the wholesalers, retailers,
processing firms, and institutions who buy from CATCO will directly benefit.

Additional benefits will accrue from increased trade volumes
indirectly at the production level to individuals employed in farming opera-
tions, as well as service firms supplying inputs or firms engaged in packing,
transportina, sorting, and storing commodities. There ijs also reason to
believe that a portion of any cost savings achieved by CATCO is likely to be
passed on to each participant in the marketing channel so that ultimately
final consumers will indirectly benefit.

D. Detailed Project Description

1. The Implementing Institution

The Caribbean Agricultural Trading Company, Ltd. (CATCO) was
incorporated in Barbados on Oc-ober 16, 1381. The majority shareholder is
the Caribbean Food Corporation (a corporation whelly owned by CARICOM govern-
ments) which provided 513 of current paid-up share capital. The remaining
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49% of the paid-up share capital in CATCO has been subscribed by Grace,

Kennedy & Compary Ltd. (GKC?. Current paid-up share capital in CATCO amounts
to $200,000, with a second equity call for an additional $550,000 scheduled
after August 1, 1982. It is anticipated that the CFC will maintain its
majority shareholder position by subscribing 51% of the additional equity call.
On the other hand, it is anticipated that GKC will dilute its portion of equity
shareholdings by inviting other regional firms to purchase equity in CATCO.

The corporate goals of CATCO are:

(a) To reduce the Region's food imports;
(b) To provide agricultural trade information, and
(c) To be financially viable.

Thus the primary focus of CATCO will be to establish and expand a profitable
trade in agricultural commodities grown in the Region.

A core staff has been recruited and is on-board. They are
actively involved in refining the business plan, conducting market analysis
of identified trading opportunities, and conducting pilet trading activities
(e.g. small-scale shipments of bananas to test the feasibility of a “ripening
room" to produce a premium quality fruit).

The organizational structure of CATCO is functionally divided
into two major management units, as shown in Figure 1. The trading unit
carries the major operational functions of the business, while the financial
control unit will facilitate the specific trading transactions. The financial
unit will also play a major role in conducting short-term credit worthiness
analysis to orient the frontline CATCO traders in their client selection
process, and in assisting the General Manager in assessing the financial
viability of new business decisions, and of the desired venture investments.

Grace, Kennedy & Company is responsible for management of CATCO.
Under the terms of the three year management contract, the Grace Kennedy &
Company has the authoirity and responsibility to hire personnel, determine
trading/shipping patterns, and set pricing policies for CATCU. The current
Acting General Manager of CATCO is a GKC employer and will continue to devote
a significant share of his time to supervising the GKC management contract
after a full time general manager is hired.

The market research and development unit will serve the overall
needs of CATCO management in assessing the desirability and likely profita-
bility of new products, marketing services and selected capital investments.
It will also play a key role in coordinating CATCO trading plans with country
and regional research, extension and other specific agricultural development
projects. Much of the .echnical assistance for CATCO will be to strengthen
the capability of this unit.

The CATCO personnel hiring schedule is shown in Table 2. The
plan is to begin operations with some 15 different positions, although 5 of
these will not be f*1led until the second half of year one. Thus, the total
projected staff for the first year of trading is 12'- persons. As the volume
of trading activities increases in years 2 and 3, the full time employees
will be brought into the indicated positions. By years 4 and 5 the staff
will reach a total of 22 persons.



-19 -

Figure 1. CATCO ORGANIZATIONAL STRUCTURE
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Management
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Table 2 CATCO Personnel Schedule

Total Number of Personnel Per Year
Position Year | Year 2 Yoeuar 3 Years 4 & 5
Number | Salary 17
| USS 000 -
General Manager 1 37.5 1 1 i
Trade Manager l 27.5 1 1 ]
Input Manager L 14,0 1 1 1
Qutput Manaper 2/ 1 18.0 1 1 1
Fleld Offtcers = 3 49,5 3 3 3
Warchouse Supervisor b 6.0 1 l 1
Porter by 0 | 1 1 1
Accountant l 16.5 1 1 l
Assistant Accountant Is 11.0 | l |
Market Analvse L 16.0 l 1 1
Traftic Orticer - 12.0 | | 1
Extension Ot fcer - 16.5 L | |
Secretarv/Clerk - 7.5 | ] 1
Admin., Otticer ) 11.0 1 ] |
Driver 1 5,5 | | }
Maid | 2.0 1 1 1
Trarfic Clerk - 6.0 |
Market Research Asst, - 9.0 1
Secretary - 7.9 |
Accountant Asqilstant - 9.0 , }
! ;
Total Persons 124y 174 18 oy :
3 |
Total Couts 275,183 27,0850 LGHY,av5 o8, 514 %
| :

l/ a. 135 Increases in renunerat {on assu=ed anpualle,
b, Fringe benefsts are fncluded 3t the ‘ovel of sp additional 3O%
to basic ~alary avcording to the folleving {tems

- 57 attonal Tnasurance
- 5% troup Life IRegpainc
= I Penston b Medical totese

= 132 Pre-vequistte  tuon-tasable),

2/ Fleld Offfcer will resain in fattados for teaining, and vill be moved
moved to the ficld officer stalivh viefl cost=effective,
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varieties and production practices that will enable their products to compete
in extra-regional markets such as the U.S., Canada. and the Western Europe as
well as potential markets in the greater Car sbean area.

Initial priority will be to build tradiig volume for a few
major fruits (bananas, plantain, oranges and grapefruit' in carefully selected
intra-regional markets. Concurrently, developmental e”forts will begin to
promote the production of selected vegetable crops anc to arrange for the
local availability of critical production inputs, such as seeds for desired
varieties of vegetables, and pesticides.

As CATCO staff gains operational expe:ience the number of
cormodities handled will expand, new market outlets will be sought out and
additional supply sources will be arranged. These actisities will require
a continuing research and development effort which can »e supported with
grant funded technical assistance working in close colliboration wich the
CATCO manager and staff. In some instances it may be ‘.ecessary for CATCO
to invest in special equipment and facilities, to enter iato joint ventures
with private entrepreneurs or to assist private sec.or investors in preparing
projects to be submitted to banking institutions, such as CFC, (DB and LAAD
for funding.

3. Project Activities

a) Trading Activities

(1) Outputs

The projectec annual tonnage of fresh produce that will
be merchandized by CATCO ov>r the period 1982/£3 to 1988/89 is shown in
Table 3. In its first year »f operation, CATCO will merchandize 2,540 tons
of fresh produce (about 50 tcns per week) within the CARICOM Region. The
annual volume will increase substantially in year 2 to exceed 11,000 tons
(217 tons per week) and, by year 6, annual trade volume will be 23,475 tons
(about 450 tons per week).

The general trading policy of CATCO will be to purchase
fresh produce from existing producer organizations (such as the Dominica/
Jamaica/Belize Citrus Growers' Associations, the Windward Island barana
Growers' Association) on a cont.actual basis for the four core commodities
- oranges, grapefruit, bananas and plantains. Other produce items will be
grown for CATCO, frequently under contract, by producer organizations (for
example, 0.R.D. or Georgetown Cooperative in St. Vincent, the Barbados
Agricultural Society in Barbados, large-scale farmers like, Beauchump
Estate in St. Lucia, Union Estate in St. Vincent), and central marketing
corporations in supnlying countries. Additional 'spot' purchases will be
made to supplement tages in contractual volumes. (Produce will be
bought from groups and/or individuals who can meet CATCO quality requirements
and who are satisfied with CATCO buying prices).

CATCO does not intend to establish a network of ware-
houses in the CARICOM Region, rather space in existing facilities owned by
the private and public sectors will be rented when and if required., CATCO
field officers will liaise with the produce suppliers in the key source of



TABLE 3.

PROJECTED ANHUAL SHIPWMENTS OF FRESH PRODUCE BY
CATCO, YEAR1 (1992/83) - YEAR 6 (1988/89)

(Tons)

Year 1 Year 2 Year 3 Year 4 Year 5 Year 6

Cosviodity Category | 1982/83 1983/84 1984/85 1985/86 1987/88 1988/89

L Canancs 1,050 5,900 6,490 6,749 7,019 7,785
| plentains 470 2,250 2,970 3,164 3,373 3,598
Granges 600 1,000 1,705 2,416 2,590 2,779
Grapefruit 420 1,450 1,595 2,220 2,388 2,494
rﬂgngoes - - 400 1,200 1,380 1,486
Vegstables - 660 2,841 3,542 3,889 4,253
Esctic Produce - - 500 750 900 1,080
Tetal 2,540 11,260 16,501 20,041 21,539 23,475

-EZ-
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supply centers to ensure that contractual terms are satisfied and that packaging
and shipment requirements are met. The field officers will be responsible for
ensuring that export documentation is accurate and in place.

CATCO will take title to the fresh produce at point
of supply (i.e. when produce has been graded and the quality meeting grade
requirements checked). Title will be relinquished either at the import
dockside (c.i.f.) or delivered to the warehouse of the buyer, with the
exception of highly perishable produce for extra-regional markets which may
well be sold f.o.b. supply country wharf/airport.

The customers of CATCO will be drawn from the private
and public sectors, that is, private sector importers/wholesalers/distributors
or public sector agencies such as the School Nutrition Company in Trinidad
or central marketing agencies. Sales will be made on the basis of firm
advance orders from the CATCO clientele. CATCO field officers in major
markets will represent the commercial interests of the company at wharfside/
airport and through to delivery of the produce at the warehouses/delivery
points of customers.

The principal activities associated with
CATCO fresh produce trade are outlined in Table 4.

(2) Farm Inputs

Agricultural inputs supply is not a major trading
activity for CATCO. Trading in inputs will be undertaken to the extent
required to assure local distributors have sufficient physical stocks of the
inputs required to achieve high husbandry standards and produce high quality
comnodities. Therefore, input trading is geared to directly support and
complement output trading objectives.

In Tables 5 and 6, projected CATCO sales of famm
inputs, by farm input category and by country, are presented. In the first
year of operation CATCO projects that it will merchandize close to $300,000
of farm input supplies; this volume will increase to around $1.5 million
by year 3 (1984/85). Barbados and St. Kitts/Nevis will account for the
major share of sales volume in the first 3 years. It is anticipated that
fertilizer sales will represent around 60 percent of the total dollar volume
over this period, with crop/pest chemicals and short-line equipment accounting
for 27 percent, and vegetable seed 13 percent of sales volumes.

At present, no one farm input distribution company
operates on a region-wide basis; CATCO will operate in this capacity and
service the existing distributors in the Region. CATCO will purchase inputs
in bulk from extra-regional sources and then channel the products to the
farm level through established wholesalers and retailers. A summary of the
distribution channels for each CATCO market country is shown in Table 7.

4. CATCO Coordination With Public Marketing Agencies and
Government Policy

An important management concern for CATCO will be close
coordination with CARICOM government policy for selected commodities
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TABLE 4. PRINCIPAL ACTIVITIES

IN CATCO FRESH PRODUCE TRADE

Activity undertaken in:

CATCO  Producing  Consuming
Activities Head Country Country
Office

1. Planning strategies X
2. Determine extra-regioral imports X
3. Identify regional markets X X
4. ldentify production sources X
5. QObtain preliminary producer costs X
6. Obtain preliminary buyers price X X
7. Perform viability procedure X
8. Obtain intention to purchase from

buyer X X
g, Obtain intention to produce from

producer and price ranges X X
10. Persuade buyer to take sample

consignment X
11. Agree on terms X X
12. Confirm order with buyer X
13. Confirm order with producer X
14. Production and monitoring of

production X
15. Post - harvest monitoring X
16. Grading and packaging X
17. Storage of commodity X
18. Pre-shipment documentation X
19. Overland shipment in exporting

country and corresponding post-

harvest control X
20. Shipment by air/sea and corresponding

post-harvest control X X X
21. Overland shipment in importing country

and corresponding post-harvest controls X
22. Payment process from payer and accom-

panying documentation X X
23, Payment process to producer and

accompanying documantation X X
24, Cluaiws service of 105505, spoilage, etc. b X
a6, Extraction of shipment information forMIS| X
26. Mtor-sales service for wholesale markets

and suoch markets X
27. Mbityticn servica for dissatistfaction

(poc.s quality, inierior gocds, otc.) X X
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INPUT CATEGORY, YEAR 1 (1982/83) TO YEAR 3 (1984/85)

Year 1 Year 2 Year 3
Farm Input 1982/83 1983/84 1984/85
Category $'000 $'000 $'000
Fertilizer 204 782 989
Vegetable Seed 45 172 218
Crop Chemicals &
short-line 93 359 454
Crop Equipment
TOTAL 342 1,313 1,661
Table 6 PROJECTED CATCO SALES OF FARM INPUTS BY
COUNTRY, YEAR 1 (1982/83) TO YEAR 3 (1984/85)
Year 1 Year 2 Year 3
Country 1982/83 1983/84 1984/85
St. Lucia 10 (sﬁool%) 54
St. Vincent 15 43 55
Dominica 17 27 36
St. Kitts/Nevis 58 259 326
Antigqua/Barbuda 27 120 153
Montserrat 12 38 48
Barbados 158 610 77
Trinidad 45 172 218
TOTAL 342 1,313 1,661
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TABLE 7 DISTRIBUTION CHANNELS FOR CATCO IN THE FARM INPUT MARKET

Country

Methods

St. Lucia:

St. Vincent:

Dominica:

St. Kitts:

Antigua/Barbuda:

Montserrat:

Trinidad & Tobago:

Barbados:

Existing distributors (Stanthur Co., and St. Lucia
Marketing Board.

Direct sales to Ministry of Agriculture station at
Union.

Existing distributors (St. Vincent Marketing Board,
Green Finger, etc.).

Direct sales to Arrowroot Association, Ministry of
Agriculture, and farmers' coop.

Direct sales to Cooperative Citrus Growers Association.
Existing distributors - John Charles and Co. (City
Drug Store).

Direct sales to National Agricultural Corporation.

Existing distributor - Central Marketing Corporation
(CMC). “CATCO will design and stock a retail farm and
garden shop for CMC.

Existing distributors - Private Sector and Central
Marketing Board.

Existing distributor - Development Finance Marketing
Corporation.

Existing distributors.

New distributors - Central Marketing Agency Chain of
Depots.

Existing distributors - Da Costa and Mussons, Geddes
Grant. New distributors - Barbados Agricultural
Society Trading Company.
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covered by the Agricultural Marketing Protocol (AMP). Only about 40% of the
volume of projected CATCO trade in outputs by year 3 are subject to the terms
of the AMP, but this portion is very important to achieving the development
impact desired. Thus, CATCO as a joint venture between public and private
investors, is uniquely positioned to help achieve the purposes embodied in
the AMP which are to increase regional food supply security and provide
stable financial incentive to regional farmers. The specific fresh produce
items identified as AMP commodities are:

Peanuts Cinnamon Carrots

Tomatoes Cloves String Beans

Red Kidney Beans Cabbages Onions

Black Peppers Plantains Pineapplies

Sweet Peppers Okra Pigeon Peas

Garlic Fresh Oranges Potatoes (Sweet and

non sweet)

These items are subject to import and export Ticenses, whereas
other commodities do not require a license for either import or export.
Trade in the AMP commodities is typically administered by tha Central
Marketing Agencies in each CARICOM state; although a license to import/
export on behalf of such agencies may be (and has been) given. The trigger
that, ostensibly, stimulates trade is the periodic declaration of surpluses/
deficits in the AMP commodities by the member countries; prices are esta-
blished in advance and are cost of production based.

The AMP Agreement has had only very limited success in fostering
an increase in intra-regional trade, reflecting a lack of commitment to the
principle and inflexibility both in the identification of trading opportunities
and in price formation. The failure of the Agreement to meet its stated
objectives is recognized by all signatories.

There is a recent thrust to "ameliorate the AMP Agreement*".
In essence, the proposed thrust is to make the AMP more market oriented, and
to widen its scope to include non-AMP commodities:

- The declaration of surpluses and deficits and the fixing
of prices are to be abandoned over time (2 - 3 years).

- Intra-regional imports are to be assigned a higher priority
when releasing import licenses for fresh produce if produce
of equivalent quality to extra-regional commodities is
available.

- Prices should be market based, reflecting negotiations between
buyers and sellers, rather than administratively established.

- Marketing Corporations in the CARICOM countries will have the
responsibility of informing each other as to potential trading
opportunities. In turn, the private sector will approach the
Corporations to gain access to this market information.

* See "Schedule VIII, 26th Meeting of the Officials
of the AMP, Georgetown, Guyana, April 1982
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- The private sector, then, can apply for import/export
licenses through normal channels.

The implications of this change in emphasis of the AMP are
positive from a CATCO standpoint, viz: intra-regional supplies of produce
will be given preferential treatment over extra-regional produce (with an
important caveat on equivalence of quality); pricing is to be market based;
and the private sector is being encouraged to participate in intra-regional
trade. However, the key administrative agency to police fresh produce move-
ment in the Region will likely remain the central marketing agency in each
state. Such agencies, under the proposed changes to the AMP, can still
exercise their right to be the sole importers/exporters of the expanded range
of fresh produce items, although the intent of the AMP: 'improvements' are to
expand the role of the private sector in the fresh produce trade.

The overall conclusion is that the activities of a regional
trading agency such as CATCO are consonant with current regional marketing
policy and do not conflict, indeed, complement the trade regulation role
that is a major focus of the powers of the Central Marketing Agencies in
each CARICOM state.

CATCO staff have undertaken preliminary discussions with cer-
tain Central Marketing Agencies in the Region (for example, the St. Lucia
Marketing Board) and envisage that the company will act as an agent for the
agencies in input and output trade -- undertaking contractual agreements to
buy produce from and sell produce to these public sector organizations. In
the event of disagreements between CATCO and importing/exporting Central
Marketing Agencies as to the interpretation or practice of regional marketing
policies and/or programs, then, the company will request its public sector
shareholder (CFC) to negotiate with the national agencies and regional
associations to resolve the trading problems and points at issue.

5. Market Research, Management, and Development Activities

The market assessments already undertaken have established that
there are significant opportunities to expand the production and sale of a
selected range of Caribbean agricultural commodities to displace existing
food imports, to satisfy a potentially larger intra-regional demand and to
capture a larger export market. But this expanded volume can only be achieved
through a systematic attack on market organization problems to be advanced
concurrently with closely related programs to stimulate the efficient pro-
duction of high quality commodities. CATCO will work to overcome market
organization constraints through its anticipated larger scale of operations,
its larger pool of capital and its improved management skills. Vet consider-
able experimentation and business learning are required before the expanded
resources available to CATCO can open new market channels, and develop new
organizational and technical trading procedures. Considerable applied
business and market research, management assistance and trainina, and
practical extension activities are needed to develop new marketing methods
for perishables in the Eastern Caribbean. HMajor experimental efforts
will also be required by CATCO staff ana available technical assistance to work
with farmers and business clients in order to convince them to adopt new pro-
duction and marketing methods.
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A1l of these market research and development needs are parti-
cularly difficult to accomplish in the Eastern Caribbean where few farmers
and traders have had the opportunity to gain new experiences and knowledge
with perishable food commodities. At the same time many of the models of
perishable market trading from more developed regions of the world are not
directly transferable due to the small size of Eastern Caribbean producing
and consuming countries, and the transportation barriers of distance and time.
For these reasons during CATCO's first five years of operation major technical
assistance activities are planned.

Seven functional areas have been identified where applied
research and development activities are particularly crucial for CATCO suc-
cess. In Table 8 the functional areas are listed and the level of technical
assistance planned for each is presented.

TABLE 8 ANNUAL LEVELS OF SPECIALIZED
TECHNICAL ASSISTANCE TO CATCO, BY FUNCTIONAL AREAS

FUNCTION YEAR

1 2 3 4 5 Totals
(Work-months)

1. Trading Operations 6 ¢ 4 3 - 19
2. Post-Harvest Handling 3 6 2 2 1 14
3. Market Research 3 4 3 2 2 14
4, Financial Analysis 4 3 1 1 1 10
5. Credit Control 3 2 1 - - 6
6. Management Systems 5 3 1 1 - 10
7. Evaluation 2 4 6 4 7 23

TOTAL WORK-MONTHS 20 28 18 13 11 96

Trading O.erations is the heart of CATCO's business and will
require substantial experimentation and learning in the early years. This
functional area includes all the procedures, tasks, and arrangements associated
with the physical logistics of assembly, transport, storage, and distribution
of commodities. Equally important are the procedures to insure timely and
reliable communications between supply points and target markets. Attention
to establishing such procedures will dominate the time of CATCO field staff
in the early years, and continue to demand innovative adjustment as experience
is gained and a wider range or commodities is traded. To provide CATCO staff
with training in methods of trading operations used in other markets and to

assist with practical application to Caribbean conditions, a total of 15 work-
months of technical assistance is planned over the life of the project.
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Post-Harvest Handling is an area of obvious crucial importance
to CATCO operations. Losses attributable to post-harvest spoilage are known
to be a major problem in the Region. CATCO can take measures to control
spoilage and shrinkage of produce during the period the produce is under
its direct control. But the key to achieving dramatic reductions in spcilage
is to improve handling at each stage in the marketing chain. This requires
collaboration with growers, truckers, packaging suppliers, shipping agents
and any other market participant that physically handles the commodities.

In other words, behavioral changes on the part of firms and individuals
outside of CATCO will reduce physical losses in the marketing system and
substantially improve market efficiency. The project design envisions CATCO
as being well placed to provide the "channel leadership" to facilitate the
needed procedural and behavioral changes. A total of 14 work-months of
expert TA is planned over the life of this project.

Market Research is the third functional area where technical
assistance is planned. As pointed out previously, one of the major diffe-
rences between CATCO and traditional traders will be its aggressive market
orientation. CATCO will actively seek ways to expand market demand for
produce currently traded, as well as attempt to establish new markets for
additional commodities. There are several means to influence market volumes
and expand market share, but in all cases it is dependent on understanding
both the market consumers and understanding the likely competition for CATCO
products. Since CATCO will sell to other wholesale firms, retail stores,
and institutions, it will be necessary for CATCO to expend efforts to
understand the needs of these clients and assist in meeting these needs.

For example, CATCO could work with a major retail food store to experiment
with alternative pricing, presentation, or promotional sales strategies.

This kind of marketing technigue for food is not widely practiced in the
Region. CATCO has both the opportunity and the challenge to precipitate

such innovations. The project design has planned 14 work-months of technical
assistance to help CATCO staff conduct applied market assessments and experi-
ment with innovative sales strategies.

Financial Analysis and Credit Control are both crucial opera-
tional functions for CATCO. 1he amount of money tied up in inventory, the
velocity of cash turn over, and the perishable nature of the commodities all
conspire to threaten CATCO's financial viability if not well attended. Like-
wise, credit control is particularly important due to the nature of CATCO's
business. To help establish appropriate review procedures and to train
CATCO staff in the application of financial analysis and credit control in
the fresh produce business, a total of 16 work-months of experienced TA is
planned over the 1ife of the project.

In a similar vain, CATCO Management Systems will need to be
examined as experience is gained and growth occurs. The proven management
of Grace Kennedy & Company is expected to shoulder most of this functional
responsibility. However, prudent design dictates that additional technical
assistance be planned to provide training and to work with CATCO management
procedures. Therefore, 10 work-months of management systems TA is planned
over the life of the project.
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Finally, Evaluation is seen as an essential function
to enhance the developmental impacts foreseen in the CATCO project. The very
complexity of CATCO operations provide an unusual opportunity to initiate
multiple innovations at most steps in the perishable food marketing channels.
While many innovations will prove profitable, some undoubtedly will fail.
Both the successes and failures need to be understood and shared, so that the
workable innovations can be replicated and the unworkable avoided. The project
plans for a full 23 work-months of technical assistance to assist CATCO perform
evaluation and extend their findings.

6. Project Costs and Financing

a) Project Costs

Total costs for the 5 year project are estimated to be
$6,690,500, of which 77% would be expended for working capital costs and the
balance for longer term investment capital costs. The relatively high con-
tent of working capital costs reflects the basic purpose of the project
which is to promote and facilitate the establishment of a commercial company
which will trade agricultural commodities. A major need in such an under-
taking is the working capital required to pay operating expenses, carry an
adequate inventory and offer sufficiently attractive services so as to
attract supply clients and purchasing customers.

Generally there are four components to the project:

Amount Percent
Start-up Costs $ 343.5 5.1
Market Enhancement Investments 500.0 7.5
Technical Assistance 659.0 9.8
Working Funds 5,188.0 77.6
$6,690.5 100.0

The various components are explained below and are shown in further detail
in Table

(1) Start-Up Costs ($343,500)

CATCO is essentially being created by the project.
As such, the prcject costs associated with the institution are its total
start-up costs and not the incremental costs after the company begirns its
actual trading with the assistance of USAID resources. As ot June 30, 1982
CATCO will have spent $270,500 of its own equity on start-up costs
including:

$210,000 - in operating expenses since November,
1981 including $40,000 expended by
Grace Kennedy and to be reimbursed

by CATCO;
$ 22,000 - in formation expenses: and
$ 38,500 - in office improvenents and

equipment.



TABLE 9 PROJECTED CArCO PROJECT COSTS *
BY YEAR OF TMPLEMENTATION
($000)
Year
ltems Start-Up Total
1 2 3 4 5

Investment Capital
1. Stare-Up

a) CATCO Expenses 170 170

b)  GEU Reimb. 40 40

<) Formation Expenses 22 22

d)  blde. i orovements 27 50 77

¢) Uilice Equipoent 11.5 23 34.5
2. Market Enhancing Investments 250 125 125 500
3. Techinical Assistance

4) Atk Grant (Evaluation) 15 40 60 40 70 225

L) IDB Censultants 217 217 434
Sub-total - Investuwment £25.5 382 185 40 70 1,502.5
wWorkilne Capital
4. Working Fund 1,829 1,375 875 440.5 668.5 5,188
Sut-total - working Capital 1,829 1,375 875 440:5 668.5 5,188
TOTAL 2,634.5 1,757 1,060 480.5 738.5 6,690.5

Sce CATCD financial suzmary in the Financial Analysis section

derivation of these

for der

amounts.

-Ee-
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Another $73,000 will be spent early in year 1 to provide additional ot/ ice
accommodation and equipment, partially to accommodate the 1DB consultants to
CATCO but also to provide for increased staffing of CATCO. Existing facilities
are crowded and inadequate for the type of operation envisaged., The additional
office space will be located in the same building that CATCO now occupies.

(2) Market Lnhancing Investments ($0u,000)

There are certain deficiencies and/ov oppertunities in
the marketing system which must be addressed if CATCO 14 to succeed. Given
the riskiness of these investments and the currvent lack of verceived markets,
it is difficult to attract private sector involvement, ?Providing investment
capital to CATCO to allow them to take leadership in startina selected new
trading related services as joint ventures will help attract other private
sector involvement. The type of investment envisaged would result in an
improvement of some specific aspect of CATCO's marketing program,  tour
examples of prototype investment of this nature are outiined below., All
specific investment requests of this type would be considered on their own
merits. for purposes ot cstimating project costs 1t is asuuced that CATCO
and other private investors would share equally in the total investients,
inclusive of the required operating caprtal,  Any individual investment on
CATCO's part exceeding 150,000 rust recetve revies and concurrence
from the RDO/C. The total of the projects listed below represent an esti-
mated $1,000,000 in investment.

(i) Biqunjnu-Fucn Faci i ties tor Bananags and
omatoes

Succecutul penetyation of the banandg and tomato
markets within the Region is contingent upon the etablisheent of ripening-
room facilities for these coipodities,  pinancial pre-teasibility studies
indicate that the purchase and operating or wuch tecirlities (vither so0le-
ownership or joint-venture) appedr 1o be altractive tnvest ent opportunity,
The estimated range of capital costs for such a venture are outlined below:

uss

Holding-room and ripening-

room;

Eyhylene generator, voltage

modifier;

Installation couts;
O tons capacity 32,000
10 tons capactity 50,000
20 tony capacity 23,500

In the it year ot cemmerctal operation, CATCO
will be required to invest (ettner wolely ur cointly) an eatirated 2250,000
fn 3 to 3 hanana ripening-reorn Lo be docated in Barbados and Trinvdad, 1f
the projected qalen volures, tor batana. tn ears Doand U oave 16 be attatned,
(i1} Trannportatton g TEtTen for fresn Croduoee
The degrth of adequate transportaticn faciTities
for tresh produce n the “eqgion 5 g =maior constraint tu the growth tn trade
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- 1oa§ing machinery (hand and fork 1ift trucks
etc
- selected packaging containers

A conservative estimate of the cost of an infra-
structural package as outlined above for one supply source is around $180,000.
As many of the LDC's who will be supplying CATCO have inadequate collection,
assembly or handling facilities, it is 1ikely that CATCO will find it pro-
fitable to invest (solely or jointly) in 3 to 4 countries, an estimated
$540,000 to improve the basic fresh produce infrastructure.

(3) Grant Funded Technical Assistance ($659,000)

A total of 71 work-months of gran’ funded TA for CATCO
is planned over the five year life of project.

CATCO will receive about 48 work-months of TA, valued
at $434,000, funded by a grant from the IDB. This TA will be provided,
under contract, by a local firm, SYSTEMS, and a Canadian firm, Deloitte,
Haskins, and Sells Associates; and will be performed during 1982 and 1983.

An additional AID grant of $225,000 will be used to
perform frequent and intensive evaluations of CATCO activities over the life
of projecct.

It should be noted that additional TA requirements
projected in years 3, 4, and 5, in functional arcas other than evaluation,
(see Table 8), will be procured directly by CATCO using AID loan funds.
The projected cost of loan funded TA ($250,000) is included in working
funds described below.

(4) Merking Funds ($5,188,000)

It is projected that CATCO witl have total sales of
$2 million in year 1 of the project, increasing to $34 million by year 5.
CATCO will be a new trading company operating with dual objectives of
trading existing products and developing new production for potential, yet
unexploited markets. As such it mvst undergo a relatively slow start-up
process on the sales, side, while simultancously investing aggressively
from the beginning in market and production development costs. This is
necessary in order to have greater assurance that sales volumes will, in
fact, grow in later years. As the income statement in Section [V C shows,
substantial, although declining losses will be incurred in years 1 through
3. CATCO must have sufficient working capital to carry these operating
costs until such time that sales volume and profits increase sufficiently
to allow recovery. Likewise, working capital for accounts payable and
inventory will be high because CATCO i9 a new business and will be required
to pay cash for inputs and outputs which it purchases. In order to be com-
petitive as o seller it will also need to offer normal business terms on
accounts receivable trom sales.  Finally vecause of seasonal and other
unforescen variations in cash requirements, working capital is needed to
underwrite 4 contingency cash reserve equal to 1 to 2 months of annual
operating cousts.
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TABLE 10. PROJECTED CASH ACCOUNT AND
CUMULATIVE CASH FLOW NEEDS
($000)
YEARS
ITEM
START 1 2 3 4 5
. Sales 1,984 9,733 18,113 26,744 34,053
. Profit After Tax ( 873) ( 917) ( 194%) 1,330 1,337
. Net Cash Flow}J (1,827) (1,123.5) (1,024) 440.5 668.5
. Equity Call 550 - - - -
. AID Loan 1,250 1,375 875 - -
2/
. Cash Account 29 2 253.5 104.5 545 1,213.5—
Cumulative
Cash Flow Needs (1,827) (2,950.3 (3,974.5) (3,534) (2,865.5)

1/

The amounts in years 1, 2, and 3 are different than the

amounts shown in Table 16 for the same vears because

the "investment' item has been subtracted.

This is before a $94,500 payment is to be
made on a sharcholder loan.
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Estimated working capital funds total $5,188,000, as
shown in Table 9. The requirement for this amount of working capital over
the 5 years of the project is determined by summing peak cumulative cash
flow needs ($3,974.5 million) and peak cash account balances ($1,213.5
million). These peak values are shown in Table 10. Information from the
income statement and proforma cash flow statement in Section IV C are used
in this Table to determine the peak values. The sales and profit after tax
figures in lines 1 and 2 are from the income statement and show the large
yet declining losses as sales volumes increase. Line 3, net cash flow, is
from the proforma cash flow statement. The indicated cash flow needs are much
higher than projected business losses in year 1 through 3 because accounts
receivable, inventories and market enhancing investments use up cash as the
business start-up proceeds. In year 1 the cumulative cash flow needs will be
met with equity resources from CATCO shareholders, and with funds from the
USAID loan. In year 2 the cumulative cash flow needs increase to $2.950.0
million and are met with additional draw downs on the USAID loan. The peak
of cumulative cash flow needs is reached in year 3 ($3,974.5 million). In
this same year net cash flow needs are met with additional USAID loan and
CATCO cash account funds. During years 4 and 5, positive net cash flow
results from trading profits, and these funds are retained within the
business to provide operating capital and build up the cash accounts. The
peak value of the cash accounts in year 5 ($1,213.5 million) is thus the
second component of working capital.
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b) Project Financing

Total project cost of $6,690,500 will be financed by a
combination of equity, loan, and grant funds:

Amount Percent

Equity Funds
- CFC $ 382,500
- Private Investors 367,500

CATCO Earnings 1,187,000

Sub-Total $1,937,000 29.0
Loan Funds
- AID Loan $4,000,000
- Shareholder Loan 94,500

Sub-Total $4,094,500 61.2
Grant Funds
- 1DB $ 434,000
- AID 225,000

Sub-Total $ 659,000 9.8
TOTAL PROJECT $6,690,500 100.0

The various funds and sources of funds are detailed in Table 11 and discussed
below.

(1) Paid Shareholder Equity ($750,000). By the end of 1982
CFC and private companies in the Region will have contributed $750,000 in cash
for equity in CATCO. As of June 30, 1982, $200,000 of this amount has been
paid. A Shareholders Agreement sets out the rules of ownership and management
and it allows CFC to maintain its existing 51% of ownership. Future growth in
equity will Tikely result from retained earnings rather than from equity pay-
ments in addition to the $750,000.

(2) Shareholder Loans ($94,500). The June 30, 1982 finan-
cial position of CATCO is expected to be:

Assets: Cash $ 29,000
Start-Up Investments 270,500

$299,500

Ownership: Accounts Payable $ 5,000
Paid Equity 200,000
Grace-Kennedy Loan 94,500

$299,500

The loan from Grace-Kennedy was required to assist in
financing the start-up operations prior to June 30, 1982. The intent is that
this loan will be converted to equity in the future but this will be in addition
to the pending equity call for $500,000. For financial planning purposes, the
$94,500 is shown as a shareholders loan for the duration of the project.
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(3) Retained Cash ($1,187,000). CATCO retained earnings
will contribute to a net cash surplus during the 5 years of the project,
amounting to $1,187,000, al1 of which will be available to finance CATCO
operations.

The source and timing of the retained cash is as follows:

Opening Cash Balance $ 29.0
Year 4 Operations 440.5
Year 5 Operations 668.5
Start-Up Cost Shortfall 49.0

$1,187.0

The $49,000 shortfall in start-up costs is calculated as follows:

Total Start-Up Costs $343,500
Paid Equity 200,000
Shareholders Loan 94,500

Di fference (49,000)

It is assumed that this deficit will not be paid out of the next equity call
($550,000) or from AID funds. As such, it will be financed by accounts
payable or other short-term sources, i.e. the $49,000 is not in fact a cash
surplus generated by (ATCO operations; it is short-term funding acquired by
CATCO from one of several sources. For presentational purposes however, it
is included here as retained cash.

(4) USAID Loan ($4,000,000). These funds will be loaned to
CATCO on 15 year terms with a 5 year grace on principal. Interest will be at
4% for the first 5 years and at 7% on the remaining 10 years, calculated on
outstanding balances.

Up to $500,000 of the loan may be used to finance
capital investments, either jointly owned by CATCO and a private investor or
wholly owned by CATCO. A1l such investments will be evaluated on their own
merits and subject to the approval of USAID. Funds from this category can be
reallocated to working capital if required.

The remaining $3,500,000 will be available as working
capital to pay operating expenses, carry on adequate inventory, and offer
sufficiently attractive services to attract customers, and hire specialized
technical assistance for problem solving or staff training. The working
capital funds will be disbursed on the basis of pre-established guidelines.
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(5) 1IDB Grant ($434,000). A contract for technica]Oassis-
tance to CATCO has been funded by IDB for the years 1982 and 1983 and is now
underway. (See Project Costs Section).

(6) AID Grant ($225,000). These grant funds provided hy
AID will be used to perform evaluations over the life of proiect. Due to the
anticipated quick disbursement of AID funds, frequent reflows, and the risky
nature of the project, process evaluations are planned to begin in year 1 and
continue over the five year period. In addition, indepth impact evaluations
are planned in year 3 and year 5.
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IV.  PROJECT ANALYSIS

A. Technical Analysis

1. Market Assessment

The assessment of the markets for fresh produce outputs and from
inputs in the CATCO market area was undertaken by CATCO staff and IDB consultants.
The method of assessment entailed three major steps, viz: a search and content
analysis of previous relevant studies and series of available trade statistics;
field visits to selected potential supply and market countries - St. Kitts
and Nevis, Antigua, Montserrat. Dominica, St. Vincent, St. Lucia, Barbados,
Trinidad and Tobago; and the synthesis and analysis of information elicited in
the desk and field research components to provide market share and market
volume estimates that CATCO can capture over the period Year 1 to Year 6.

The range of market participants interviewed during the field
visit component of the market assessment study included farmers, farmer
organizations, extension officers, farm input retailers and distributors,
fresh produce importers, wholesalers and retailers, institutional buyers
hotel and restaurants, central marketing agencies, government departments
(agriculture, trade, etc.) regional agencies, (for example, C.F.C., I.I.C.A.,
C.D.B.) and the regional offices of extra-regional aid agencies (for example,
USAID Ba.bados, IDB Trinidad). The result of this survey indicated that there
was a gnneral awareness of greater market potential in the Region for
agricultural commodities, and that given more orderly marketing arrangements,
production could increase accordingly.

The analyzed supply and market data was compiled and presented
in a CATCO document "An Overview of Trade, Production and Market Structure
For Fresh Produce and Farm Inputs In Selected Eastern Caribbean Countries.”
A synopsis of the conclusions of this market assessment study are outlined
below.

a) Fresh Produce Qutputs

The two market countries that offer the most imnediate potential
for CATCO in its fresh produce trading capacity are Trinidad/Tobago, and
Barbados. Other markets within the region that show good market potential
in the short - medium term are Antigua/Barbuda, Guadeloupe, Martinique, Aruba,
Curacao and Bonnaire. Field visits to tne latter three countries have not
been completed. However, the prime facie evidence, reflected in the trade
analysis and discussions with food fwporters and wholesalers in these Dutch
West Indies nations, is that a ready martet exists for certain fresh produce.

Exports of produce to extra-regionas merkets have strong
notential in the longer term {when CATCO has establr-hed its market position
within the reqdion). Initially, St. Vincent, St. Lucic, Dominica and to a
lesser cxtent, 2arbados have been identitied o< the countries offering
the best supply potential tor fresh produce, with Guyena/Jamaica/Belize
acting as a supplesentary source of suppiy when inadequate volures are
available from the Eastern Caribbean LDC'.  The Leeward Islands {St. Kitts/
hevis, Antijgua/Barbuda, ond Montserrat) are concidered a mediun-term supp.s source.
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Four commodities have been identified that offer strong market
potential in the region and these have been selected as the core items that
CATCO will trade in its first year of operations. These core commodities -
bananas, plantains, oranges, and grapefruit will form the 'critical trading
mass' that is necessary to establish CATCO as the major trading participant
in the intra-regional fresh produce market. In the second year of trading,
other commodities will be added to the CATCO trading list, and the company
will gain the benefits of transportation economies generated by the four
relatively high volume core commodities.

In Table 12 , the projected sales volumes (tons), by market
country, for the commodities that will be traded by CATCO in Year 1 through
Year 6 are presented.

In Year 1 of its trading activities, the two key markets for
CATCO are Trinidad/Tobago, and Barbados.

(1) Citrus Produce

Trinidad: Citrus production has declined sharply in Trinidad in recent years.
In 1974, 12,000 tons of oranges and 19,400 tons of grapefruit were produced.
Production is certainly less than half and, probably, one-third of this level
now. Extra-regional imports are precluded from entry. The size of the orange
and grapefruit markets are estimated to be 4,000 and 5,000 tons respectively.
With a reduction or removal of entry barriers to the market and availalbe and
reliable sources of supply, estimates of mature fresh market size are 8,000

tons for oranges and 7,000 for grapefruit.

There is unsatisfied demand for citrus in Trinidad, in particular,
for oranges. This fruit is, likely, a closer substitute for the high priced
extra-regional imported fruit than is grapefruit. With assured market access,
CATCO can capture 10% of the orange market and, say, 6% of the grapefruit market
in Year 1. This is equivalent to a total importation figure for 1982/83 of 400
tons of oranges (8 tons/week) and 300 tons of grapefruit (6 tons/week). CATCO's
share of the Trinidad market could reach 157 or better in Year 2 for both oranges
and grapefruit and be maintained at this percentage level in a growing market,
i.e. CATCO import tonnage is projected to be 750 tons each for oranges and
grapefruit in 1983/84. This market share will be maintained through to 1988/89,
when CATCO's volume of shipments will be over 1,000 tons for each of the major
citrus products.

Barbados: The size of the crange market in Barbados in 1981 was around 1,000
tons - a small proportion was supplied from domestically grown produce (say 15%),
over half the import volume came from intra-regional sources (Jamaica, some firom
Trinidad, and relatively small quantities from the Windward Islands), and about
one-quarter from outside the region.

[t is expected that in Year 1 CATCO will have an annual trading
volume in oranges of 200 tons (4 tons per week), comprising about 207 of total
market share. As a result of the uncertainty surrounding source of sunpplies,
Year 2 CATCO sales volume is expected to remain at 200 tons, increasing sharply
to 330 tons in Year 3 as the CATCO staff gain experience in assessing scarce
supplies, and thence, climbing relatively slowly to reach close to 400 tons
in 1928/89 and maintaining a market share of around 25, in that year (i.e.

Year 6 total market volume will be around 1,600 tons).
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Table 12, Protected CATCO Regional Commodity
Sales By Country Over the First Six Years of Operation

| Commodity and

Sales per Year in Tomns

Country of Sales (1) Year 1 Year 2 Year 3 Year 4 Year 5 Year 6
Regional Sales
Bananas
- BDS 300 1000 1100 1155 1213 1273
- TT 750 2500 2750 2887 3031 3183
- ABC - 2000 2200 2244 2288 2334
- ANU - 400 440 462 485 509
TOTAL TONS 1050 5900 6490 6749 7019 7785
Plantains
- BDS 150 300 330 346 363 382
- TT 320 1000 1100 1210 1331 1464
- ABC - 750 825 841 858 875
- ANU - 200 220 231 242 255
TOTAL TONS 470 2250 2970 3164 3373 3598
Oranges
- BDS 200 200 330 346 363 382
- TT 400 500 825 907 998 1098
- ABC - 300 550 561 572 583
- ANU - - - 100 105 110
- REG - - - 500 550 605
TOTAL TONS 600 1000 1705 2416 2590 2779
Grapefruits
- BDS 120 300 330 363 jul 400
- TT 300 750 825 907 998 1048
- ABC - 400 440 448 457 466
- REG - - - 500 550 577
TOTAL TONS 420 1450 1595 2220 2388 2494
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Table 12,” Projected CATCO Regional Commodity
Sales by Country Over the First Six Years of Operation

Sales per Year in Tons
Commodity and
Country of Sales (1) Year 1 Year 2 Year 3 Year 4 Year 5 Year 6
Other Commodities
Peanuts
- BDS - 50 100 110 115 121
- TT - 100 200 240 264 290
- REG, - - : - 100 120 144
TOTAL TONS - 150 A 300 450 500 555
Carrots
- TT - 100 600 660 726 799
TOTAL TONS - 100 600 660 | 726 799
Cabbage
- TT - . 100 150 |- 180 216 238
- REG . - 50 60 66 73
TOTAL TONS - 100 200 240 282 311
Tomatoes
- TIT - 200 400 440 462 509
- BDS - 50 75 79 83 92
- REG - 200 400 440 484
TOTAL TONS - 250 675 919 985 1056
Mangoes
- TT - - 100 300 360 400
- BDS - - 100 300 330 350
- REG - - 100 300 330 340
TOTAL TOXNS - - 300 900 1020 1090
Onions
- TT - - 500 600 660 726
TOTAL TONS - - 500 600 660 726
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Table 12, Projected CATCO Regional Commodity
Sales by Country Over the First Six Years of Operation

Sales per Year in Tons
Comniodity and
{Country of Sales (1) Year 1 Year 2 Year 3 Year 4 Year 5 Year 6
Pigeon Peas
- TT - 60 66 73 76 80
TOTAL TONS - 60 66 73 76 80
Extra-Regional Sales
Mangoes
- XREG - - 100 300 360 396
TOTAL TONS - - 100 300 360 396
Sweet Peppers
’ - XREG - - 500 600 660 726
TOTAL TONS - - 500 600 660 72¢
Assorted Exotica
- XREG - - 500 750 900 1080 __ |
TOTAL TONS _ _ 500 750 300 1680
(1) Key to Point of Sale:
BDS - Barbados
T - Trinfdad & Tobago
ABC - Aruba, Bonnaire, and Curacon
ANU - Antipua
REG - Other Regional
XREG - Extra-Regional
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supplies of boxed quality produce largely to the supermarket trade (around

3 tons per week). Satisfying this segment of the market will stimulate
growth in the size of the overall market for plantains. In Year 2, market
size will grow to around 900 tons, of which CATCO can expect to capture
one-third, again through servicing the quality end of the market. In Years 3
through 6, the market is expected to grow relatively slowly, but CATCO will
maintain market share.

(iv) Mangoes

A ready market exists for quality, well packaged mangoes in
Trinidad and Barbados, particularly when local produce is not in season
(the mango season is from May-July). The size of the mango markets in
Trinidad and Barbados is difficult, if not impossible, to discern. Domestic
production is unknown but, certainly, the projected 100 tons CATCO import
volume to each country would represent a very small proportion of total
supply. Local supplies of quality, packaged mangoes are not available. The
production and marketing system for local mangoes is, at best, rudimentary.

CATCO produce would be directed towards the supermarket and
hotel/restaurant sectors of the two markets. Supplies of suitable mangoes
are available now in sufficient quantities to meet the anticipated CATCO
1984/85 requirements. Year 3 has been sciheduled for first shipments because
the very perishable 'soft' nature of mangoes requires a high ceqree of
fresh produce marketing expertise - this will be acquired by the CATCO team
by Year 3.

In Year 4, trading volume in mangoes will increase to 300 tons
in each of the selected markets and will attain a level of 400 tons in Trinidad
and 350 tons in Barbados by 1988/89. The increasing annual volume of CATCO
mangn sales will reflect strong penetration into the 'quality' fresh produce
sector and an expanding overall market as increasing marketing efficiency
Towers unit prices and expands the demand for the proauct.

It is expected that CATCO will also penctrate the 'other
regional' mango market over this same time period (i.e. selling to the
Leeward Islands, French and Dutch West Indies). By Year 6, sales to this
composite market will te around 350 tons.

(v) Tomatoes and Other bSelected Vegetables

Trioid.u wid Tobago imports large volumes of onions, carrots,
peanuts, and to a le,ser extent, tomatoes and cubbage, mainly from extra-
regional sources.

In Trinmidad, the extra-regicnal imports of tomatoes can be
displaced if tomatoes of equivalent quality can be nmerchandized from within
the region.  “hen the banana ripening rooms are in place, or using specifically
built tomato ripening roows, facilities will eqist to ripen intra-regional or
Tocal tomatoes (picted green) using ethylene aao, that can  compete with the
imported produce.  Small-scale field trials, using the Barbados banana pilot
project ripening room, have proved very succecstul. It is estimated that CATCO
can supply 200 tons of voom-ripened tomatoes to tie Trinidad market in Year 2,
using both local and imported intra-regional produce. This would represent a 4%
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total market share, or a 4C% share of the imported tomato market. In Year 3
CATCO sales volume will increase to 400 tons - an overall market share of
about 8% and around 60% of the anticipated expanded imported tomato market.
By Year 6, expected CATCO trading vclume in room-ripened tomatoes will have
reached 509 tons.

Barbados also affords a tomato market opportunity for CATCO. Imports
of tomatoes from extra-regional sources account for about 2 percent of the total
volume of imported fresh and processed fruits and vegetables into Barbados.

Annual tomato imports in 1981 were about 340 tons, representing 26% of the total
market volume of around 1,400 tons. It is estimated that CATCO will merchandize
50 tons of room-ripened tomatoes in Year 2, utilizing the room-ripening facilities
which will be put in place to service the room-ripened banana market. In Year 3,
the volume will increase to 75 tons, representing a CATCO market share of around

% (or 20% market share for imported produce), and by Year 6, the annual CATCO
market volume will reach close to 90 tons. Very iikely, the green tomatoes
processed through the ripening room will be produced in Barbados itself.

Antigua, St. Kitts and the French and Dutch Yest Indies are
significant importers of tomatoes from extra-regional sources. It is projected
that by Year 3, CATCO will penetrate these regional markets with room-ripened
tomatoes, once experience has been gained in the Trinidad and Barbados markets.
expected CATCO market volumes of room-ripened tomatoes delivered to regional
markets identified above are: Year 3 - 200 tons; Year 4 - 400 tons; Year 6
484 tons.

Jniform carrots that are suitable for the Trinidad market can be
produced in the region - particularly in Barbados and Antigua. The major
constraints to servicing this market from the region are agronomic, but the
constraints can be removed with suitable extension support and with the
availability of suitable carrot seed. In Year 1, CATCO can conzract for the
production of 100 tons of carrots to supply the Trinidad market. This
would represent a miniscule proportion of total market supply. Having
established with the trade tnat regional carrots can meet th: quality
standard set by extra-regional imports, CATCO trade in Year 3 will expand
rapidly to reach 600 tons for the year (12 tons per week) and capture around
15% of the total market. By Year 6, CATCO trading volume in carrots will have
reached 800 tons (15 tons per week) and will represent a share of about 17%
of the total market.

The market for fresh pigeon peas in Trinidad is estimated to be
about 2,000 tons. This labor intensive crop is currently in short supply. When
CATCO has gained experience in merchandizing highly perishable produce (as are
fresh pigeon peas), then the company can take advantage of this growing market
opportunity. In Year 2, it is estimated that CATCO will subply the Triniaad
market with 60 tons of fresh pigeon peas from Windward Islands and the annual
CATCO markat volume will increase .o reach 80 tons by Year 6.

Small volumes of dried peanuts are exported from St. Vincent to
the Trinidad market. Organized farmer groups have been contacted who are
enthusiastic to undertake contractural production of peanuts to meet
Trinidad specifications. Hew hybrid peanut varieties which have been tested
in the Eastern Caribbean show substantial yield increases over previous seed
stock. In Year 2, CATCO will contract for the production of 100 tons of
peanuts for sale in Trinidad (and 50 tons for sale in Barbados). The con-
tractual volume is expected to double in Year 3, (200 tons to Trinidad and
100 tons to Barbados) and reach around 555 tons in Year 6 (120 tons for Barbados).
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Imported produce enters the Trinidad market in the low season
for local supplies, that is, the last six months of each year. Within the
region, in particular in 2t Vincent, St. Lucia and Barbados, cabbage can
be growr of equivalent quality to the imgorted produce. Further, growers
have expressed a strong interest in producing cabhage for export to Trinidad
at or around the farm price level that CATCO has identified as being Trinidad
narket coumpetitive. In Year 2, CATCO wiil contract for the p~oduction of 100
tons of cabbage for the Trinidad market. By Year 6, CATCO will supply around
240 tons to the Trinidad market, representing less than a 5% share of the
total market size, but a 40 percert share of the imported cabbage volume.
Intra-regional exports to other markets within the region will be around 70
tons in Year 6, and will be made up of relatively small shipments to the
Leeward Islands to supplement rcquirements in the off-seacson.

Trinidad is a ma_our importer of onions. During the 1970's,
Barbados exported 5J0 tons and more to this market. Disease problems and
poor riarketing scheduling destroyed this trade. In 1982, under the guidance
of B.M.C., onicrs production was successfully resurrected in Barbados.
A small export surplus is plannec for 1983. In Year 3, CATCO will contract
with producers for 50C ton: of caions for sale to Trinidad. This trade will
grow to reach atout 720 tons by Year 6. This will represent a 10% market
share for CATCO intra-regional produced onions.

(iv) Extra-Reaional Exports of Fresh Preduce

A ubstantial merket exists outside the Caribbean region for
produce that can be ¢irown in the CATCO sucply area, not 12ast in Europe
and Morth America. however, competition in these markets is stiff and
quality requivemert: are very nich. In the first 2 years of trading, it is
not planned that CAT.9 'i11 attemn® to venctrate extra-regional markets, but by
Year 3 suffirient cxpertise in merchandizing perishabie produce and satisfying
demand for hich quality procuce will have been a'tained.

The major vegetable item identified for extra-regional trade
is sweet peppers - destined for European markets in their “off-season"
(November-March). A Dutch impcrter has ilrecuy expressed firm interest in
undertaking fiz2ld and shipping trials - cnce the production and marketing
feasibility has been attested (and initial indications are very encouraging),
then the expected requiremznt from thi. one company is estimated to be 320 tons.
Year 3 hac been conservatively selected as the first full year of shipment;
the projected CATCO volurne for this year is 500 tons, increasing to around
700 tons by Year 6.

Mangoes are an item that already are exported from the region,
from St. Lucia, St. Vincent and Dominica to European markets. However, the
export trade is disorganized and sporadic. It is projected that CATCO will
export 100 tons of mangoes, largely from St. Lucia and St. Vincent, to Europe
in Year 3. This annual volume will increase sharply in Year 4 and attain
a level close to 400 tons in Year 6; this will represent about 47 market
share in the European region.

A range of exotic product is exported from the Eastern Caribbean
to extra-regional markets; again, the trade is disorganized and sporadic and
includes such items as breadfruit, hot peppers, vams, tannias, eddoes, sweet



- 53 -

potatoes, passion fruit, etc. Using sweet peppers and mangoes to form a
nucleus for an extra-regional marketing thrust, CATCO will add-on other
exotic product to the tune of 500 tons in Year 3. It is anticipated that this
volume will double by Year 6, to reach around 1,000, or 20 tons per week.

A more comprehensive assessment of the market for key CATCO
fresh produce commodities as projected sales volumes from Year 1 to Year 6
are presented in Annex D, Exhibit 1.

b) Farm Input

The assessment of the farm input market by CATCO indicates that
there is sales potential in this sector for the company in most Eastern
Caribbean countries. Projected sales volume, by country, in the first 3 years
of CATCO's business operations are presented in summary form in Table 6, and
in detail in Table 13. The range of inputs that will be merchandized by
CATCO include:

Fertilizers Rodenticides
Vegetable Seed Short-Tine Farm Equipment
Chemicals

The largest $ volume category is projected to be fertilizer, with
fertilizer sales in two markets - Barbados and St. Kitts - accounting for 55%
of total farm input sales in both Year 1 and 1in Year 3.

CATCO has identified two major problems that plague the farm
input market in the CARICOM trading area: first, the lack of availability of
farm input supplies in the LDC's in the Eastern Caribbean; secondly, inappropriate
quality farm inputs supplies in the LDC's and the MDC's and the absence of
skilled personnel in the farm input trade to discern farmers' problems and
design farm inputs 'packages'that can solve these problems.

The CATCO strategy to be employed in marketing farm inputs
is based on two broad objectives: to raise the level of technology used in
farming in order Lo increase yields and to demonstrate effective crop
protection with the use of low mammalian toxicity pesticides.

[f CATCO is to trade in substantial volumes of intra-regional
produce which is, currently, imported in large volumes from outside the region,
or procure high quality produce for extra-regional markets, then the level
of technology used in CARICOM agricultural production must be raised. Poor
yields for many crops grown in the Caribbean have been attributed to, among
other things, old varieties, inacdequate amounts of fertilizer and not enough
attention paid to crop protection resulting in high losses both in field and
after harvesting.

CATCO intends to identify and make available the improved varieties
(especially in vegetables) needed for effective import cubstitution, along with
the required formulations of fertilizer and crop protection pesticides, needed
by farming groups growing these crops. Pesticide products will be
chosen for (1) low mammalian toxicity, (2) high pesticide
efficacy, (3) and wide enough spectra to reduce the number of products with
which the largely unsophisticated farmers of the region must become familiar.
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TABLE 13

PROJECTED SALES OF AGRICULTURAL INPUTS BY
CATCO YEAR 1 TO YEAR 3 ($000)

Year 1 Year 2 Year 3
COUNTRY PRODUCT GROUP 1982/83 1983/84 1984/85
Antigua Fertilizer 13 50 63.5
Vegetable Seed 8 30 38
Chemicals 6.5 25 31.5
Barbados Fertilizer 117.5 450 569.5
Vegetable Seed 8 30 28
Chemicals 13 50 63.5
Trinidad Vegetable Seed 13 50 63.5
Vegetable Chemicals 26 100 126.5
St. Kitts Fertilizer 47 180 227.5
Vegetable Seeds 2 7.5 9.5
Chemicals 6.5 25 31.5
Equipment, Vegetable
Fertilizer, etc. 3.5 12.5 16
Dominica Vegetable Seed 1 4 5
Chemicals 4 15 19
Rodenticides and
Equipment 1.5 5 6.5
St. Lucia Vegetable Seeds 3.5 12.5 16
Chemicals, Rodent1-
cides, Equipment
etc. 6.5 25 31.5
St. Vincent Vegetable Seeds,
Chemicals, Rodenti-
cides, Equipment,
etc. 6.5 25 31.5

Montserrat Vegetable Seeds,
Chemicals 8 30 28
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CATCO intends to penetrate the farm input market within the
Region with the minimum disturbance to existing business. Farm inputs and
support services will be merchandized through existing farm input distributors.

The estimated size of farm input markets in the CATCO trading
area that are realistically penetrable by the company are shown in Table 14,
CATCO estimates that the vegetable seed market shows high potential but
relatively low dollar volume. The high volume fertilizer market has high
barriers to entrv - in Trinidad and Barbados because of local competition
and inaccessible supply channels, in the Windward Islands because of unique
financial requirements (see later). The crop/pest chemical market show good
potential for CATCO, particularly in the Windwards, Leewards, and in Barbados.

In Table 13, estimates of CATCO's market volume in selected
farm input markets, by country, are presented. In percentage terms, the
range of market shares are from 50% for crop chemicals in St. Kitts/Nevis
down to 1% for the same commodity category in Barbados. Of course, the wide
range reflect differences in market conditions: 1in St. Kitts/Nevis, the
Central Marketing Agency has approached CATCO to establish, stock and supply
a major farm input retail store which will be owned and operated by C.M.A.;
in Barbados, the bulk of the crop chemicals are utilized by large plantations
for sugar cane and, to a lesser extent, vegetable production and these large
scale units have their own secure sources of product supply.

The major users of farm inputs, specifically, fertilizers and
pesticides, in the CATCO market region are the banana groviers of the Windward
Islands. The BGA's present the umbrella organization WINBAN with annual
input requirements, and WINBAN calls for bids on tender from interested
firms on behalf of the BGA's. In recent years, the financial status of the
BGA's has been, at best, shaky. Source of supplies of inputs have been
tied closely to the countries of the donors that have supplied extended
credit or even direct grants. CATCO does not consider this portion of the
market to be accessible, and is not included in projections.

2. Cost of Trading and CATCO Selling Prices

The major trading cost categories and the ¢ per 1b. trading
costs, and the estimated CATCO selling prices for selected fresh produce
cormodities are presented in Annex D, Exhibit 2. The major assumptions
underlying the cost/price calculations are:

- CATCO estimated selling prices are at levels that are
competitive with produce of equivalent quality in
each market country.

- Each commodity will be packed in unitc that are the
norm in the existing fresh produce trade:-
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TABLE 14
ESTIMATED MARKET SIZE FOR SELECTED FARM INPUT

CATEGORITES BY COUNTRY

($000) Farm Input Category

Crop/Pest Chemicals
Vegetable and Miscellaneous

Country Fertilizer Seed Short-1line Equipment
St. Kitts/Nevis 600 30 75
Antigua/Barbuda 250 85 125
Montserrat - 7.5 75
St. Lucia * 37.5 75
St. Vincent * 30 75
Dominica * 15 57.5
Trinidad & Tobago *x 600 5,000
Barbados 3,000 400 4,500

Source: CATCO Business Plan

*  Fertilizer usage in the Windward Islands is largely
associated with banana production. Access to this large
volume market (S5.5million for fertilizers and $500,000
pescicides) is contingent upon the availability of a
credit package for the B.G.A.'s in each country. See text.

** Trinidad is a relatively large producer of nitrogenous fertilizers.
CATCO perceives that, for the short-medium term, access to this
market in closed because of local competition.
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bananas 30 1bs. pigeun peas 100 1bs.
plantains 40 1bs. carrots 50 1bs.
oranges 33 1bs. onions 55 1bs.
grapefruit 33 1bs. tomatoes 33 1bs.
peanuts 150 1bs. mangoes 10 1bs.
cabbage 50 1bs.

- packaging charges are based on actual costings for
packaging material. High quality materials are quoted
as it is anticipated that the CATCO packaging strategy
will be to emphasize quality to support the quality
produce image.

- Freight costs are based on existing schooner rates in
the Region,

- Shrinkage is estimated at 5% for all items except
bananas and plantains for which a 10% shrink allow-
ance has been assessed.

- Labor rates reflect current packer and stevedore rates
in the Region.

The cost of sales, margins accruing to CATCO, and the dollar value
of sales for each major farm input commodity category, and for each market country,
are presented in Annex D, Exhibit 3. In contrast to the cost of sales for fresh
produce, farm input sales costs are on a c.i.f. basis for the volume commodities.
That is, CATCO's buying price for, say, fertilizers is c.i.f. Basseterre (St.
Kitts). For high value - low volume items such as vegetable seeds, some central
warehousing costs (in Barbados) may be incurred.

In determining cost of <iles estimates, the following assumptions
were made with regard to the CATCO margin:

CATCO Margin as a
Percent of Sale:

Price
Fertilizers 3
Vegetanle Sced 15
Crop/Pest Chemicals 10-15
Equipment and Miscellaneous 15

With a volume of sales of $1.3 million from farm inputs in Year 1,
cost of sales are estimated to be $1.2 million, and the CATCO margin $89,000
(representing and average margin on all commodities of 6.8).
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3. Transportation and Handling

The transportation requirements of CATCO to move fresh produce and
farm inputs within and outside the region will be dynamic - as weekly trading
volumes increase and new supply sources ar ' markets are added then so will the
transportation requirements change. For example, in the first year of trading
activity, weekly shipments of fresh produce to Barbados will average 15 tons,
and 37 tons to Trinidad, and there will be no CATCO produce movement outside the
region. By Year 3, the Barbados and Trinidad average weekly volumes will increase
to 50 and 150 tons, respectively, and extra-regional shipments will be around
7 tons per week.

In the initial period of CATCO's commercial life, small-scale
carriers will be utilized to move the relatively small volume of produce and
inputs to market centers. These will include air shipments by Caricargo,
chartering small fishing vessels to move produce overnight from St. Vincent
and St. Lucia to Barbados, the existing unscheduled inter-island schooner
trade, and schedule services such as the bi-weekly service linking St. Lucia,
Dominica and Barbados (The MV Uleunsuang).

As weekly trading volumes approaches 50 tons for Trinidad and
Barbados combined (projected for January/February 1983), CATCO will switch
from ad hoc transportation arrangements to a firm voyage charter basis,
using a vessel such as the Dominica based Miss Orva (50 tons plus cargo
capacity).

Transportation of farm inputs, while vitally important, presents
less of a problem for CATCO than fresh produce. High value - low volume items
(some herbicides, pesticides, seeds, etc.) will be shipped air-freight, and
the high volume commodities (fertilizers, some field chemicals) will be
trarsported in dry cargo space on scheduled carriers from extra-regional sources,
or in small lots on CATCO voyage charter boats.

Needless to say, the perishable nature of fresh produce demands
that the availability of appropriate transportation facilities is a fundamental
prerequisite for CATCO to become established as a successful commercial trading
concern. An IDB consultant to CATCO has reviewed the availability of alternative
transportation facilities to move fresh produce and farm inputs in the region; the
summary report is presented as Annex C, Exhibit 2.

The handling of, in particular, fresh produce has been given close
attention in the development of the CATCO business plan. Establishing a reputation
as a reliable supplier of quality produce is contingent upon having a handling
system in place that preserves the quality of the produce from point of supply to
market. While this may be axiomatic, the commercial reality is that handling costs
must be paired to ensure that CATCO produce is competitive in the market place.

The company is planning to use top quality packaging materials to support their
desired quality produce image but, in the initial period, it will stress simplicity
of handling methods. Palletisation will be the preferred direction which is less
expensive than using reefer containers, and is more suitable for loading and un-
loading at docks with very limited crane facilities and for transporting on ships
with relatively small capacities that were not designed for carrying reefers.
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As trading experience is gained, trading volumes increased,
and new markets are tapped, then, handling practices will be changed to meet
the requirements of these new markets. C.F.C. is having 'mini-containers’
with cooling units built to test for suitability in the regional fresh produce
trade (the mini-containers are designed to fit on existing inter-island
schooners). CATCO will test the containers in actual commercial operations
during Year 2. Produce shipped to extra-regional markets by boat will likely
be transported exclusively in refrigerated reefer containers.
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B. Institutional Analysis

1. Background

In 1976 the Caribbean Food Corporation (CFC) was established by
the twelve member governments of CARICOM to increase regional self-sufficiency
in food through promotion, investment and implementation of agricultural and
agro-industrial projects. The CFC has a special mandate to operate in such
a way as to ensure the participation of the private sector, regionally and
extra-regionally. After a 5 year development phase, CFC has now entered a
"project Investment Phase" in which they plan to emphasize commercial projects,
involving primarily the private sector. The CATCO project is the lead initia-
tive of CFC in its 1982 - 84 Investment Program. -

2. CATCO - The Implementing Institution

In October 1980 the CFC Board of Directors authorized the estab-
lishment of CATCO, a mixed public/private stock corporation to be located in
Barbados. It was established to provide agricultural marketing capabilities
which are commercially viable and responsive to the Region's development
needs. Its specific mandate was to:

- trade agricultural outputs (such as fresh and processed
produce? linking producers, processors, wholesalers and
markets in country A, within and outside the Region with
those in countries B, C, etc., within and outside the
Region;

- trade agricultural inputs (such as fertilizer, chemicals,
seeds, light equipment, etc.) linking manufacturers and
distributors of inputs in country A within and outside
the Region with distributors and markets in countries B,
C, etc., within the Region; and

- to provide input to a CFC sponsored Agricultural Trade
Information Service for selected agricultural items,

The creation of CATCO as a regional marketing agency wes based on a grow-
ing awareness of the problems related to agricultural production gndhmarket'ng in %he
Eastern Caribbean. While there has been little systematic effort to explo1%

the intra- and extra-regional marketing opportunities, a number of marketing
studies have identified the need to develop such a capability. From these
studies emerged a consensus that a marketing agency should be developed.

CFC's Board authorized that the agricultural marketing and
trading subsidiary be managed under contract by a "suitably experienced
regional organization" skilled in agricultural trade. It further provided
that this trading company would have an authorized capital of US$5.0 million
with CFC having 517 and private sector organizations have 497 of the shares.
CATCO was thus incorporated in October, 1981 with an initial capital con-
tributed of U$$200,000 (CFC provided U$5102,000 and Grace Kennedy & Co.,
acting on behalf of private sector organizations, provided $98,000). [Iigure
2 shows the major participants in the formation and implementation of CATCO.
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CATCO's joint public/private equity structure will provide
several advantages. CFC's sponsorship of CATCO will: (1) coordinate CATCO's
marketing activities with other regional agricultrual development efforts,
(2) provide CFC member governments with practical insights on their own
marketing activities and trade regulations, (3) facilitate exchange of
national currencies, assignment of national personnel, (4) foster CATCO's
participation in selected regional marketing protocol agreements, and (5)
provide a developmental framework for CATCO's entrepreneurial activities.

It is equally important that CATCO have participation from the
private sector and conduct itself like a commercial enterprise (to make a
profit commensurate with its entrepreneurial risks). If CATCO is to be a
vehicle for demonstrating the commercial viability of selected marketing
activities it must not be seen as abusing its public sector sponsorship
(i.e. the project would not encourage other traders to emulate CATCO's inno-
vations if it was seen as making a profit only because of its access ta
concessional funding).

To assure that CATCO was orgyanized and managed as a commercial
enterprise rather than public sector institution, CFC turned to a private
company to operate CATCO under three year management contract. CFC selected
Grace Kennedy & Company (GKC) of Kingston Jamaica, to provide management
services and to act as the initial private sector shareholder. GKC was
selected for this role because of its varied and successful experiences in
agro-industrial, trading and shipping activities, regionally and extra-
regionally. Under the terms of the management contract GKC has authority to
appoint personnel, select marketing strategies and conduct all normal operations
The Board of Directors exerts no direct influence over CATCO's day-to day
management, its focus is on policy issues and control of major capital expen-
ditures. The Board of Directors is made up of three public and two private
sector representatives, reflecting the equity distribution of the rompany.

The members of the CATCO Board of Directors are:

Mr. Carlton Alexander, Chairman (GKC)

- Mr. John Goddard, Member (Goddard Enterprises, Ltd.)
Mr. Dennis tloel, Member (CFC)

- Mr. George Fuller, Member (CIC)

- Mr. Ray fuller, Member (CIC)

A core staff has been recruited and is onboard. They are
actively involved in refining the business plan, conducting market analysis
of identified trading opportunities, and conducting pilot trading activities
(e.g. small-scale shipments of bananas to test the feasivility of a "ripening-
room" to produce a premium quality fruit). In addition to the resources of
GKC to carry out start-up and developmental activities, LATC0 has access Lo
technical assistance through a 053454 thousand LB Grant. These funds provided
much of the short-term and specialized assistance requived to do initigl
market assessments and business plan projections,

3, Critical [nstitutionad Duuues
The establishment ot a commercial enterprise by a public sector

institution 15 a comples procest involving the uyuwe of mis sd public/private
sector organizations. These 5o called third-sector fnntitutions, properly



- 62 -
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Specifically, CFC's sponsorship will allow CATCO to have:
(1) access to concessional financing that would otherwise not be readily
available (e.g., IDB funds), (2) the ability to more easily exchange foreign
currency from trading activities and to assign staff without regard to nationa-
lity (i.e. resident visa restrictions), (3) the opportunity to provide feedback
on the trading regulations of CFC member governments, (4) the benefit of co-
ordination with other regional agricultural development projects (e.g., right
of "first refusal" to trade commodities from CFC's agro-business projects),
and (5) access to technical and managerial assistance through CFC fe.g., EDF/
CFC's institutional support activities).

There are potential negative implications of CFC's con-
trolling interest in CATCO. These include: (1) CATCO being tempted by CFC,
and the availability of concessional funds, to undertake inappropriate
activities (e.g., strictly public sector efforts such as a comprehensive
market information service), (2) political pressure by members of CFC's Board
of Governors to give special treatment to a particular country's marketing
problem (e.g., to bail out a Marketing Board's mistakes), and (3) the risk
of CFC's more bureaucratic management style affecting CATCO's conduct.

The management contract with GKC and forty-nine percent
ownership by the private sector (representing some of the leading commercial
firms within the Region) will substantially ameliorate these potential impli-
cations of CFC's controlling ownership. On balance, it is only through CFC
leadership .hat such a venture as CATCO could be started. In time, it is
anticipated that some of the activities proved by CATCO's experience will be
emulated -y other private sector firms without any public or CFC involvement.
Indeed it is possible that CFC will not continue to esercise its right of
fifiy-one percent ownership and majority on the Board of Directors. It is
too early to tell if and when CFC should consider divestiture of its con-
trolling interest. For the foreseeable future, CFC should retain its interest
in, and conmitment to, CATCO's development.

Therefore, the requirement of fixed rate of divestiture by
CFC would not be an appropriate or relevant condition precedent for the pro-
posed AID financing. Tnis issue should be addressed in the future if
additional assistance were made available and experience with CATCO operations
provided greater clarity as to the preferred mode of ownership of CATCO and
management of its activities.

b) CATCO Capitalization and Divestiture Process

CATCO was incorporated in October, 1981 as a private stock
company by CFC and GKC. It has an authorized capital of 11S85.0 million. To
provide start-up funds an initial call of US$200 thousand on authorized
shares was made in December, 1981. At that time CFC provided Us$102,000 for
51 percent ownership, and GKC provide 15%9¢,000 for its 49 percent ownership.
Shares were sold at their par value of U$S50 per share. This initial
paid-in capital was cash, shares were not purchased by in-kind contributions
or by capitalization ot pre-incorporation expenses.
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Cy the terms of the Shareholders Agreement, GKC was to pay
for and hold the 49 percent interest in CATCO on behalf of future private sector
investors. Because CATCO is a private stock company, it can nct publicly trade
jts shares. It was intended that GKC would privately sell, or divest itself of,
its 49 percent interest to private sector firms selected by CFC's Board of
Directors. GKC is now selling those shares to private investors (large commer-
cial firms which have the risk capital and long-term time perspective such an
investment requires). By Shareholder Agreement the geographical representation
of private sector shareholders would follow that of member country contribution
to CFC. This would result in the following allocation of private sector
shares: Jamaica 14%, Trinidad and Tobago 14%, Guyana 14%, Barbados 5%,

Belize 1% and LDC's 1%.

To raise additional equity capital to finance CATCO's
operaticrs in addition to requested loan financing, CFC's Board of Directors
is soliciting a second call on shares to provide an additional US$550 thousand
in capital. Of this amount, CFC would provide US$280,500 in cash to maintain
its 51 percent ownership position, and new private investors (not GKC) would
subscribe US$269,500 for the remaining 49 percent interest. This would result
in a total capitalization, excluding loan funds, of US$750,000 after August of
1982. These equity funds be paid in cash prior to any disbursement of the
proposed AID loan.

The infusion of additional equity capital beyond the US$750
thousand planned for this year, would depend as in any commercial venture--
upon CATCO's ability to demonstrate the need for additional funds to finance
sound commercial activities and the ability to demonstrate its strategy for
profitability. In any subsequent private sale of shares, CFC retains the
right "to subscribe for and hold up to 51 percent of the issued shares, but
may elect not to do so".

c) Should Divestiture be Required and How Would the
Process Work?

Because CATCO is a private stock corporation (less than
fifty shareholders) it can privately trade shares without the rigorous legal
requirements of a public stock prospectus. Thus, GKC has already begun the
process of selling or divesting its original shares in CATCO to a limited
number of private firms. These firms are established commercial eaterprises
which have the risk capital and time perspective to invest in such a venture.
The firms to which GKC is selling its shares have been approved by the Board
of Directors of CFC. It is anticipated that GCK will sigrnificantly reduce
its current forty-nine percent holding in CATCO by the fourth quarter of
1982.

However, as noted in response to items (a) & (b) above, it
would not be appropriate or helpful for CFC to divest itsel’ of its interest
in CATCO. Were that thought desireable it could be achieved in several ways.
One approach would be to have a requirement that CFC divest itself of a
certain number of shares, or percentage of ownership, over a specific time
period. For example, the Board of Governors could decide that it would help
private sector involvement should CFC commit itself to a planned reduction
of its controlling interest over a ten year period. This would provide needed
public sector support during CATCO's development period and would encourage
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the building of a viable commercial enterprise which could stand on its own
within a realistic time period. Assuming that CATCO would be a commercial
success within this period, CFC progressive divestiture of its shares would
provide funds for other CFC projects.

The above scenario is not unacceptable to CFC and its
Board of Directors. It is felt however, that there are too many uncertainties
about the future to build in a rigid divestiture formulae at this time. Given
CFC's growing portfolio of development and commercial projects, it is likely
that CFC would be willing to phase out of CATCO to redirect its resoui‘ces to
other projects were that feasible and desireable in the years 2head.

d) Possible Efrects of a Changing Ownership Pattern

It is anticipated that as CATCO becomes better known, and
successful in its commercial trading activities, private sector investment
will increase. This will broaden the equity base and provide working capital
to underwrite its continued growth. As private sector involvement in CATCO
grows the lessons learned from its trading activities will be disseminated to
a wider circle of participants. This will facilitate the emulation of selected
CATCO activities, or mode of operations, by other traders, commercial firms
and regional agencies.

However it is possible that only larger companies, such as
Goddards of Barbados or Geddes Grant of Trinidad & Tobago, will have sufficient
risk capital to invest in CATCO. This means that shareholders would be firms
which have a strong existing position in the retail food marketing sector.
While this will provide CATCO with access to leading firms in the private
sector, it could also present conflict-of-interest issues. An example of
such an issue is CATCO's possible investment in a "ripening-room" to process
bananas. Such “forward integration" would allow CATCO to demonstrate the
feasibility of offering a quality fruit product through commercial ripening
techniques. Access to these bananas, which bring a significant premium,
could be an important competitive factor at the retail level. Should CATCO
give, or appear to jyive, exclusive access or preference to this commodity to
one of its shareholiders, who is a major actor at the wholesale level? This
is an example of where CATCO will need to balance the need to be profitable
with the risk of monopolizing a market function. Other possible issues
include: the selecticn of shareholders, the constraints on CATCO's freezing-
out competition, and ute of concessional funds to underwrite a commercial

service,.

@) The leniratility of Both Grace Kennedy & Company and CFC
Drvesvang Itself ot Ownership and Management Over Time

The questicn of Grace Kennedy and Company's divestiture of
its original shares has been addressed above.

The desirability of CFC divesting itself of ownership has
also been addressed above. Whatever the ownership pattern of CATCO, public and
private sector investors would have a direct stake in there being sound business
management of the operations: that is the management decision processes,
staffing and performanced based incentives need to reflect the entreprencurial
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nature of CATCO. If CATCO organizes itself like a public agency or takes on
significant development activities (non-revenue producing) it will not be able
to achieve its primary purpose: demonstrating the commercial viability of
needed regional marketing mechanisms.

CFC has taken a major step in establishing the entrepreneurial
nature of CATCO's operations, by its management contract with GKC. The broad
delegation of authority to GKC by CFC (see Annex E, Exhibit 1. GKC Management
Agreement) provides a necessary infusion of commercial experience and a buffer
from CFC's operation. GKC has the authority to recruit and manage staff, to
identify and act upon market opportunities. It is important that CATCO and
GKC leadership have the ability to move quickly and to undertake business risks
without repeated reference to the CFC Board of Directors. This management con-
tract will provide for appropriate differences in the type of CATCO staff and
their rewards from CFC existing operations. In time it may be appropriate to
amend the three year GKC contract to provide performance incentives for demon-
strated CATCO success. These performance incentives for GKC, as well as those
provided CATCO staff, will need to halance short-term profitability with
lTonger-term developmental objectives.

After the three year management contract expires, neither
commercial nor developmental objectives would be achieved were the GKC, or
a similar experienced management firm not retained to assist in CATCO manage-
ment. For this reason it is recommended that a covenant of the USAID loan be
that CFC and other CATCO shareholders shall retain some type of priva‘e sector
management contract during the life of the loan.

f) External Assistance to CATCO

Another important dimension of CATCO's institutional growth
lies in the area of external assistance. Because of the risk and uncertain-
ties associated with developing new markets and trading mechanisms, some
concessional financing and technical assistance are necessary. It is impor-
tant that this external assistance be made available in a way which fosters
commercial success, not developmental dependency. Because CATCO's operations
will cut across a number of areas needing development assistance (e.g. pro-
duction credit, inter-island transportation, wholesale facilities, and market
information systems), there is the risk of overloading CATCO with these
requirements. Qutside donors, as well as CFC, should be careful not to
distort CATCO's purpose and managerial attention by inappropriate subsidizing
of commercial activities (e.g. low cost credit to producers) or ancillary
development activities (e.g. regional marketing information services). The
concessional assistance as called for in this Project Paper is to subsidize
the: (1) innovation risk of starting a new venture, (2) development of appro-
priate commercial models for agricultural marketing, and (3) needed technical
expertise not readily available in the Region. Other needed development
assistance to strengthen tne Region's self-sufficiency in food should be
coordinated with CATCO, but should be channeled through other, more appro-
priate vehicles.
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C. Financial Analysis

1. Introduction

The following financial analysis draws together information from
the market assessment, and the operational and institutional review conducted
in the process of determining the CATCO business plan. An income statement,

a cash flow statement, and a balance sheet are presented to examine the finan-
cial viability of the proposed CATCO operation. Assumptions regarding the
volume of sales of output and inputs, the costs of trading, and operational
policies are based on material analyzed and presented in the Technical Analysis,
and in Annex C. A11 projections are made for a ten year period, although
after the first five years of operation the only projected changes in sales
revenue and costs of sales are from inflation. Starting with year 1 of the
project it was assumed that inflation increases 15% annually.

2. Financial Statements

a) Income Statement

The projected income statement for CATCO is shown in Table
Starting at the top of this Table revenue is determined from the sales of
outputs and inputs. Total revenues are dominated by output sales and are
projected to reach some $34,000,000 by the fifth year of operation and then
due mainly to inflation, reach $74,760,000 by 1991. Major costs of sales
(these are mainly variable costs) for both outputs and inputs, and for common
costs, are then allowed for, to obtain CATCO margins.

The three major common costs shown in Table 15 are obtained
as follows:

i) Warehouse Costs for Inputs: Assumed 7,000 sq. ft.
total, with 1,000 of this air conditioned for seeds.
The cost is estimated at 25¢/sq. ft./month, with CATCO
providing its own air conditioning units (3 units are
included in the capital budget).

1) Agency Commission: This allows for the cost of expedit-
ing particular transactions 1sing agents rather than
the field officers when this would be more cost
effective. A nominal amount is included for this item.

i1i) Trading Contingency: This is an allowince providing
for the risks associated with trading when taking title
to the gcods. foreign exchange risks, the risk asso-
ciated with forward contracting and say, disaster
risks. This is projected as being relatively high in
the first year of operation and tapers off somewhat
thereafter. The estimate included here represents 5%
of total revenue in year 1, then 37 in year 2 and 2%
thereafter.
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The CATCO margin is then determined by subtracting total cost
of sales from total trading revenues. This is then applied to other operating
costs to determine a gross profit figure. The estimates of other operating
costs are shown (in Barbados Dollars) in Annex F, Exhibit 1. These costs are
made up largely of personnel and general management related expenses. Costs
of travel and projected technical assistance needs are also included.

A number of additional expenses items are then subtracted
from the gross profit estimate. These include a projected interest payments
based on a 4% interest charge for 5 years, and 7% for the balance of the 15
year USAID loan repayment period. This also includes an estimate of extra-
ordinary expenses from the amortization over a 3 year period of the pre-imple-
mentation costs $420,000 and formation costs of $44,000.

Finally, a preliminary estimate of net profit before taxes
is obtained by adding the anticipated CATCO grant from 1DB to pay for certain
technical ascistance services. This estimate is considered preliminary
because it still does not include anticipate = vevenues from the selected
investments which CATCO plans to make in order to obtain certain needed market-
ing services. These investmonts include banana ripening rooms, drying facili-
ties, product cooling facilities, and shipping equipment, etc. In the income
statement revenue from these is called other income and r:presents an estimated
10% per annum return on invested capital, starting two years after making each
investment.

CATCO's total taxable income is then determined and an
estimated 507 tax rate (based on current tax Taw in Barbados) is applied to
this to obtain a projected net profit after taxes (NPAT). These results
indicated that CATCO will sustain substantial, although quickly deciining
losses during the first three years of operation. After the volume of business
reaches a breakeven point in year 4, the business turns positive and reaches
a profit after taxes of some S1.3 million in the fifth year of operation. By
year 10 inflation will have increased these profit levels to some $2.5 million.
A sensitivity analysis of the CATCO business strategy reflected in the income
statement is presented after the pro forma cash flow and balance sheet
are examined below.

b) Pro Forma Cash Flow Statement

The projected cash flow statement for CATCO is chown in
Table 16. The major contributors to the business's cash flow *re shown in the
first sub-group of figures in the statement. These include: inc.ne after
taxes which is derived directly from the income statement; depreciation which
is for office equipment; and amortization which represents pagrments for lease-
hold, pre-implementation and formation costs. Derivations of the changes in
accounts payable and taxes payable (these are paid quearterly an rear ) g
shown in Annex F, Exhibits 3 and 7.

The next sub-group of fiqure. in the Table represent cash
uses. CATCO will experience laps between the wale ot goods and the attual
receipt of funds arising from those sales, and the abuolute “ize of accounts
receivable qoes up as business voluine increases. The yearly additiony, o
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account receivable are :herefore shown. Inventories increase likewise and
changes are shown. Both of these items are explained in detail in Annex F,
Exhibits 4 and 5. Capital expenditures are for leaseholds and equipment in
year 1, and the investments are for the selected items to facilitate CATCO's
trading operations. (Discussed in detail in Section III D).

The net cash flow is negative in years 1 - 3, turning positive
and reaching some $1.5 million by year 10. Funds to finance the o erations
in the early years come from increases in long-term debt (the USAI Loan)

and from CATCO's own equity resources. Starting in year 5, a shareholder
advance is repaid and in year 6 USAID loan repayments are started.

c) Pro Forma Balance Sheet

The projected balance sheet for CATCO is shown in Table 17.
Current asset estimates are derived from the cash flow statement, and from the
projections of accounts receivable and inventories shown in Annex F. Prepaid
expenses are for insurance. Other assets include those acquired at or before
start-up through pre-imp’ementation costs, leasehold improvement costs and
CATCO business formation costs. Investments and office equipment are also
included.

Major liabilities are the outstanding accounts payable, taxes
payable and long-term debt (USAID loan). Equity contributions are from an
advance by Grace Kennedy to cover operating costs, private and public sector
shareholder equity, and retained earning of the company.

By year 10 the estimates are that CATCO will have acquired
some S16 million in total assets, liabilities and equity. Some $2 million of
the USAID loan remains to be paid off, while CATCO will have accumulated over
$10 million in retained earnings if all the assumptions of the business strategy
hold true. In the following section we will examine the sensitivity of the
proposed CATCO operation to changes in certain of the critical assumptions.

3. CATCO Financial Summary and Sensitivity Analysis

In order to analyze the financial results of CATCO's anticipated
business strateqgy, the information gained from the previous financial statements was
used to calculate s nurher of ~trateqic financial indicators. These include
the following:

Current Ratio = Cyrrent anseto/current liabilities
Acid Tent Yatio = Casn oand aceounts recetvable/curvant
Tiabi ey
Debt/Equi, Falto = Lonqg-tem debt/oqnty capital invested
Debt/tietw i th Ratio + Total debt/tang bic networth
CM/0E Ratio CCATCO o marging ol erating cost
Return nn fquity = Farnings, after taace/retiorth

Internal “ate of Return = Internad “tnanctal retogen ar the ¢is-
count rate gt ahich the net present
worth 1 lera
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4, AID Loan Terms

As is clear from the financial analysis, CATCO's cash position
is extremely weak during its first years of operation. This growth period
requires an equivalent grace period for amortization payments and a highly
concessional interest rate. RDO/C believes this level of concessionality is
fully justified by the development return< .c anticipate from the project
and the fact that CATCO will not make all its business decisions based
on profit maximization alone. Rather, it will and must expend considerable
resources in terms of operational costs and management time to foster changes
in the marketing system beyond CATCO's direct control. A significant portion
of costs in the first two years of the project will be required to set in
place the market and producer agreements to move into fresh vegetable trade
in the region and from the region to the U.S. and European markets beginn‘ng
in year three. The diversification of CATCO into these higher risk commo-
dities is a fundamental development rationale for AID's support of the
project. Without concessional resources, CATCO could not move into this area
to any significant degree.

Beyond the grace period, the "base case" cash flow indicates
that CATCO could sustain close to commercial intrrest rates for the amortiza-
tion period of the AID loan. However, the sensitivity analysis indicates
that at a fifty percent reductinn in trade volume of key commodities, CATCO
could not absorb significantly less concessional rates than seven percent.

RDO/C reviewed this issue at length. Our objective was to set
loan terms which were reasonable in terms of CATCO's ability to pay without
excessive concessionality or windfall prefits to shareholders. Several
alternatives were considered as describea below.

Regarding interest rates and loan repayment schedule, a clause
in the loan agreement permiting AID to readjust either or both was reviewed
and rejected as being one-sided and difficult if not impossible to negotiate.
A repayment clause which would automatically shift interest rates upward
triggered by achievement of specific financial objectives also was considered
and rejected because it could induce CATCO to alter its behavior to avoid an
automatic shift in interest rates.

A third alternative was to link the payment of dividends to
renegotiation of the interest rate on the AID Loa'. It is proposed that AID
approval will be required before any di-idends are paid to shareholders. At
the time of such a request, AID will review CATCO's overall financial position
and may request an adjustment in the loan interest rate up to the prime lend-
ing rate prevailing in Barbados at the time of the adjustment. Agreement on
the adjustment of the rate would be subject to mutual agreement.

In recommending the loan terms proposed and the renegotiation
clause outlined above, we believe that the best balance has been struck between
AID's objectives in supporting CATCO, the concerns of CATCO's {nvestors, and
the potential impact CATCO can have in expanding the market for regionally-
produced agricultural commoditic
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D. Economic and Social Analysis

The long-term goals of this project stress the developmental role of
a regional trading company (CATCO) in expanding the volume of output and con-
sumption of selected food crops grown by small farmers in regional LDCs.
Related goals are to reduce dependence on imports and to increase sales to
extra-regional markets. )

The effects of CATCO ope:ations on supply response, marketing effi-
ciency and employment will be examined. A summary description of the impacts
of CATCO's activities on different food system participants provides a conjec-
tural overview of the positive results to be realized by the project, as well
as some of the competitive adjustments that will likely occur.

1. Market Potentials

Trinidad/Tobago and Barbados are the primary consumer markets in
the Eastern Caribbean with Trinidad/Tobago being by far the largest in terms
of both population and income, Table 20.

TABLE 20
POPULATION AND PER CAPITA GDP

SELECTED EASTERN CARIBBEAN COUNTRIES

POPULATION PER CAPITA
1981 GDP

COUNTRY THOUSANDS 1981 USS
Trinidad/Tobago 1,127 4,000
Barbados 251 3,710
St. Lucia 122 1,070
St. Vincen: 112 660
Dominica 86 804
Antiqua/Barbuda 76 1,650
St. Kitts/MNevis 50 1,030
Montserrat 12 1,680

SOURCE: IBRD Economic Memos for 1982, and
Barbados Economic Report for 1981,

The food commodities which are imported almost entirely from out-
side the Region are wheat, rice, deciduous fruits and white potatoes., Other
commodities that are fmported in substantial quantities are pulses, dry onions,
processed veqetablen, beet and pork,  Signiticant quantities of fresh citrus,
carrats, tomatoe, and othey voaetables are alvo imported,  This Tast et are
ftems that can be produced in the fegion and traded intra-reqionally by CATCO

5 a means ot increasing regional self-sutticiency.
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The estimated imports of fresh produce by Eastern Caribbean
countries during 1979 provides a rough estimate of the size of the market
within which CATCO will establish its primary trading operations. (Table 21).
However, the potential volume of trade is probably underestimated because these
data are based on official trade statistics, which apparently do not account
for unlicensed product movements. Furthermore, recent developments in Trinidad
indicate significant increases in consumer demand for food commodities while
local agricultural production has failed to respond. Consequently, market
assessments by CATCO consultants have identified sizeable market opportunities
in Trinidad for imported bananas, plantain and citrus. In the banana case
there is an opportunity to redevelop what was once a sizeable market for room
ripened bananas. CATCO has conservatively estimated their banana sales in
Trinidad at 50 tons per week by year 2 of their operations. Although the
CATCO volume may grow in succeeding years, they project a declining market
share as other firms become competing suppliers of "room ripened" bananas.

TABLE 21
ESTIMATED IMPORTS OF SELECTED FOOD COMMODITIES;
EASTERN CARIBBEAN COUNTRIES, 1979

COUNTRY VEGETABLES ROOTS FRUITQ/ PULSES
(TONS)

Trinidad/Tobago 6,542 20,529 245 1,542
Barbados 1,926 8,358 2,437 567
St. Vincent 139 174 - 109
St. Lucia 530 - - 54
Dominica 158 114 - 133
Grenada 261 475 - 47

a/ Does not include bananas or deciduous fruits

SOURCE: (12) - Systems - 1980 Study for CDB.

The CATCO management staff and their IDB financed consultants
have made preliminary projections of product sales potential, for Trinidad/
Tobago and Barbados. Secondary Caribbean markets will inc Tude the Dutch
Antilles, the French W.l. Islands, the Virgin Islands and vossibly Puerto Rico,
(For details see the Technical Analysis, 1V-Aand Annex (). Much additional
market investigation and sales promotional effort will be required to actually
achieve these tarqget volumes,

It i+ 1mportant to point out that a substantial portion ot
CATCO's projected sales will be net additions to the current volume of intra-
regional trade.  Part of the increased volume will be mroduct, thit are now

available but not being harvested and marketed, o,q, banana, plantain and
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grapefruit. Another component of increased sales will be realized by providing
more stable year around supplies of fruits and vegetables and by delivering
higher quality products. This presupposes some shift in demand towards the more
readily available and higher quality products. This demand will be reinforced
by a continued upward trend in consumer incomes and population growth.

A potential barrier to the achievement of evpanded intra-regional
produce trade is the import restrictions imposed by individual countries in their
efforts to encourage and protect local producers. New procedures for adminis-
tering tne Agricultural Marketing Protocol (AMP), discussed in 11l D, indicate
that efforts will be made to maintain open markets among member countries. The
actual implementation of the revised policies will be of importance to CATCO's
intra-regional trading activities.

CATCO will develop extra-regional trading on a very limited and
experimental basis beginning in year 3. The projected voiu-es of a few items
such as mangoes, sweet peppers and assorted exotica are quite modest. The
principal target markets are Europe and North America. The major difficulty
in expanding extra-regional sales is the development of adequate supply sources
of high quality, carefully packaged and handled produce. The accumulated
experience with bananas, grapefruit and mangoes can be drawn upon as CATCO works
with other producer groups.

2. Supply Response

ine supplies of fruits and vegetables to be traded by CATCO will
originate mostly from LDC countries in the English-speaking Eustern Caribbean.
The commodities are those produced predominantly by small farmers (less than 25
acres).

CATCO s product purchases will come from three sources:

a) Tor bananas, the entire volume will initially come from fruit
that has been produced but 14 not accepted for export to the
U.K. Currently these bananas are typically not entering the
market. Some are utilized for livestock feed.

b) For plantain and citrus, especially grapetruit, it is estimated
that existing production i adequate a4 the initial ource for
CATCO' purchases,

¢) For other frutty and vegetables 1t a1l be neceswary tor LATCO
Lo compete in the Short-run with other traders tor available
production.  However, the volune hurld-up an o years 7 through
5 of vegetables 10 highly dependent on new production that
might be attracted by market incentive o ancluding torvard
contracts, oftered by CAICO,

Ao hay been S Uressed gt various sinty din this docusent, the long-
term cuccess of the (ATCD project rests heavily on the ettectivene, ot agricule
tural rescarch and cetension, and the coortinstion ot ¢7T0U Steld nperatione
with these publicly wupported Cand ALD asasted) activites, Loan tynded
technical asqistance hay been included in the CATCO project to tacrlitate the
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incomes. Greater stability and dependability of markets should also reduce
trading risks and over time contribute to reduced marketing margins. The com-
bination of reduced farm production costs and increased marketing efficiency
associated with the CATCO project and related efforts will benefit both producers
and consumers.

4., Employment Effects

In the first 2 years of the project employment increases will occur
in packing houses for bananas and plantains and citrus. Some additional labor
will be required at the farm level to harvest plantains, oranges and grapefruit
that may have been left unharvested without CATCO's product buying. Additional
Tabor will also be needed in box manufacturing, ripening room operations and to
some extent in loading and unloading air and vessel shipments.

Beyond year 2 the employment impacts will increase significantly
as new production of vegetable crops begin to expand. These impacts will be
noticed in farm input distribution, farm level production, and in all phases of
the market process -- transporting, sorting, packaging, wholesaling and retailing.

The project will have only modest impacts on the many small traders
operating within the various island markets. These traders will continue to
assemble 'ocal produce and sell through traditional channels -- public retail
markets and street vending. The volume anrd composition of their sales may be
affected somewhat by CATCO stimulated imports from other islandc, e.g. room
ripened bananas, and over the longer-run their relative share of an expanding
market will decline in favor of supermarkets and larger-scale produce merchants.
The rate of this adjustment will be affected by alternative employment oppor-
tunities for small traders.

It is possible that some individuals who divide their time between
farm procduction and trading may find it more profitable to shift all of their
efforts to production for an expanding and more stable market.

Hucksters that specialize in inter-island trade are more likely
to feel the effects of CATCO's penetration of the intra-regional market.
Apparently this is not a large group of individuals and they typically trade
in several products, many of which will not be handled by CATCO. Hucksters also
engage in the trading of non-food items especially in arranging return trips
from major market islands such as Trinidad and Barbados. [t is anticipated that
most of these traders will find ways to adjust to CATCO's presence in the market
and will likely take advantage of any improved transportation and other service
developed by or for CATCO.

5. lmpact on Women

Of particular importance in the Caribbean is the contribution of
women to aqriculture; they play a significant economic role in food pros ction,
proce.sing/preserving and marketing, It is estimated that much of the
Tocally grown and marketed tood i< produced by women, On an island-by-island
basis, wonen' participation in the agricultural labor force is 30 in St.
Vincent, 47 in t. Lucia, and over 50 in HMontserrat and Antigua.  Although
women comprive approximately 20 to 40 of the aqgricultural labor force, this
type of employment i viewed a5 a low Status occupation.
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Groups Affected Anticipated Effects

* the above will result in increased produc-
tion and assuming a secure market for
output, increased income to the farmer;

* if farm gate prices are currently high
because of risk, as the risk involved in
input supplies decreases and assuming a
secure market ¢c: oroduce, there should be
a decrease in farm gate price.
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E. Environmental Analysis

1. Summary

The CATCO scheme purports to expand the trade of selected locally
produced crops, and selected agricultural inputs, in eight Eastern Caribbean
countries. Of 32 pesticides requested, it is recommended 23 be approved and
9 disapproved. All approved formulations are low to moderate in mammalian
toxicity and will be sold to distributors already in place, not to end users
of pesticides. Most pesticides approved duplicate those now available, but
their shortages at critical cropping periods will be negated by CATCO inven-
tories. Except for Barbados, requlaticus controlling pesticides are not
enforced in the Eastern Caribbean. CATCO will subscribe to Barbados require-
ments, spot check pesticide residues in the produce it trades in, and provide
information to pesticide users on pest management practices and pesticide
safety.

2. Introduction

Initially, CATCO trading will involve the commodities bananas
(and plantains), grapefruit, and oranges. Subsequently peanuts, carrots,
cabbage, tomatoes, mangoes, onions, pigeon peas and other commodities are
expected to be added. CATCO will also trade in seed for desired varieties
of vegetables and select other inputs critical to crop production, such as
fertilizers and pesticides, although sale of inputs will comprise a very
small part of CATCO's total sales, and chemicals a fraction of that. The
Project Paper notes that no signle distributor of farm inputs operates on
a region wide basis at present.  CATCO will do this. Purchases will be made
in bulk, then channeled to the farm level through established wholesalers
and retailers,

The Project Paper notes also the Tack of availability of farm
inputs, and their poor quality, s further problems in the Caribbean which
will be addressed by CATCO.  The Table below shows the nurber of pesticides
used mainly in the agricultural wector, which are availabie now in selected
Eastern Caribbean countries:

Table 22

Count ry Insecticides  fungicides  Merbicides  Other!
antiqgua 20 1 N 4
Montserrat 32 1 24 13
St, Kitts, Nevis 7 2 9 NA
St. Lucia 8 8 8 7
St. Vincent 25 8 12 6
Trinidad, Tobago 43 16 13 7

ot e - B o T

1/ Includes rodenticides, nematicides, and molluscrcides.

from “Pegt and Pesticide Management in the Carfbbean” Vol 111,
Procecdings of Seminar and Workshop, CIPC/USALD, 3 - 7, Nov. 1980, Barbados.









- 02 -

TABLE 24

PESTICIDES PROPOSED BY CATCO WHICH ARE NOT APPROVED FOR TRADING

Pesticide

Crop

Reason for Rejection

Decis (decamethrin)

Counter (terbufos)

Pay-0ff (AC 22, 705)

Prowl (pendimethalin)

Anthio (formothion)

Ekalux (quinalphos)

MSMA

Gramoxone (paraquat)

Ridomil MS (metalaxyl
& mancozeb)

Vegetables

Banana

Vegetables

Vegetables

Vegetables

Vegetables

Sugar Cane,
banana

Vegetables,
banana

Vegetables

1/ Peas and pigeon pea represent similar use.

Pesticide not cleared for
vegetables of interest by
USEPA or FAO/WHO

Highly toxic material. Not
yet cleared ro- ba.ana by
USEPA or FAO/WHO

Not cleared for vegetables
of Interest by USEPA or
FAO/WHO

Not cleared for vegetables
of interest except temporary
tolerance for peas 1/

Not cleavred for vegetables
of interest by USEPA or
FAO/WHO

Not c .eared for vegetables
of inier.st by USEPA or
FAO/WH)

Not cleareu Lor banara by
USEPA or FAOQ/WHO. Tolerance
pending (by USEPA) for sugar
cane

Classified as restricted
material by USEPA. Too
hazardous for general use
in Caribbean

Metalaxyl component not cleared
by USEPA or WHO/FAQ for use on
vegetables of interest
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most crops of interest to CATCO will be grown on small farms and pesticides
will be delivered to crops by hand equipment, offer greater opportunity for
spot spraying of threatening infestations, than do commercial sprayers
(including aircraft) operating on large acreages.

d) Proposed Method(s) of Application, Including Availability
of Appropriate Application and Safety Equipment

Because crops of interest to CATCO will be produced on small
farms, a complete line of back-pack high volume sprayers and battery operated
ULV sprayers, will be offered for sale (through distributors) to growers by
CATCO. CATCO will also sell personal safety equipment and spare parts for
its equipment.

e) Acute and Long-Term Toxicological Hazards, Either Human or
Environmental, Associated With the Proposed Use and
Measures Available to Minimize Such Hazards

With the exception oy Diphacincne and Mesurol, the acute
oral toxicities of approved pesticides are low. The high toxicity of technical
Diphacinone is mitigated by its formulation as bait pellets of about 2% active
ingredient. Further, this rodenticide is a multiple dose anticoagulant toxi-
cant like the more familiar warfarin which has been used successfully for
decades without significant deleterious human c¢r environmental consequences.
Similarly, the high toxicity of technical Mesurol is mitigated by its formu-
lation and use as a pellet orgranule of less than 5% active ingredient, for
slug control. Carbaryl, and to a lesser extent Orthene, are highly toxic
to honey bees. Users must be cautioned not to spray crops in flower with
these materials.

f) Effectiveness of the Proposed Pesticides for Proposed Uses

While pest organisms are not specifically named in the Project
Paper, all pesticide uses are reported to be effective for the purposes inten-
ded, as demonstrated by their evaluation under conditions of local use.

g) Compatability of the Proposed Pesticides With Target and
Non-Target Ecosystems

Pesticides used are expected to have no significant adverse
effects on target or non-target ecosystems.

h) Conditions Under Which Pesticides are to be Useu, Including,
Climate, Flora, Fauna, Geography, Hydrology, and Soils

The ten Eastern Caribbean islands of St. Kitts, Nevis,
Antigua, Montserrat, Dominica, St. Vincent, St. Lucia, Barbados, Trinidad &
Tobaqo, comprising most of the Windward and Leeward Islands, lie between
latitudes 10 degrees 3 minutes N and 17 degrees 20 minutes N. Including
their dependencies, these small islands tntal only 3,135 square miles but
have a population of 1,778,000 persons.

Many of these islands were transformed into hugh sugar cane
estates during the 18th century and were stripped of much native vegetation
to accomodate that industry. Although sugar cane continues to occupy a
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large proportion of some islands, other plantation type crops such as bananas,
cacao, and coconuts have become widely established. Tropical rain forests
persist on most islands at higher elevations, which reach to around 5,000

feet in Dominica. With an average population of 567 persons per square

mile, these islands of neressity accommodate many thousands of small agri-
cultural holdings. Little desirable wildlife exists except for birds;
Dominica, for example, has 135 native species.

These islands have tropical maritime climates tempered by
sea breezes. Temperatures average from 70 to 85 degrees F. Annual rainfall
ranges from 35-50 inches on St. Kitts and Nevis to 70-300 inches on Dominica.
Numerous streams occur on Montserrat, Dominica, St. Vincent and St. Lucia
but Barbados has none. Desalinization provides potable water on Antigua
and wells on Barbados and Montserrat. Soils vary from coral limestone,
moderately to heavy in alkalinity on parts of Barbados; to those of volcanic
origin on St. Kitts, Nevis, Dominica, St. Lucia and Tobago; to heavy clay in
parts of Antigua.

Tourism is a substantial industry over this Region; those
facilities and the resident population are concentrated along their coasts.
Agriculture and what native vegetation remains occupy the interior of the
islands.

i) Availability and Effectiveness of Other Pesticides or
Non-Chemical Control Methods

Virtually any pesticide in the market places of North and
South America, and Europe, can find its way to the Eastern Caribbean,and
many of them have. Part 2 above records the numbers of pesticides now
available for agriculture in six f the eight target countries. In addition,
Barbados in 1970 had approved nearly 500 pesticide products of all kinds for
use in the agricultural, public health, and household sectors. This number
includes such products as wood preservatives, moth balls, and insecticidal
dog collars, but excludes household disinfectants, bleach, swimmning pool
additives, etc. which according to USEPA are pesticides also. There is
no more basis for questioning the efficacy of the pesticides used in the
Caribbean, since all are imported from developed countries, than to doubt
the efficacy of those used in the U.S.

Concerning non-chemical control methods, efforts to achieve
biological control of insect pests have been most successful and significant
in sugar cane production. Relatively little progress along this line has
been made in the crops of interest to CATCO; however, several varieties
of vegetables and fruits resistent to important pests are available.

j) Requesting Country's Ability to Regulate or Control the
Distribution, Storage, Use and Disposal of the Requested
Pesticides

St, Kitts and Nevis:- Its government enacted legislative,
known as the Pesticides Act No. 20 of 1973, to regulate pesticides. Apart
from the Ministry of Agriculture circulating a list of highly toxic pesti-
cides, and advising against their importation, provisions of the Act
apparently have not been implemented.
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Antigua:- Regulations have been drafted by the Pesticide
Control Unit to control pesticide importation, storage, and sales; and worker
protection and produce safety from pesticide contamination. There is no func-
tional pesticide legislation because the Regulations have not yet been acted
on.

Montserrat:- The Pesticides Control Ordinance was
brought into effect in April, 1975 to control importation, sales, storage and
use of pesticides. To date, the Ordinance is non-operative; firms and indivi-
duals appear free to import and use pesticides as they see fit.

Dominica:- A Pesticide Control Law has been enacted
to cover pesticide registration, labelling, recommendations, storage, appli-
cation, residues, wurker exposure and environmental impact. Apparently the
law has not been enforced to date.

St. Lucia:- The Pesticides Control Act was passed in
March, 1975 to requla*e the manufacture, importation, sales, storage, and use
of pesticides. A Pesticide Control Committee was also named. The Act has
not yet been proclaimed and its reaulations not yet enforced.

St. Vincent:- The Pesticide Control Act of 1973 provides
for the regulation of importation, sales, storage, and use of pesticides. Its
Board was never appointed and its regulations never enforced.

Barbados:- The Pesticides Control Board approves manu-
facture, importation, storage, use, distribution, exposure, and sales of
candidate pesticidal products. It first requires information on mammalian
and environmental toxicity, methods of analysis, and efficacy under tropical
conditions. The Board's approval to use or market a pesticide extends for
three year periods only, subject to earlier revocation for cause. The
Ministry of Health regulates pesticide disposal as well «5 cccupational
health and safety aspects relating to pesticide manufactur=, formulation,
and commercial pest control operations.

Trinidad and Tobago:- The Pesticide and Toxic Chemicals
Act, enacted in December, 1979, regulates importation, storage, manufacture,
sale, use, and transportation of pesticides and toxic chemicals. Regulations
under the Act have not so far been enforced.

Despite the potential hazards an. other problems relating
to pesticides, it is clear from the above that excep* for Barbados, little to
nothing is being done to regulate the orderly flow »f pesticides from importa-
tion (or manufacture of formulation) to proper end use and disposal. CATCO
manangement has indicated that it will subscribe in its pesticides trading
operations, to the requirements of Barbados law. It will also respect what-
ever regulations may be enforced in the future in other countries in which
trading is done, and will embark on a program of spot-checking for residues
in the produce it trades in. Problems of over tolerance levels will be
addressed nd corrected without delay.

The more stringent requirements of Barbados law do not
appear to address the issue of pesticide transportation. Because CATCO will
convey some pesticides by sea in its trading operations, safeguards to prevent
contamination of produce or other products will be considered.
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k) Provisions Made for Training of Users and Applicators

It is emphasized that CATCO will not sell pesticides directly
to end users or applicators, but to distributors already in place in the
private sectors of the eight countries involved, who in turn will sell to
end users. Beyond extention type training available through the Caribbean
Agricultural Research and Development Institute and the University of the
West Indies, CATCO will provide limited training on proper pesticide use and
safety to users through its field officers. CATCO plans to issue, and make
available at no cost to the pesticide user, a pest management manual detailing
control schedules for each of the crops in which it trades. Pesticides named
will be those listed as approved in the Environmental Assessment, and its
future amendments. This manual will also describe proper pesticide safety
procedures.

1) Provisions Made for Monitoring the Use and Effectiveness
of Pesticides

Because CATCO will be selling pesticides to distributors, who
will be marketing pesticides provided by other firms. CATCO will be able to
monitor pesticide sales but not their proper use by the farmers who purchase
them. CATCO will engage field officers to monitor production and time-tables
of crops cf interest in the eight countries. These officers will be in con-
tact with growers and pesticide users, and will Tikely be the persons who
provide growers with the pest management manuals noted above. Efficacy of
pesticides used will be evident during field visits, and very clearly apparent
at harvest. It will not be in CATCO's best interests to market pesticides
which are ineffoctive. As noted in Section (j), CATCO will spot-check pesti-
cide residues in the crops in which it trades.

4. Other Environmental Issues

a) Over the 525 mile spread of countries involved, specific
pests are discontinuously distributed. Moko disease of bananas, caused by
Pseudomonas Solanarearum, for example, reportedly occurs on Grenada but not
on other banana growing islands nearby and is representative of the kind of
threat exacerbated by trading crop commodities. The FAO/Caribbean Plant
Protection Commission drafted a model Act for plant quarantine which was
approved and recommended for adoption in 1972. By 1980, however, plant
quarantine services in the Region were still described as "persons'. Unless
strict phytosanitary measures are adopted by the eight countries involved in
the CATCO scheme, pests now common to one or a few countries will quickly
become common to all.

b) Assuming success of the CATCO scheme in its crop commodity
trading operations, increases in acreages of the crops of interest to CATCO
(except bananas) will occur. Some diversion of land use, probably from
sugar cane production (because of low world sugar prices), can be expected.
Because sugar cane is seldom regularly treated with pesticides, and crops
of interest to CATCO will require more regular treatment, a slight though
insignificant increase in the overall pesticide load in the Eastern Caribbean
will result.
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V. IMPLEMENTATION ARRANGEMENTS

A. AID's Role in Project Monitoring

AID's project monitoring will be the responsibility of RDO/C, speci-
fically the Mission's Office of Rural Development. Assistance will be provided
by the Controller's Office, Development Resources and the Regional Legal Advisor.

The issue of adequate monitoring and accountability is complex in terms
of AID's relationship to a private sector firm. CATCO, while technically a
mixed corporation, will act as a private sector entity and therefore must have
adequate freedom of action to respond quickly to opportunities and problems
without reference to AID. While we recognize that project funds will be disbursed
relatively quickly in a high-risk project, AID cannot interpose itself in the
day-to-day operations of CATCO. Therefore, RDO/C proposes to approach the
management of the project more like an equity partner, with formal AID approval
of specific CATCO requests or actions kept to a minimum. Reporting requirements
also will be limited to provide essential (and mostly financial) information.
However, since CATCO is incorporated and headquartered in Barbados, informal
contacts will be stressed us has been the case during the intensive review process.

The key point of reference in relation to RDO/C's monitoring will be
the Business Plan to be submitted by CATCO as a condition precedent to initial
disbursement. In addition to confirming the marketing strategy and approach of
CATCO, the Plan will detail the initial 12 months of company operation, inclu-
ding quarterly cash flow projections.

The financial projections submitted with the Business Plan will be the
basis for the procedures for managinag project disbursement described under
Section V.C. below. This procedurec will permit periodic up-dating of CATCO's
financial planning without requiving submission of separate reports or plans.

The Plan also will contain a list of the specific investments which
CATCO intends to pursue during that period together with a description of those
investments and the rationale for CATCO's involvement in them. During Mission
review, consideration was given to specific AID approval prior to CATCO's use
of investment funds under the AID loan. However, this procedure is not recom-
mended given the relatively small size of the anticipated investment decision
and the capability of CATCO. Our concern is to be satisfied that all invest-
ments directly facilitate CATCO's trading operations and not to pass judgement
on the financial merits of each investment. Therefore, we will request that
CATCO inform AID only of any additions to the list of investment opportunities
contained in the Business Plan prior to their final decision to undertake that
investment,

Major monitoring concern will be focussed on the financial condition of
CATCO and its management. To assure timely and accurate financial data, CATCO
will be required to submit a certification from its external auditors that its
accounting system conforms to generally accepted accounting practices as a
condition precedent to initial disbursement,  Subsequently, we will requirve
audited financial statements every six months (in addition to the quarterly
financial data submitted in support of disbursement requests as described below).
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The key to CATCO's success will be its management. As discussed above,
CATCO will be managed under a contract with the Jamaican firm of Grace Kennedy
for a period of three years. We will require that CATCO continue to be managed
under a contract with a private firm for the life of the loan and any new
contracts or changes in the management contract will require prior RDO/C
approval. In addition, the General Manager and such key personnel as RDO/C may
designate will be subject to prior approval.

Following receipt of the audited financial statements during the loan
disbursement period, CATCO management and RDO/C will meet to review progress
to date and problems/issues which are affecting the project. The Business Plan
will be reviewed together with revised financial projections. Major changes in
CATCO's strategy and/or business plan will be discussed and formally amended if
necessary.

B. Evaluation

Two types of evaluations are envisioned: progress evaluation at least
annually during the loan disbursement period including assessments of investment
projects and an in-depth evaluation before the PACD.

The proyress evaluations will look at CATCO's overall performance
including: financial viability, impact on regional trading patterns, impact on
production, and role as ~n investor tc encourage others to move into regional
agricultural trading. investment projects will be evaluated and include:

(a) verification of the eligibility criteria employed in the investments, (b)
examination of the impact on the capital investments on CATCO's profit/loss and
balance sheets, and (c) estimation as to the degree to which the investments
have contributed to CATCO's purposes and operational objectives. The Project
Officer will also review and evaluate the utilization of technical assistance.

The in-depth evaluation will be conducted during project year 4 and before
the commencement  of CATCO's 5th year of operations. This evaluation will be
undertaken by individuals who vere not directly involved in CATCO operations or
provided TA to the project. The evaluation will explore four fundamental
aspects of the project:

1. To what extent has the project contributed directly and indirectly
to the goal of improving regional food self-sufficiency? Particular issues/
questions to be examined include: (a) have regional, especially regional LDCs,
land use patterns altered significantly toward greater production in commodities
for intra-regional trade and consumption? (b) has intra-reaional trade in CATCO
promoted commodities increased and achieved planned objectives? (c) have extra-
reginnal imports in the same commodities decreased or at least fallen relative
to increased demand? and (d) have income levels of smal producers trading with
CATCO risen?

2. ilave the project purposes been achieved? The financial viability
of CATCO will be analyzed on the basis of the original business plan and sub-
sequent financial reports.  These reports will also constitute the basic
information source for an evaluation on changes in the consumption of traded
commodities over time and at least judgemental estimates of the deqgree to which
CATCO's market development activities have contributed to relieve reqional
marketing constraints.
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3. Has the project increased private sector investment in agriculture
and intra-regional food trade? Although it will not be possible for an cvalua-
tion to produce precise information concerning the spread or multiplier effects,
an examination of investments, levels of trade, changes in trading margins and
shifts in the patterns of trade over time should yield some indicators of
increased private sector involvement.

4, Has the CATCO Project produced lessons which AID can use in other
private sector marketing projects? Interested offices in AID/W, especially
PPC/E, PRE and S&T, should be called upon to review the project strategy and
implementation. Some specific areas which appear to warrant close evaluation:
Has the project stimulated additional investments producing a greater regional
capacity especially in transport and warehousing? Has CATCO had an impact on
policies or strategies beyond the project itself, e.g., on producers' associa-
tions, other trading organizations, and public marketing boards? Has CATCO
enabled RDO/C to better coordinate other Mission projects (agribusiness, exten-
sion, credit) and those of other donors to achieve the desired impact?

Approximately 23 person-months of consultant services will be
required over the life of the project to perform evaluations. This includes
skills such as financial analysis, economics, marketing policy and strategy,
agronomics, food technology and produce handling. This is the only assistance
which will be grant funded.

C. Disbursement Procedures

Disbursements will be made to CATCO in U.S. dollars. CATCO will establish
an account in the Central Bank of Barbados. CATCO has made arrangements with
the Central Bank of Barbados to convert the U.S. dollars to Barbadian dollars
and also to act as a clearing house for CATCO's purchases and sales for which it
earns foreign exchange (basically Trinidad and Tobago dollars and Eastern
Caribbean Currency Authority dollars) and will freely convert these currencies
to and from Barbados dollars.

To assure effective implementation, CATCO must have adequate financial
resources available while permitting RDO/C to fulfill its role of project over-
sight. To accomplish both objectives, the following disbursement procedures is
envisioned:

1. As part of the business plan, CATCO will provide a detailed cash
flow projection of the first 12 months of the project by quarter, The total
cash requirements of the first quarter will be used to establish an advance of
lToan funds for no more than 90 days of operation.

2. At the end of the first quarter, CATCO will submit a statement of
actual expenses and income and a revised projection of the next quarter's
expenditures. Based on that submission, the initiil advance will be cleared
and a second advance provided. The amount of the idvance will be increased or
decreased depending on CATCO's demonstrated necds.

Within the first six months, it is probable that CATCO will move
to a monthly financial submission to liquidate advances and review its cash flow
as a more rapid basis.
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3, Disbursements for investment capital will not be included in the
advance. These will be handled as separate transactions.

Accurate track of CATCO's financial condition will be maintained
through the rolling advance and advance liquidation system outlined above and
the requirement that audited financial statements to submitted every six months.

D. Procurement Frocedures

1. Agricultural Commodities

The majority of AID resources will be used to finance CATCQ's
trading operations; since it is a private firm, it will seek the best terms for
purchases and sales of agricultural commodities given factors such as quality,
distance, risk, and profit margins. No specific application of AID'S procure-
ment rules will be applied to agricultural commodities. It should be noted
that all such purchases will be made within AID Geographic Code 941.

2. Shipping Services

CATCO will use existing ocean shipping and in selected cases air
freight for the movement of commodities during the early period of the project.
As trade volumes expand, it will also begin to voyage and/or time charter to
assure prompt movement of perishable commodities. It will utilize mostly small,
inter-island schooners in the 50-100 ton dead weight category and small aircraft.
It may also use the services of the West Indian Shipping Company (WISCO) if its
inter-island service improves and a new air cargo carrier CARICARGO.

A review of shipping in the Eastern Caritbean indicates that total
U.S. flag carriers provide service to only three of the countries which will be
served by CATCO. The shipping requirements of the project (relatively small
volume, highly perishable, sporadic shipping patterns) offer insufficient
inducements for U.S. flag shippers to provide spjecial services for shipment (sea
or air). A determmination of non-availability of U.S. flag services for this
project is requested as part of the project authorization package.

In addition, AID financing of shipping costs on AID Geographic Code
935 carriers is requested under the project. Given the limited shipping service
described above, the interests of the U.S. are best served by permitting finan-
cing of transportation services on ocean vessels under flag registry of Code 935
countries.

Finally, CATCO will be chartering for inter-island freight by sca
and air. It is impractical to request SER/COM approval of each such charter.
Since CATCO's profit margin will be directly affected by freight rates, it is
reasonable to conclude that it will seek to minimize these costs taking other
factors such as time and safety into consideration., Therefore, it is requested
that the requirement tha* AlD/Washington approve all ocean and air charters
financed with AID funds be waived,

3. fertilizer and Agricultural Inputs
Fertilizer procurement is subject to special rules as defined under

ALD Handbook 1, Supplement B, Chapter 4C8,  1f AID funds are used for fertilizer
procurement, CATCO will follow those rules,
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4, Technical Assistance

Grant and loan financed technical assistance contracts will
be done in conformity with standard AID procedures.

5. Citrus

Cicrus is produced in Dominica, St. Vincent and other
countries within the Region. While both Barbados and Trinidad produce citrus,
they also are potentially large markets which can absorb significant imports
from producers such as Dominica. Dominica also is the only major exporter
of citrus outside the Region. It currently exports approximately 3,840 MT to
the United Kingdom and may increase to 7,660 MT in four years as a result
of an AID/CDB funded citrus development project for which a waiver to
PD-71 was granted by AAA/LAC in 1980.

CATCO intends to trade in .itrus as a basic commodity for
its initial operation within the Region and my seek limited external markets
in later years. Principal markets for CATCO will be within the Caricom
Region, except for exports from Dominica to the U.K. However, Dominica
exports to the U.K. can occur only during a six to eight week period of the
year when supplies are unavailable from Israel and other countries, including
the United States. Accurding to USDA sources, U.S. grapefruit exports during
the 1979 - 80 crop year totalled 271.000 MT, of which 5,457 MT (2%) were
shipped to the U.K. and 154 MT to Bermuda and the Caribbean countries. RDO/C
believes the proposed project is insignificant in terms of its impact on the
U.S. grapafruit merket, since (1) Dominica's grapefruit exports to the U.K.
occur in the fall, whereas U.S. exports grapefruit to the U.K. during other
seasons of the year; and (2) the U.X. and Caribbean countries do not repre-
sent major markets ‘or U.S. grapefruit producers.

Based on the importance of trade in citrus to CATCO and
the market factors discussed above, the project will require approval to
permit citrus trading under the terms of PD-71.

6. Investmert Capital

It is anticipated that CATCO will take equity positions
in private firms to establish supporc services considered essential to
CATCO's agricultural trading. On these, AID procurement rules do not
apply to the private firm. CATCO will not provide loan or working capital
to these firms.

If, in unusual ci,cumstances, CATCO wst set up its own
facility (such as contrnlled temperature storage space), AID procurement
rules and procedures will be anplied. However, in no case will procure-
ments exceed $100,000.
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Schedule of Major Cvents

Loan Agreement Signed

Reserve of $4.5 Million in Callable Shares
Established

CATCO Business Plan Submitted

CATCO Has Received $750,000 in Paid-Up Capital
Warehouse Rented

Two Field Officers Hired

Project Manager Hired

Pre-Investment Studies Begin

Technical Assistance Plan Drafted

Shipping Arrangements Made

Agricultural Inputs Purchased ard Stored or Sold*
Citrus Produce Purchased and Sold*

Third Field Officer Hired, and Part-Time Personnel
Short-Term Technical Assistance Begins

Investment in Physical Facility

Five Additional Staff Hired

Begin Trading in Vegetables

First Interim Project Evaluation

CATCO Becomes Profit-Making

Three More Staff Added

Second Interim Project Evaluation

Final In-Depth Project Evaluation

August, 1982

September

October

November

January, 1983

March
January, 1984

March
September

September, 1985
September, 1987

* CATCO

will remain active in these trading activities throughout the Project.
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VI, COVENANTS, CONDITIONS AMD NEGOTIATING STATUC

The following conditions precedent and covenants will be negotiated for
inclusion in the Project Agreement. The areas covered by these clauses have been
discussed with CATCO's Acting General Manager and several members of its Board
of Directors. While there is general agreement with the suggested terms and
conditions specific language regarding the clauses concerning renegotiation of the
AID loan terms and dividends will require further negotiation.

A. Conditions F :cedent to Initial Disbursement

1. A business plan which will describe in detail the orogram of
activities which the Borrower will undertake and include appropriate financial
projections for CATCO. a description of its operational management structure and
investment strategy, and assessment of regional markets and transport modes.

2. Evidence that the Caribbean Food Corporation has reserved the
equivalent of Four Million United States Dollars ($4,000,000) in callable shares
such that these shares can be called solely for the purpose of satisfying the
terms of Loan repayment agreed between AID and CATCO.

3. Evidence that the Borrower has received paid in capital equal
to no less than Seven Hundred Fifty Thousand United States Dollars ($750,000).

4. Evidence that the Borrower has established an accounting system
which conforms to normally acceptable accounting procedures.

B. Covenants

Except as AID may otherwise agree in writing, the Borrower covenants
that:

1. During the life of the loan, CATCO manaaement including the
General Manager, will be in the hands of a management contract signed with a
private sector firm, The contractor, the terms of the contract, key personnel,
and any changes therein will be subject to AID aoproval.

2. Borrower will not pay or declare any dividends, or make any
other distribution of its assets, without the prior approval of AID. At the time
of any proposed payment of dividends, Borrower and AID will jointly review the
financial condition of the Borrower with a view toward modification of the terms
of this Loan, which could include an upward adjustment of the interest rate and/or
an acceleration of the repayment of the Loan,

3. Project funds, including reflows for a period of five years,
shall not be used to finance agricultural inputs in response to requests for
nrocurement from suqar growers' cooperatives or to entities acting in their behalf,

4, Except for short-term workina capital requirements, Borrower
shall not subscribe any additional debt without prior consultation with and the
approval of AID, In addition, the AID debt shall not be subordinated to any debt,
including short-term borrowings.
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5. The Borrower shall establish by written agreement for all
business transactions, rights adequate to protect the interests of AID and the
Borrower,

6. Goods and services purchased by Borrower shall be purchased at
a reasonable price, account being taken also of other relevant factors such as
time of delviery, etc. Such goods and services shall be used exclusively in the
carrying out of the project. The Borrower shall take out and maintain with
responsible insurers such insurance, against such risks and in such amounts, as
shall be consistent with sound business practice, lithout any lTimitation upon
the foregoing, such insurance, shall cover hazards incident to the acquisition,
transportation and delivery of qoods financed out of the loan of the place of use
or sale, any indemnity thereunder to be made payable in a currency freely usaple
by the Borrower to replace or repair such goods.

7. Exceot as AID may otherwise aqree in writing, the Borrower
shall not sell, lease, transfer, encumber or otherwise d.spose of any of its
property or assets, except in the ordinary course of business; and shall take all
action necessary to maintain its corporate existence and right to carry on
operations and to acquire, maintain and renew all rights, powers, privileges and
franchises necessary or useful in the conduct of its business,

8. The Borrower shall: (1) have its accounts and financial
statements (halance sheets, statements of income and exvenses and related statements)
for each six month period audited, in accordance with sound auditing principles
consistently applied, by independent auditors acceptable to AlD:

(2) furnish ta AID as <oon as available, but in any case not later than three
months after the end of each such period:  (a) certified copive of its tinancial
statements for such year as 50 audited and (b) the report of wuch audit by aid
auditors, of such scope and in such detail as AID <hall have reasonably requesteds
and (3) furnish to AlID such other information concerning the accounts and financial
statements of the Zorrower and the audit thereof ao AID <hall from time to time
reasonably request,

9,  The Borrower shall not make any repayrent in advance of
maturity in respect of any outstanding debt which would matertally affect its
ability to meet its financial oblioations,

C. Haiver

1. Loan funds may be uced to assist in identified marketing
activities for regionally produced citrus fruita,

2. Ocean shipping financied by AID <hall, except as AID may other-
wise agree in writing, be procured 1n vccordance with waiver nusber 69, dated
September 24, 2979, a¢ amended by waiver control nusher H98,

3. Charter shipment shall rot require the prior anproval of AlD/
Washinqgton,
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services financed by AID from loan funds shall have their source
and origin in any country included in AID Geographic Code 941.
Ocean shipping financed under the Loan shall be procured in the
United States or in any country included in AID Geographic Code
935 except as AID may otherwise agree in writing.

Except for ocean shipping and except as AID may otherwise agree in
writing or as otherwise provided in this authorization, the source
and origin of goods and services financed under the Grant portion
of the Project shall be the United States and member countries of
the Caribbean Food Corporation.

Conditions Precedent to Initial Disbursement

Prior to any disbursement, or the issuance of any commitment docu-
ments under the Project Agreement, the Borrower shall, except as
AID may otherwise agree in writing, furnish, in form and substance
satisfactory to AID:

(1) A business plan which will describe in detail the program of
activities which the Borrower will undertake with Project
financing, and include appropriate financial projections for
CATCO, a description of its operational and management struc-
ture and investment strategy, and assessment of regional
markets and transport modes.

(2) Evidence that the Caribbean Food Corporation has reserved the
equivalent of Four Million United States Dollars ($4,000,000)
in callable shares such that these shares can be called solely
for the purpose of guaranteeing the Loan repayment.

(3) Evidence that the Borrower has received paid in capital equal
of no less than Seven Hundred Fifty Thousand United States
Dollars ($750,000).

Such other terms and conditions as AID may specify.

5. Waiver

A.

Loan and Grant funds may be used to assist in identified marketing
activities for regionally produced citrus fruits.

Ocean shipping financed by AID shall, except as AID may otherwise
agree in writing, be procured in accordance with waiver number 69
dated September 24, 1979, as amended by waiver control number 69B

Charter shipping financed under the Project shall not require the
approval of AID.
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U.S. Department of State, Background on the Caribbean Basin
Initiative, Special Report No. 97, Jarch 1982. ‘

USAID Evaluation Team Report, "An Evaluation of the CARDI/
USAID Small Farm Multiple Cropping Systems Rescarch Project,
No. 538-0015 - March 17 - ipril 8, 1982.
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18th December, 1981
Mr. William Wheeler,
Director,
US AID Regional Office/Caribbean,
Bridgetown,
BARBADOS.,

Dear Mr. Wheeler,

In my capacity as Chairman of the Board of Directors of the
Caribbean Agricultural Trading Co. Ltd. (CATCO), 1 hereby make application
to US AID for financial assistance to CATCO to undertake the establishment
of the organisation as a regional marketing agency for the Caricom reglon.

A determination as to the amount of the loan would be made
after CATCO has ascertained the cost of establishment of the institution
as a regional marketing agency and all that this entails in terms of
market development, market promotion and the provision of an integrated
set of developmental services to the Caricom farming community.

The level of financing would be a funtion of both the poten-
tial volume of trade in agricultural inputs and outputs as well as the
amount of developmental services which CATCO intends to provide to the
farming community. Preliminary indicationms are, however, that CATCO
would require working capital in the amount of US $4.5 miliion to conduct
a projected level of business totalling US $9.5 million annually and with
a growth rate of 10 per cent per annum commencing in the veriod lst July,
1982.

The Board of Directors of CATCO decided at their meeting held
in Bridgetown, Barbados on 12th December, 1981 that the Management of
CATCO during the first six months of 1982 should lay emphasis upon
formulating operatioral plans, policies and strategies to achieve the
level of activity which would result in a partial but substantial solution
to the problem of establishing cfficient marketing systems for agricultural
products at the regional and extra-regional levels. It is planned that a
serics of market surveys would be conducted with a view to ascertaining
the input requircments and output potential of the agricultural sectors of

/the...

OIRCCTONS: rg.o. Osborne = Chalrman, Darbados e J.5.L. Orowman - Guyana e 1.P, Cal - Bellze
!_. .l.cnr_\y -_J.mulcaoc. fuller = Trinidad & Tobago e Sec. Gen. Caricom Secretarlat
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the respective Caricom countries. This would provide the basis for projecting
levels of business activity for CATCO from the period lst July, 1982 and beyond.
This strategy does not preclude some measure of trading in the first half of

1982 but the focus would be upon the formulation of plans, policies and operational
strategies and the setting of certain realistic targets based upon analysis and
interprctation of data obtained through market surveys, etc.

In order to undertake this task in the first six months of 1982, the
Management of CATCO has estimated that they would require an amount of Us$750,000.
I therefore wish formally to apply on behalf of the Board of Directors to CATCO
for a grant equivalent to US$540,000 in order that CATCO may acquire personnel and
facilities to undertake these and other tasks related to its establishment on a
sound footing.,

I recognize that the terms and conditions of the proposed loan,
the modalities of its administration, and the like would have to be mutually agreed
between US AID and CATCO. However, given the proposed strategy of emphasizing
trading in agricultural outputs and the provision to the Caricom farming community
of an integrated set of developmental and technical services including the organisation
of transportation of agricultural products to designated markets, we feel that it is
reasonable to ask that the loan be granted on concessionary terms.

We understand that certain bureaucratic formalities must be completed
pricr to the grant of financial assistance and consequently I wish to suggest that
the Management of the CFC, CATCO and Grace, Kennedy & Co. Ltd. should collaborate
with your staff in the supply and analysis of whatever data would be needed for this
purpose. We would, however, be most grateful if ways could be devised to expedite
the grant of the loan facilities which we have indicated.

I am attaching to this letter a note which reflects some of our ideas as
to the role of CATCO as a regional marketing organisation. In this note we discuss
some of the fundanental issues which have been raised regarding the model on which
CATCOQ's financial structure is based, being of mixed equity with private and public
sector participation. We also discuss the rationale for the establishment of CATCO
and tho reason why we would nced concessionary funding for the activities CATCO
intends to undertake. We attempt to demonstrate that CATCO although being commercial
in its orientation-has the potential to introduce critical elements for the development
of agriculture and agri-business within Caricom.

Grace, Kennedy & Co. Ltd. has formally commited itself to thec assumption
of a leadership role within the Caribbean private sector and in keeping with this
objective, shall endeavour to transfer to CATCO some of its entrepreneurial skills,
its managerial expertise and its long experience in agricultural trading to ensure
its success. In doing so we hope to induce other private sector firms within
Caricom to participate in the equity of CATCO, bearing in mind that the success
of the venture would depend ultimately on the participation of all firms - large,
medium and small,

/We hope ...
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We hope that your staff in collaboration with the Management of CATCO,
would find it possible to arrive at an early evaluation of this important project
and that favourable recommendations would be made to Washington in this regard.

Thanks in anticipation for an early reply.

Sincergly yours,
CARIBBEAN AGRIFULTURAL TRADING COMPANY LTD (CATCO)

‘/, / /
/f
W (o //

.“"oa! ------ LRI B )

S. C. Alexandeypy
CHAIRMAN.



™

86 Duke Street,
P.O. Box 154,

Telephone: 62-36261-5

3rd .june, 1982,

ir. D. Wheeler,

United States Agency for
[nternatianal Development,

Eridgetown,

BAPSADOS.

Dear Mr. Wnaeler.

i would wisn to fermally record the willingnass of the Caribbean
Fcod Corporition to either guarantee or to borrow and sub-lend

a so¥t line of credit for the start up of Caribbean Agricultural
Trading Comiany Limited (CATCO) oparations. The Corporation would
prever an acrangement which would support the most favcurable
tarms of suth soft loans for the operations. CATCO's oneration

is considarzd as cne or the most vital regional servicas required
¢ this staje of develcpment within the Caribbean and is targeted
9 the high priority agricuitucal sector of the Region.

cr O -

it was a pleasurs werking with veur represantative Mrs. May June
in reviewing and determining for recommencation, the most approp-
riata form of guarantees in supzorc of any USAID financial support
fzr CATCO.

Kirjest reqirds,

R.A. FULLZR
(Managing Director)
CARIZZEAN FOCD CCRPCRATION

c.c. Mrs. May June

A Taa

! I ¢/o Agricultural Development Bank,

Port of Spain, Trinidad, West Indies.
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PROJECT AUTHORIZATION

Name of Entity : Caribbean Agricultural Trading Company (CATCO)
Name of Project : Caribbean Agricultural Trading Company
Number of Project : 538-0080

Number of Loan

1. Pursuant to Section 103 of the Foreign Assistance Act of 1961, as amended,
I hereby authorize the Caribbean Agricultural Trading Company Project for the
Caribbean Agricultural Trading Company involving planned loan obligations of
not to exceed Four Million United States Dollars ($4,000,000) ("Loan") and
planned grant obligations of not to exceed Two Hundred Twenty-Five Thousand
United States Dollars ($225,000) ("Grant") over a five year period from date
of authorization, subject to the availability of funds in accordance with the
AID 0YB/allotment process to help in financing foreign exchange and local
currency costs for the Project.

2. The Project ("Project") consists of establishing a commercially viable
agricultural trading company (CATCO) which will remove marketing constraints and
promote the production and consumption of regionally produced agricultural
commodities.

3. I hereby authorize the initiation of negotiation and execution of a
Project Agreement or Agreements by the officer to whom such authority has

been delegated in accordance with AID regulations and Delegations of Authority,
subject to the following essential terms and covenants and major conditions,
together with such other terms and conditions as AID may deem appropriate.

4. The Project shall be subject to the following terms and conditions:

A. Interest and Terms of Repayment - Loan

CATCO shall repay the Loan to AID in United States Dollars within
fifteen (15) years from the date of first disbursement of the Loan,
including a grace period of not to e.ceed five (5) years. CATCO
shall pay to AID in United States Dollars interest from the date of
first disbursement of the Loan at the rate of four percent (4%) per
annum during the grace period and seven percent (77) per annum
thereafter on the outstanding disbursed balance of the Loan and on
any due and unpaid interest accrued thereon.

B. Source and Origin - Loan and Grant

Except for ocean shipping and except as AID may otherwise agree in
writing or as otherwise provided in this authorization, goods and
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5C(2) PROJECT CHECKLIST

Listed below are statutory
criteria applicable generally to
projects under the FAA and
project criteria applicable to
individual funding sources:
Development Assistance (with a
subcategory for criteria
applicable only to loans); and
Economic Support Funds.

CROSS REFERENCES: IS COUNTRY
CHECKLIST UP
TO DATE? BAS
STANDARD ITEM
CHECKLIST BEEN
REVIEWED FOR
THIS PROJECT?

A. GENERAL CRITERIA FOR PROJECT

l. FY 1982 Appropriction Act
Sec. 523; FAA SeC. 634A;
Sec. 653(b).

(a) Describe how A Congressional Notification has been preparea
authorizing and and will -be forwarded to Congress prior.to
appropriations committeesProject Authorization

of Senate and House have

been or will be notified

concerning the project;

(b) is assistance within

(Operational year Budget)

country or international

organization allocation

reported to Congress (or

not more than $1 million

over that amount)?

2. FAA Sec. 6l1l(a)(l). Prior Yes
to obligation in excess
of $100,00, will there be
(a) engineering,
financial or other plans
necessary to carry out
the assistance and (b) a
reasonably firm estimate
of the cost to the U.S.
of the assistance?
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3.

FAA Sec. 6ll(a)(2). 1If
further legislative
action is required within
recipient country, what
is basis for reasonable
expectation that such
action will be completed
in time to permit orderly
accomplishment of purpose
of the assistance?

FAA Sec. 6l1(b); FY 1982
Appropriation Act Sec.
501. 1If for water or
water-related land
resource construction,
has project met the
standards and criteria as
set forth in the
Principles and Standards
for Planning Water and
Related Land Resources,
dated October 25, 19732

FAA Sec. 6ll(e). 1If
project 1s capital
assistance (e.qg.,
construction), and all

-U.S. assistance for it

will exceed $1 million,
has Mission Director
certified and Regional
Assistant Administrator
taken into consideration
the country's capability
effectively to maintain
and utilize the pro,c~ct?

FAA Sec. 209. 1Is project
susceptible to execution
as part of regional or

multilateral project? 1If.

80, why is project not so
executed? 1Information
and conclusion whether
assistance will encourage
regional development
programs.

ANNEX A
EXHIBIT 4

No further legislative action is required.

N/A

N/A

This 1s a reqional project.
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FAA Sec. 601(a).
Information and

‘eonclusions whether

project will encourage
efforts of the country
to: (a) increase the
flow of international
trade; (b) foster private
initiative and
competition; and (c)
encourage development and
use of cooperatives, and
credit unions, and
savings and loan
associations; (d)
discourage monopolistic
practices; (e) improve
technical efficiency of
industry, agriculture and
commerce; and (f)
strengthen free labor
anions.

‘FAA Sec. 601(b)

Information and
conclusions on how
project will encourage
U.S. private trade and
investment abroad and
encourage private U.S.
participation in foreign
assistance programs
{including use of private
trade channels and the
services of U.S. private
enterprise).

FAA Sec. 612(b), 636(h);
FY 1982 Appropriation
Act Sec. 507. Descrabe
steps taken to assure
that, to the maximum
extent possible, the
country is contributing
local currencies to meet
the -cost of contractual
and other services, and
foreign currencies owned
2y the U.S. are utilized
in lieu of dollars.

ANNEX A
EXHIBIT 4

Through support of a recently established
private agricultural trading company, the
project will directly encourage the
activities described in a, b, d and e.

U.S. goods and services will be utilized
din the project as:appropriate.

The borrower is providing staff,

equipment and related support for this
project. Local currencies are also

being provided.hy investors in the borrower
company. The U.S. does not own any local
currency of the Caribbean .region.
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11.

12.

13.
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FAA Sec. 612(d). Does
the U.S. own excess
foreign currency of the
country and, if so, what
arrangements have been
made for its release?

FAA Sec. 60l(e). Will
the project utilize
competitive seélection
procedures for the
awarding of contracts,
except where applicable
procurement rules allow
otherwise?

FY 1982 Appropriation Act

Sec. 521, 1If assistance
is for the production of
any commodity for export,
is the commodity likely
to be in surplus on world
markets at the time ‘the
resulting productive
capacity becomes
operative, and is such
assistance likely to
cause substantial injury
to U.S. ‘'producers of the
same, similar or
competing commudity?

FAA 118(c) and (4).

Does the project take
into account the impact
on the environment and
natural resources? TIf
the project or program
will significantly affect
the global commons or the
U.S. environment, has an
environmental impact
statement been prepared?
If the project or program
will significantly affect
the environment of a
foreign country, has an
environmental assessment
been prepared? Does the

ANNE)
EXHIBIT

No.

Tes

Some project assistance will be
directed toward the marketing of
selected citrus crops. The
commodities will be limited,
intended primarily for con-
sumption within the Caribbean, and
will have little or no impact on
U.S. producers.
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project or program take
into consideration the
problem of the
destruction of tropical
forests?

FAA 121(d). 1If a Sahel
project, has a
determination been made
that the host government
has an adequate system
for accounting for and
controlling receipt and
expenditure of project
funds (dollars or local
currency generated
therefrom)?

B. FUNDING CRITERIA FOR PROJECT

1.

Development Assistance -
Project Criteria

a. FAA Sec. 102(b), 111,

Y13, 281(a). Extent to
whrch activity will (a)
effectively involve the
poor in development, by
extending access to
§bonomylat'locar level,
increasing
labar-intensive
production and the use_ of
appropriate technology,
spreading investment out
fromcities to small --
towns and rural areas,

and-insuring wide

participation of the poor
in the benefits of '
developrent on a_

‘ststained basis, using

the appropriate U.s;
institutions; - (b) help
develop cooperatives,
especially- by technical
assistance, to assist
rural =nd urban poor to
help themselves toward

ANNEX A
EXHIBIT 4

N/A

The Project will genzrate substantial

" new employment through increased

labor intensive production and the
application of technology appropriate
to the production, processing and
marketing of agricultural commodities.
Project activities will benefit both
rural and gBhan poor and will promote
equally thg farticipation of both
women and men.
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better life, and
otherwise encourage
democratic private and
local governmental
institutions; (c) support
the self-help efforts of
developing countries; (4)
promote the participation
of women in the national
economies of developing
countries and the
improvement of women's
status; and (e) utilize
and encourage regional
cooperation by developing
countries?

b. FAA Sec. 103, 103a,
104, 105, 106. Does the
project fit the criteria
for the type of funds
(functional account)
being used?

€. PFAA Sec. 107. 1Is
emphasis on use of
appropriate techn.iogy
(relatively smaller,
cost-saving, labor-using
technologies that are
generally most
appropriate for the small
farms, small businesses,
ané small incomes of the
poor)?

d. FAA Sec. ll0(a). Will
the recipient country
provide at least 25% of
the costs of the program,
project, or activitiy
with respect to which the
assistance is to be
furnished (or is the
latter cost-sharing
reguirement being waived
for a "relatively least
developed® countrv)?

Project fits the criteria
for Section 103 funds.

N/A

ANNEX A
EXHIBIT 4

N/A (This is a regional project).
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e, FAA Sec. 110(b). N/A
Will grant capital
assistance be disbursed
for project over more
than 3 years? 1If so, has
justification
satisfactory to Cong:cess
been made, and efforts
for other financing, or
is the recipient country
*relatively least
developed"?

f.. FAA Sec. 122(b). Does yas,
the activity give

reasonable promise of
contributing to the
development of economic
resources, or to the

increase of productive
capacities and

self-sustaining economic
growth?

g. FAA Sec. 281 (b). The Project supports the initiative of
Describe extent to which a Caribbean regional inctitution as well
program recognizes the as members of the private sector in the
particular neceds, Eastern Caribbean,

desires, and capacities

of the people of the

country; utilizes the

country's intellectual

resources to encourage

institutional

development; and supports

civil education and

training in skills

required for effective

particpation in

governmental processes

esential to

self-government.

2. Development Assistance Prodject
Criteria (Loans Only)

a. FAA Secc., 122(b). The Borrower appear<capable of repaying
Information and the Loan at the established rate of
conclusion on capacity of fnterest,
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the country to repay the
loan, at a reasonable
rate of interest.

FAA Sec. 620(d). 1If

assistance is for any
productive enterprise
which will compete with
0.S. enterprises, is
there an agreement by the
recipient country to
prevent export to the
U.S. of more than 20% of
the enterprise's annual
production during the
life of the loan?.

ISDCA of 1981, Sec. 724

(¢) and (d). 1If for

Nicaragua, does the loan
agreement requira that
the funds be used to the
maximum extent possible
for the private sector?
Does the project provide
for monitoring under FAA
Sec. 624(qg)?

Project Criteria Solely for

Economic Suppert Fund

FAA Sec. 531(a). -will

this sssistance promote
econonic or political
stability? To the extent
possible, does it reflect
the policy directions of

PAA Section 102>

FAA Sec. 531(c). will
&ssistance under this
chapter be used '
military, or peramilitary
activities?

FAA Sec. 534. 1UWill ESF
funds be used to finance
the construction of the
operation or maintenance

N/A

N/A

N/A

N/A

N/A

ANNEX A
EXHIBIT 4
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of, or the supplying of
fuel for, a nuclear
facility? 1If so, has the
President certified that
such use of funds is
indispensable to
nonproliferation

objertives?

FAA Sec. 609, If

commodities are to be
granted so that sale
proceeds will accrue to
the recipient country,
have Special Account
{counterpart)
arrangements been made?

N/A

ANNEX A
EXHIBIT 4



Caribbean Agricultural Trading
Company

X

'535-0080
s .

_ Loan-$4,000

82 $4,000

“85.

Purpose: To establish a commercially viable agricultural trading
cempany which will open new market channels and promote the production
and coasumprtion of regionally-produced agricultural commodities.

Bockeround: The Eastern Caribbean Region is highly dependent upon
i:po;lcd foad to mecet its needs, uand now imports two-thirds or more

of its rotal supply at an annual cost of approximately $1 billion.
Earbades, for example, imports 75% of its total fruit consumption and
Trinidad nearly Lalf of its root crop requirements. Significant
oppurtunities exist to expand the production and sale of local agri-
cultural commodities and generate a greater degree of self-sufficiency
among the Caribbean LDC's, but a systematic approach to market or
tion problems will be necessary. Factors which have so far dis-
couraped producers from expanding their production include:
dispersion of iuland markets; lack of reliable and routine inter-~
islund transport; high transaction costs due in part to the lack of
standard weights,
These and other constraints have made it difficult to assure
ready wmarkets were they to increase production.

farmers of

Project Descriprion: The Project will support the establishment of a
viable coummercial trading company (CATCO) designed to overcome these
constraints and increase the volume of food commodity trade among
CARICOM states and in extra-regional markets. CATCO will be
market rather than production oriented, and will help provide the
necessary link between markets and farmers by identifying markets,
anticipating demands, increasing distributicn of agricultural inputs,
and actively promoting productioa of the kind and type of produce

o b .
qliner

necded. s nore stable supply relationships are established,
regionally produced commodities will take a larger share of ¢xisting
CARTCON markets.  CATUO will achiieve cost savings by e¢liminating che

need for multiple iuspections of swall lots or produce by reducing

ganiza—
t

geographic

measures and grades; and high physical handling costs.

. - 87

Relatisnship of Project to CDSS: The CDSS has stressed the importance
of stimulating new private sector initiatives. As a mixed nublic/
private stock corporation, CATCO will provide an appropriate avenue
for private invastment in the promotion of trade and the export of
regionally produced agricultural commodities. The project will also
increase per capita output of food, another objective identified in

‘ the CDSS.

) Beneficiaries: The Project will directly benefit all producers,
distributors, wholesalers, food processors and handlers and other

; are in the producer-to-market channel for the agricultural commodities

that CATCO will promote. The project will indirectly benefit the

populations of all participating CARICOM countries through incraased

availability of higher quality fruits and vegetables, higher income

for farmers who increase production, and a net increase in job
opportunities which will be generated by CATCO activities.

i

Host Country and Other Donors: ($000)

CATCO 2,031
Private Sector 500
IDB 434

?Major Outputs (All Years):

1. A commercially viable trading company with: .

o Business plan, accounting procedures, managemant persoanel and
ficld staff.

o Standard procedures for forward contracting of production

0 Standard procedures for measuring, packing and grading produce.

Newly marketed products which will reach 40% of total trade

value by PACD.

i

i
! Equity and Earnings
! Investment Captial

Technical Assistance

2.

losses through inproved physical handling. More routine and efficient

AID-Financed Innuts:(S000)

paln greater market penetration and assure narkets for regional growers. Inventory Fina?clng 3,250
i Investment Capital 500
' Technical Assistance 250
e ! 4,000
. Ué;flhnhilhﬁ fn vicusaands of dollars) iPRINCIPAL CONTRACTORS OR AGENCIES o
: Ol zatens ,' Expenditures ' Untiguidated )
102 wdx 1982 ; 4,000 ,
v xxx 1983 ; ‘ ; — Grace Kennedy and Co. holds current management
e 1o 1950 - ! — contract with CATCO.
sl Lerad 18 ) !
f

Future Year Obiizatinas

Peuniven F sca ¥ ,ar 1591
—_ L . . —— [

Estimated Total Cast
. L$4,000

S II9IHXA
V XENNV
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LOGICAL FRAMEWORK

Caribbean Agricultural Trading Company {No. 538-0080)

Page 1 of 2

NARRATIVE SUMMARY

OBJECTIVELY
VERIFIABLE INDICATORS

MEANS OF VERIFICATION

IMPORTANT ASSUMPTIONS

Increase regional food self-
sufficiency/exnand volume of
output and consumption of crops
grown by small farmers in regional

1.
2.
3.

Increased intra-regional food trade
Increased land use for food crops
Increased farmer income

1,3. National and regional statisti-
cal reports

2,4. Periodic monitoring by CATCO/

USAID and survey research by

National governments do
not impose additjonal
arbitrary barriers to
intra-regional agricul-

3] LDC's CARD1 tural trade.
< - CFC does not distort CATCO
purposes (e.g. pressure to
become supermarketing
board)
Create a commercial trading 1,2. Value of output trade reaches at 1,2. Hational and regional statis- - Adequate support services
company which can: least $10 million U.S. in the third tical reports (transport, warehousing)
1. Remove key marketing year and $15 in the fifth year. 1,2. Monitoring of trade volumes can be contracted.
constraints ’ (Constant 1932 §). by CATLO market analysis - Research and extension
2. Stimulate/develop new 2. Newly marketed products reach staff services will make improved
marketable products 40% of total trade value by 3. Inspection of CATCO finan- technology/information
3] 3. Sustain financially viable year five. cial statements available to small farmers
2 o.erations 3. Break even by end of year 4 1,2 Management review in project - CATCO does aggressive market
5 and begin making profit by 3. year 2 and evaluation in development and sets up
e year 5. year 4 forward contracts with
producers
- CATCO establishes accounting
system reflecting detailed
transaction costs and
financial planning.
1. A regional trading company 1. Established company 1. Condition prccedent to loan - Availability of skilled
w with following attributes: business plan and standard agreement key personnel
5 a. Initial managerment con- operating procedures
=] tract with experienced
o regional firm
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Caribbean Agricultural Trading Company (No. 538-0080)

Page 2 of 2

NARRATIVE SUMMARY

OBJECTIVCLY
VERIFIABLE INDICATORS

MEANS OF VERIFICATION

IMPORTANT ASSUMPTIONS

Outputs

b. Standard procedures for
measuring, packing and
grading produce

c. Standard procedures for
forward contracting of
producticn

d. Field starf to implement
procedures end nonitor
performance

c. Business plan anc accounting
procedures to reflect trans-
actions

1.

Periodic management reports
as agreed upon in loan/grant
agreement.

Management review in project
year 2 and evaluation in year 4

~ Region's private sector willing

and able to assume risk-taking
adequately and provide innova-
tive leadership

Producers willing and able to

respond to incentives provided

20

Inputs

first 5 years, 7% thereafter).

2. Grant - 500,030 U.S. for

technical assistance.

year 2 and evaluation in
year 4

. Increased trade in produce 2. Newly marketed products reach 2. National and regional statis-
currently not gr:vn or 40% of total trade value by tical reports and monitoring
unharvested/unmnark :ted year five. of trade volumes by CATCO
market analysis staff.
1. loan - 3 nmillion U.S. 1. Loan disbursements in appro- - periodic monitoring by RDO/C AID's disbursement and control
(Ternis: 15 years, 5 year grace priate amount and in time project manager procedures do not inhibit
reriod, 4% interest for the 2. 50 mms of TA provided - management review in project CATCO performance

AID can marshall appropriate
TA to train CATCO staff and
assist in market analysis/
development
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Exhibit 3

CERTIFICATION PURSUANT TO SECTION 611 (e) OF THE
FOREIGN ASSISTANCE ACT OF 1961, AS AMENDED

I, William B. Wheeler, as Director of the Agency for International Development
Regional Development Office/Caribbean having taken into account among other
things, the maintenance and utilization of projects in the Caribbean region
previously financed or assisted by the United States, do hereby certify that
in my judgement The Caribbean Agricultural Trading Company (CATCO) has both
the financial capacity and the human resources capability to effectively
utilize and maintain goods and services procured under the proposed Caribbean
Agiicultural Trading Company Loan and Grant Project.

(Signeé//zéé_.@/& (//uua\

William B. Wheeler
Director

(Date) ’?;/UL.’? (?FL
[



7

ANNEX C

PROJECT SUPPORT STUDIES

BULK ANNEXES IN LAC/DR & RDO/C FILES

Exhibits

1. CATCO Market Assessment

2. A Review of Existing Transportation Options
For CATCO
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ANNEX D_

A Summary of Market Potential for CATCO in Selected Markets
and for Selected Fresh Produce Commodities as Projected

CATCO Sales Volume in Year 1 (1982/83) to Year 6 (1988/89)
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The Banana Market in Trinidad

In the late 1960's, banana marketings in Trinidad were over 9 million 1bs.
(4,000 tonnes+) per annum - banana production is now estimated to be only a
1ittle over 1 million 1bs. (500 tonnes) per annum. The C.M.A., until the early
1970's, used to room-ripen bananas through their facilities at Chaguaramas.
Weekly volumes reached 120,000 1bs. per week (54 tonnes) during peak periods.
The C.M.A, used to operate a seven-day ripening cycle - ripen for six and dis-
tribute on the seventh. Produce was sold to vendors and then to consumers via
the major public markets. However, the ripened banana business expired when
(a) banana supplies declined sharply and (b) Mr. Thomas, the C.M.A. Manager in
charge of banana ripening, shifted his managerial position within the organization
(Thomas was the only C.M.A. employee with ripening room experience). The C.M.A.
ripening rooms still exist and they are conveniently placed adjacent to a docking
point at Chaguaramas, but the rooms are in a very bad state of disrepair, the
dock is, currently, used exclusively by the lumber trade and, also, is in a
very bad state.

In 1982, the size of the banana market is small, around 600 tonnes, or 1
1b. produce per capita. The major use of bananas is as a vegetable, cooked
green, although naturally ripened (or 'naturally' forced ripened) bananas are
sold by all participants in the fresh produce marketing system, albeit in very
small quantities (likely, the street vendor trade and hucksters at public
markets account for the lion's share of total market volume). Small quantities
of green bananas are imported from Grenada.

The major varieties of bananas merchandised in Trinidad are of the
Cavendish type. The Lacatan variety predominates, although the Gros Michel has
preferred eating characteristics. The latter is not readily available because
of disease problems prevalent throughout the reqgion. The Sucrier and Silk

varieties of bananas are available in very small quantities.
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There is a large differential between the average prices paid for ripe
vis-a-vis unripe bananas. Ripe bananas have a retail price ranging from $1.00/
1b. for short 'figs' up to $1.50/1b. for well ripened lacatans. The latter
wholesale for arcund $1.10/1b. but produce movement is small. Green bananas
which are locally piroduced sell for around $.35/1b. and wholesale for $0.40 -
0.45/1b.

Market potential for room-ripened bananas looks very encouraging. Super-
markets contacted expressed strong interest in merchandising room-ripened
bananas. The School Nutrition Company (S.N.C.) perceived that from October
1982, around 15 tonnes would be required per week to feed each child in the
school in the school meals program,one banana per week. Street vendors in
Port-of-Spain sell imported fruits (such as apples, pears) at around $1.00 -
$1.50 per piece. Quality supermarkets' price ripened bananas of indifferent
quality at over $2/1b. A quality, golden yellow, room-ripened banana retailing
at less than $0.50 a piece or, say, $1.20 per 1b. would seem attractively
priced in relation to other fruit competitors.

[t is reasonable to assume that the room-ripened banana could achieve a
similar market size that the ripened and unripened banana market attained in
the late 1960's, i.e. over 4,000 tonnes per year. The market would likely
build to this same level over a 3 - 4 year period. Assuming that banana
ripening facilities are in place by late 1982 (say, December), then CATCO
can reasonably expect to build up to a weekly throughput of 50 tonnes (a
volume figure attained by C.M.A. in the very early 1970's) by the end of
Year 0. The total expected volume of bananas transported and ripened in Year
0 (1982/83) is estimated to be 750 tonnes i.e. shipping 25 tonnes per week
or less in the first four months of 1983 and building up to 50 tonnes per
week in May and June 1983. In Year 1, CATCO should average shipments of 50
tonnes per week and, at this stage, very likely will be the sole supplier

of room-ripened bananas to the Trinidad market. From Year 2 through to Year 5,
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CATCO weekly volume will grow relatively slowly and market share may slip
from 100 percent down to around 70 percent.

To return to the 50 tonne per week shipment volume, 25 percent of this
would be sold to one buyer, i.e. the S.N.C. and 757 to other trade participants.
The ripening room owner (CATCO or other private sector)would, very likely,
undertake a wholesale function selling to other wholesalers and/or hucksters
and retailers. A volume of fifty tonnes of bananas per week is equivalent
to one out of every four Trinidadians ~nnsuming one room-ripened banana per
week.

Supplies of bananas are available from the Windward Islands market
requirements. Supplementary supplies may also be drawn from the domestic
banana producing sector.

The Plantain Market in Trinidad

Domestic production of plantains was estimated to be around 3,500 tonnes
in 1980/81. Vincentian export statistics for 1979/80 show a flow of about 600
tonnes into Trinidad from St. Vincent, ergo, the Trinidad market size is about
4,000 tonnes. However, domestic production may be overestimated by as much
as one-quarter, thus, a more realistic market size is about 3,200 tonnes,
(i.e. 5 - 6 1bs. per caipta).

Ministry of Agriculture officials believe that plantain production has
been, and still is, declining in Trinidad, even although this is not reflected
in the production estimates. With rising real incomes, consumer demand for
plantains has remained strong in recent years - plantains are a more frequent
dietary item in Trinidad than in, <ay Barbados. The major center for plantain
wholesale sales is the Central Wheolnsale Market in Port-of-Spain. HMost
produce, both domestic and imported, is sold on the stem. Spoilage can be
very high (40 or more). Major wholesalers are veluctant to handle plantains
because of the poor quality of produce, fresh produce managers from the

supermarket sector exhibit similar reluctance. Both sets of market participants
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expressed enthusiasm about the importation of regular supplies of quality
packed in suitable containers (cardboard boxes as per bananas).

Wholesale prices for plantains in the Trinidad market range from $0.75 -
$1.50 per 1b. reflecting both variations in product quality and seasonal price
patterns - plantain prices are seasonally high in the latter half of the year.
Trade members perceive that a room-ripened plantain would command a premium,
but a relatively small one, over the 'regular' plantain - consumers value the
characteristic golden color of the full-ripe unblemished produce but to a
lesser extent than for bananas as there is a ready appreciation that the plantain
skin is thicker and, therefore, provides better protection thun does the skin
of the Lanana to the fruit itself.

It is estimated that CATCO could quickly capture 10% of the market for
plantains by focusing on the top quality segment, that is, currently, not
being satisfied. As domestic production continues to decline, the market
potential for CATCO produce will expand; and, more importantly, the consistent
availability of quality plantains at competitive prices will foster an
expansion of the present loevel of demand. In Year 1 (1983/34) total market
volume will grow to around 4,000 tonnes of which CATCO should capture 257,
i.e. 1,000 tonnes. Purchasing plantains in, say, St. Vincent at $0.40 E7
boxed and with the anticipated low levels of spoilade, CATCO can compete
directly and effectively with the huciister trade.

In roar 2 through Year 5 (1924/35 to 1983/89), CATCO will at least
maintain and, likelv, sliuntly increase its market share in a growing market.

The Citrus Market in Trinidad

Citrus production has declined sharply in Trinidad in recent years: in
1974, 12,000 tonnes of orsnges and 19,400 tonnes of qrapefruit were produced.
Production i certainly iess than halt and, srotably, one-third of this lovel

now. From being a substantial net exporter of frosh citrus, Trinidad
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consistently shorts own market. In 1982, the processed citrus juice produc-
tion sector relies entirely on Belizean juice. Extra-regional imports are
precluded from entry and, currently, the citrus growers cooperative organization
is successfully lobbying against intra-regional imports of citrus produce. The
size of the orange and grapefruit markets are estimated to be 4,000 and 5,000
tonnes respectively. With a reduction or removal of entry barriers to the
market and available and reliable sources of supply, estimates of mature market
size are 8,000* tonnes for oranges and 7,300 for grapefruit for the fresh market.

Orange and grapefruit prices exhibit a seasonal pattern of movement: at
relatively low levels when local produce is in full supply (November - May)
and escalating sharply (and understandably) in the off-season (June - September).
Throughout the year, Trinidadian citrus prices are high by regional (and,
indeed, world) standards. In December/January, oranges may wholesale at $0.35
each and this can and does rise to $0.80 each by June. In this latter month,
viunges were being sold on the streets of Port-of-Spain at $2.00 each. The
price picture for grapefruit is very similar - $0.40 up to $0.85 each.

0f the two citrus products, oranges are the preferred fruit and, likely,
are closer substitutes for the high priced extra-regional imported fruit
items. Given market access, CATCO could capture 107 of the orange market and,
say, 67 of the grapefruit market in Year 0. This is equivalent to a total
importation figure for Year 0 of 400 tonnes of oranges (8 tonnes/week)and
300 tonnes of grapefruit (6 tonnes/week).

There is unsatisfied demand for citrus in Trinidad, in particular, for
oranges. CATCO's market share could reach 157 or better in Year 1 for both
oranges and grapefruit and be maintained at this percentage level in a growing
market, i.c. CATCO import tonnage is projected to be 750 tonnes cach for
oranges and grapefruit in 1983/24. This market share will be maintained
through to 1988/89, when CATCO's volume of shipments will be over 1,000 tonnes

for each of the major citrus products.

* This market size would gi.e a ner capita consumption of about 14 1bs.,
compared with 18 1bs. in. .y, Jamaica.
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Dominica will be a major source of supply for grapefruit and, as the
Tree Crop Program comes into place, an important supplier of oranges. The
other Windward Islands will be residual suppliers of citrus. Sources of supply
in Belize and, perhaps, Guyana, are being investigated. The former may be an
important source in the formative years of building trade volume. Some Jamaican

oranges and ortaniques may be accessible to satisfy Year 0), 1 and 2

requirements,
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THE MARKET FOR SELECTED VEGETABLES IN TRINIDAD

In 1980, Trinidad and Tobago imported the following volumes of selected

fresh and dried produce:

Dried Pulses (peas, beans etc.)

Onions
Carrots
Peanuts
Tomatoes
Cabbage

Tonnes
13,590
6,430
3,665
2,622
496
452

Initial estimates for every one of these commodities is that imports

increased in 198].

From the list, peanuts, red kidney beans (a pulse),

onions and carrots are not produced in Trinidad, thus, the import volumes

are equivalent to the Trinidadian market size estimates.

With the

exception of very minor quantities of peanuts and carrots imported from
St. Vincent and onions imported from Antigua (and, historically, Barbados)
all imports emanate from extra-regional sources.

The tomato market size is estimated to be close to 5,000 tonnes in 1982,

with domestic supplies accounting for 80 per cent of this volume.

Tomato

wholesale prices are highly seasonal, ranging from $1.00 per 1b. for local
produce in the first quarter of the year, up to $4.00 per 1b. for produce

imported from tha U.S.A. in the last quarter.

The extra-regional produce

can be displaced if tomatoes of equivalent quality can be merchandised from

within the region.

When the banana ripening rooms are in place, or using

specifically-built tomato ripening rooms, facilities will exist to ripen
intra-regional or local tomatoes (picked green) using ethylene gas, that

can coiipete with the imported produce.

Small-scale field trials, using

the Barbados pilot project ripening room, have proved very successful.
It is estimated that CATCO can supply 200 tonnes of rcom-ripened tomatoes
to the Trinidad market in Year 2 (1983/84), using both local and imported

intra-regional produce.

share, or a 40 per cent share of the imported tomato market.

This would represent a 4 per cent total market

In Year 3

(1984/85) CATCO sales volume will increase to 400 tonnes - an overall
market share of about 8 per cent and around 60 per cent of the anticipated

expanded imported tomato market,

By Year 6 (1988/89), expected CATCO

trading volume in room-ripened tomatoes will have reached 485 tonnes.
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Carrots, imported largely from the U,S.A. and Canada predominate on

the Trinidad market; the produce is uniform in shape (8" long with

a diameter of around 131"), washed, and bagged. The Vincention produce
which is, currently, imported under A.M.P. arrangements, is small,
variable in size and has a wholesale price that is close to half that of
the extra-regional product ($0.65 vis-a-vis $1.10 per 1b.). Uniform
carrots that are suitable for the Trinidad market can be produced in

the region - particularly, in Barbados and Antigua. St. Vincent has a
serious nematode problem in the carrot crop. The major constraints to
servicing this market from the region are agronomic, but the constraints
can be removed with suitable extension support and with the availability
of suitable carrot seed. In Year 1 (1983/84), CATCO can contract for
the production of 100 tonnes of carrots and to supply the Trinidad market.
This would represent a miniscule proportion of total market supply.
Having established with the trade that regional carrots can meet the
quality standard set by extra-regional imports, CATCO trade in Year 3
(1984/85) will expand rapidly to reach 6{. tonnes for the year (12 tonnes

per week) and capture around 15 per cent of the total market. By Year 6
(1988/89) CATCO trading volume in carrots will have reached 800 tonnes
(15 tonnes per week) ana will represent a share of about 17 per cent of
the total market.

The market for fresh pigeon peas in Trinidad is estimated to be about

2,000 tonnes. Very small quantities are imported from intra-regional
sources, the vast majority being locally produced. This market is quite
distinct from the dried pigeon pea market (the latter being the exclusive
territory of U.S.A, product) and exhibits distinct seasonal patterns;

demand is at its strongest durina holiday and festive periods. This labour
intensive crop is, currently, in short supply.  When CATCO has gained
experience in merchandising highly perishable produce (as are fresh pigeon
peas), then the company can take advantage of this growing market opportunity,
In Year 2, it is estimated that CATCO will supply the Trinidad market with
60 tonnes of fresh piqeon peas from Windward Isiands and the annual CATCO

market volume will increase to reach 30 tonnes by Year o (1988/89),
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Small volumes of dried peanuts are exported from St. Vincent to the
Trinidad market. Organised farmer groups have been contracted who are
enthusiastic to undertake contractural production of peanuts to meet
Triridad specifications. New hybrid peanut varieties which have been
tested in the Eastern Caribbean show substantial yield increases over
previous seed stock. In Year 2, CATCO will contract for the production
of 100 tonnes of peanuts for sale in Trinidad (and 50 tonnes for sale in
Barbados). The contractural volume is expected to double in Year 3
(200 tonnes to Trinidad and 100 tonnes to Barbados) and reach around 300
tonnes in Year 6 (120 tonnes for Barbados).

The total market size for cabbace is around 5,500 tonnes per annum, of
which 70 per cent is supplied by local farmers. Imported produce enters
the Trinidad market in the low season for local supplies, that is, the
last six months of each year. Within the region, in particular in St.
Vincent, St. Lucia and Barbados, cabbage can be grown of equivalent
quality to the imported product. Further, growers have expressed a

strong interest in producing cabbage for export to Trinidad at or around
the farm price level that CATCO has identified as being 'Trinidad market
competitive' (a farm price of around $50.66 B'dos.). In Year 2 (1983/84),
CATCO will contract for the production of 100 tonnes of cabbage for the
Trinidad market. In Year 3, this volume will increase to 150 tonnes and
a small market will be established for contract produced cabbage in other
states in the region (50 tonnes). By Year 6, CATCO will supply around
240 tonnes to the Trinidad market, representing less than a 5 per cent share
of the total market size, but a 30 per cent share of the imported cabbage
volume. Extra-regional exports to other markets within the region will be
around /0 tonnes in Year 6, and will be made up of relatively small
shipments to the Leeward Islands to sup lement requirements in the off-

season.

Trinidad is a major importer of onions. During the 1970's, Barbados

exported 00 tonnes and more to this market. Discase problems and poor

marketing scheduling destroyed this trade. In 1982, under the guidance of
B.M.Coy ondon production was sucoesstlly resurrected in Barbados. A small
export surplus is planned for 1693, noyear 301934/85), CATCO will contract
with oroducers for 500 tonnes of onions for sale to Trinidad. This trade
will arow to reach about 720 tonnes by Year 6 (1322/89). This will represent

a 10 per cent marber hare for CATCO intra-ragional produced onions.
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THE MANGO MARKET IN TRINIDAD AND BARBADOS

In 1980, Trinidad was a small net exporter of mangoes (ahbout 60
tonnes of imports, largely from Grenada and, to a lesser extent,
St. Vincent, are recorded in the official statistics; and 108
tonnes were exported to Canada and the U.K.). Regional produce
is,often poor quality and badly packaged. Spoilage is high

(40% or more). A ready market exists for quality, well-packaged
mangoes, particularly when local produce is not in season (the
mango season is from May-July).

During the mango season, wholesale prices for Greyhams or Julies
range between $0.30 and 50.50, rising to $0.80 each in the off-
season.  Common (ungrafted) mangoes range in wholesale price
between $0.12 and $0.20 each.

The size of the mango market in Trinidad is difficult, if not
impossible, to discern. Domestic production is unknown but,
certainly, a 100 tonne CATCO import volume would represent a very
small proportion of total supply. ‘Local supplies of quality,
packaged mangoes are not available.  The production and marketing
system for local mangoes is, at best, rudimentary.

CATCO produce would be directed towards the supermarket and hotel/
restaurant sectors of the market. Supplies of suitable mangoes
are available now in sufficient quantities to meet the

anticipated CATCO 1984/85 (Year 2) requirements. Year 2 nas been
scheduled for first snipments because the very perishable 'soft'
nature of mangoes requires a high degree of fresh produce marketing
expertise - this will be acquired by the CATCO team by Year 2,
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The market picture for packaged, quality mangoes in Barbados is very
similar to that in Trinidad. Once again, domestic production of the product
is not documented and estimates have wide variation. In 1981, close to 200
tonnes were imported from St. Vincent and St. Lucia by the huckster trade
the produce is ill-packaged and, generally, of poor quality. Supermarkets
and the huckster trade are the major merchandizers of mangoes 1n Barbados.

The former are constrained in the volume of produce they sell by the poor
quality of domestic and imported mangoes. Similarly, the hotel and restaurant
trade are reluctant users of mangoes because of quality problems with the
product.

In Year 3, CATCO will build a market volume for boxed mangoes of 100 tonnes,
destined largely for the hotel, restaurant and supermarket trade. This will
increase sharply to 300 tonnes in Year 4 (1985/86) and, by Year 6, will be
around 350 tonncs, or 7 tonnes per week. The increasing annual volume of
CATCO mango sales will reflect strong penetration into the ‘'quality' fresh
produce secto: and an expanding overall market as increasing marketing efficiency
Towers unit prices and expands the demand for the product.

[t is expected that CATCO will also penetratc the 'other regional’
mango merket over this same time perind (i.e. selling to the Leeward lslands,
French and Dutch Yest Indies). By Year 6, sales to this composite market

will be around 350 tonnes.
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THE MARKET FOR BANANAS IN BARBADOS

The present market for bananas in Barbados is about 650 tonnes per
year, of which over 80 per cent are produced domestically.
Approximately 25 per cent of market volume is merchandised by
hawkers/street vendors, 30 per cent is consumed in the hotels and
restaurant sector, 27 per cent by supermarkets, and institutions
take 18 per cent of total supplies. The approximate buying price
for bananas from growers is 25-30 cents per pound, and the buying-in
price for supermarkets and hotels, for example, is 30-35 cents per
pound.

King Agro Foods in .ssociation with CATCO, has been testing the
market for room ripened bananas. A five tonne capacity room has
been in operation for some months. Weekly shipments have been
ripened and merchandised via the retail trade, the hotel and
restaurant sector, the cruise liner market and the school meals
programme.  Consumer acceptability has been very strong and weekly
market size estimates for year 1, at a wholesale price of around
60-65 cents per pound, are projected to be:

Tonnes/Week
School meals programme 5
Cruise liner trade 3
Retail (supermarkats etc.) 0
Hotels and restaurants 6
20

This entire market can be captured by CATCO in years 0 and 1, In
the formative year (1982/83) of market penetration, it is expected
that CATCO, in association with the ripening room owner, will
merchandise 300 tonnes. The planned 20 tonne throughput will not
be attained until present ripening room capacity is doubled. In
1983/84, the annual volume merchandised during the year will be
1,000 tonnes.

[t is anticipated that the room-ripened banana market will grow
very quickly, once consumers are exposed to the product on a
continuous basis. From year 2 through to year 5, market size will
at least double fyrom the projected level of 1,000 tonnes in year 1
(1983/84) to reach 2,000 tonnes per year (17 pounds per capita) in
1985/39. A conservative estimate is that CATCO can hold 60 per
cent of this market, tnat is, 1,200 tonnes throughput per year.
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THE MARKET FOR CITRUS IN BARBADOS

The size of the orange market in Barbados in 1981 was around 1,000
tonnes - a small proportion was supplied from domestically grown
produce (say 15%), over half the import volume came from intra-
regional sources (Jamaica, some from Trinidad, and relatively small
quant.ties from the Windward Islands), and about one-quarter from
outside the region (exclusively, the U.S.A.). About 10% of the
orange market is, strictly speaking, accounted for not by oranges
but by ortaniques - this produce is imported by Almack Trading
Company under an exclusive shipping arrangement with the Jamaican
Citrus Growers Association.

The two major market participant groups for oranges are the hawkers/
street vendors and the supermarkets. These account for a good three-
quarters of total market volume in Barbados. Hotels/restaurants and
the institutions share the remaining one-quarter of the market.

It is expected that in Year 0 (1983/84) CATCO will have an annual
trading volume in oranges of 200 tonnes (4 tonnes per week),comprising
about 20% of total market share. The major factor constraining growth
in CATCO orange volume will be the absence of secure supplies of
produce. In the first year or two, it is anticipated that there will
be a scramble for supplies - relatively small quantities coming from
the Windward Islands, sporadic shipments from Jamaica when Jamaican
supplies exceed the very bouyant demand for oranges in that state, and
the two supply sources where potential has not been assessed in-depth,
Guyana and Belize. As a result of the uncertainty surrounding source
of supplies, Year 1 CATCO sales volume is expacted to remain at 200
tonnes, increasing sharply to 33C tonnes in Year 2 (1984/85) as the
CATCO staff gain experience in assessing scarce supplies and, thence,
climbing relatively slowly to reach close to 400 tonnes in 1988/89
(Year 5) and maintaining a market share of around 25 in that year
(i.e. Year 5 total market volume will be around 1600 tonnes).

The grapefruit market in Barbados was around 300 tonnes in 1981 -
substantially smaller rthan the market volume prevailing in the late
1970's when it was a similar size to the orange market, that is, 1,000
tonnes.  In recent years, there has been a consistent shortage of
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grapefruit on the market reflecting, in part, the sharp curtailment

in supplies of produce from Dominica after Hurricane David and Allan.

In 1981, St. Lucia was the largest exporter of grapefruit onto the

Barbados market, followed by St. Vincent and Trinidad. There have

been no significant extra-regional imports of grapefruit in recent

years.,

Grapefruit are an item that are not generally merchandised via the
hawker/street vendor trade - supermarkets and hotels/restaurants are
the major market outlets, although hospitals account for around 10%
of market volume as fresh fruit is a consistent input in hospital

meals.

In Year 0 (1982/83), it is estimated that CATCO can capture about one-
third share of the grapefruit market (120 tonnes - 1982/83 total market
volume will be around 360 tonnes). Shipments of around 6 tonnes per
week in late 1982/early 1983 from Dominica will make up the bulk of
CATCO sales volume. In 1983/84 (Year 1), CATCO should make significant
inroads into the grapefruit market - satisfying demand that, currently,
is latent through gaining access to grapefruit from the Dominica Citrus
Growers' Association as output levels approach pre-hurricane days.

The likely market volume attained by CATCO will be 300 tonnes (or 6
tonnes per week) which will represent a market share of around 66%*.
The CATCO market volume should reach 400 tonnes (8 tonnes per week)

by 1988/89 (Year 5) out of a total market volume of around 1,000

tnnnes. aivina a 40% market share.

*  Assuming a 1983/84 total market volume of 450 tonnes,



THE MARKET FOR PLANTAINS IN BARBADOS

The current size of the market for plantains in Barbados is
around 730 tonnes, the bulk of which are imported from St.
Vincent.  The hawker/street vendor trade merchandises around
60 per cent of this annual figure, the supermarket sector 34
per cent, hotels and restaurants only 5 per cent, and a very
small quantity goes through the institutjonal trade,

The plantain trade is characterised by a high degree of
product spoilage and, generally, low quality fruit.

In year 0, CATCO can capture 20 per cent of the market for
plantains - the focus will be on the provision of reliable
supplies of boxed quality produce largely to the supermarket
trade (around 3 tonnes per week). Satisfying this segment
of the market will stimulate growth in the size of the overall
market for plantains. In year 1, market size will grow to
around 900 tonnes, of which CATCO can expect to capture one-
third, again through servicing the quality end of the market.
In year 3 through 5, the market is expected to grow
relatively slowly, but CATCO will maintain market share.
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THE MARKET FOR TOMATOES IN BARBADOS

Imports of tomatoes from extra-regional sources (largely the U.S.A.)
account for about 2 percent of the total volume of imported fresh and processed
fruits and vegetabies into Barbados. Annual tomato imports in 1981 were about
340 tonnes, representing 26 percent of the total market volume of around
1,400 tonnes. The two major outlets for tomatoes are supermarkets and the
huckster/street vendor trade, accounting for close to 80 percent of total
supply, followed by hotels/restaurants - 15 percent of market volume, and
the residual quantity being merchandized via the institutional trade.

As per Trinidadian tomato imports, the produce imported into Barbados
is high quality vis-a-vis the local product. It is estimated that CATCO
will merchandize 50 tonnes of room-ripened tomatoes in Year 2 (1983/84) -
utilizing the room ripening facilities which will be put in place to service
the room-ripened banana market. In Year 3, the volume will increase to 75
tonnes, representing a CATCO market share of around 5 percent (or 20 percent
market share for imported produce), and by Year 6 (1988/89) the annual CATCO
market volume will reach close to 90 tonnes. Very likely, the green tomatoes
processed through the ripening room will be produced in Barbados itself.

Antigua, St. Kitts and the French and Dutch West Indies are significant
importers of tomatoes from extra-regional sources. It is projected that,
by Year 3, CATCO will penetrate these regional markets with room-ripened
tomatoes, once experience has been gained in the Trinidad and Barbadus
markets. Expected CATCO market volumes of room-ripened tomatoes delivered
to regional markets identified above are: Year 3 - 200 tonnes; Year 4 - 400

tonnes; Year 6 - 434 tonnes.
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THE EXTRA-REGIONAL MARKET FOR CATCO PRODUCE

A substantial market cxists outside the Caribbean region for produce that
can be grown in the CATCO supply area, not least in Europe and North America.
However, competition in these markets is stiff and quality requirements are
very high. In the first 2 years of trading, it is not planned that CATCO
will attempt to penetrate extra-regional markets, but by Year 3 (1985/86),
sufficient expertise in rerchandizing perishable produce and satisfying
demand for high quality piroduce will have been attained.

The major vegetable item identified for extra-regional trade is sweet
peppers - destined for European markets in their "off-scason” (November -
March). A Dutch importer has already expressed firm interest in undertaking
field and shipping trials - once the production and marketing feasibility has
been attested (and initial indications are very encouraging), then the
expected requirement from this one company is estimated to be 320 tonnes.
Year 3 has been conservatively selected as the first full year of shipment;
the projected CATCO volume ftor this year is 500 tonnes, increasing to around
700 tonnes by fear 6 (1983/829).

Mangoes are an item that already dare exported trem the region, from
St. Lucia, St. Vincent and Deminica to Curopean markets.  However, the
export ‘trade 15 disorjanized and sporadic. It is projected that CATCO will
export 100 tonnes of mangoes. larqgely from St. Lucia and t. Vinzent, to
Eurcpe in Year 3 11924/7°0) . This annuel volume will increase sharply in
Year 4 and attain a Jevel close to 400 tonnes in Year o 1720/09Y.0 The
current size of the varket tor mangoes in Lurone is 7,700 tonnes, projections
for the end ot the decade indicate that this will increase to 19,000 tonnes,
The anticipated CATCO shipment o 200 <onnes in Tear 6 will represent about
4 percent marrot anore in the Duropean ceqgion,

A range of ecotic produce Ty exported tfrom the Castern Caribbean to

extra-reqgional arbetsy again, the trade is disorganized and sporadic and
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includes such items as breadfruit, hot peppers, yams, tannias, eddoes, sweet
potatoes, passion fruit, etc. Using sweet peppers and mangoes to form a
nucleus for an extra-regional marketing thruft, CATCO will 'add-on' other
exotic produce to the tune of 500 tonnes in Year 3. It is anticipated that

this volume will double by Year 6, to reach around 1,000 tonnes, o~ 20

tonnes per week.



CATCO OUTPUT RELATED COSTS, MARGINS AND SALES PRICES BY PRODUCT (B'DOS $/LB)

COST CATEGORY BANANAS PLANTAINS ORANGES GRAPEFRUIT PEANUTS CABBAGE PIG.PEAS CARROTS ONIONS TOMATOES MANGOES

Product costs 10¢ 20 35 35 1.54 66 66 44 39 1.9 31
Packaging

Materials/Grading 10¢ 10 10 10 3 4 4 6 6 10 30
Handling etc. 2¢ 2 2 2 6 4 5 4 3 10 2
Freight/Ins./ l4¢ 10 14 14 5 10 8 10 8 16 12
Tr.

Shrinkage 4¢ 5 4 4 9 4 5 4 3 11 5

CATCO Margin
for Cost & Profit b4e 5 6 6 26 12 12 12 11 39 20

PRICE TO WHOLESALE
DISTRIBUTOR 44¢ 52¢ 71¢ 71¢ 2.03 1.00 1.00 80¢ 70¢ 1.95 1.00

(d
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COUNTRY OF
SaLks

ST. LECEA
SI. VIGCRN
ST. KIITs
M ESLRRAL
(LR § Y JOAY
AaNtinhy

BAREADOS

TRINIDAD

ToTAL

CALCO FARM INPUT RELATED COSTS, MARGINS AND SALES
BY COUNTRY OF SALES, IN YEAR 1| OF THE PROJECT

(BDSS)
FERTILLZER ' SEEDS CHEMICALS MISCELLANECUS TUTAL
SALES CATCO CUSTs SALES CATCo COSTS SALES CATCO COSTS SALLS CATCO  COSTS SAIES CATCO SALES
MARGIN MARGIN MARGIN MARGIN MARGIN
24,1756 A,308 24,437 57,500 8,625 48,875 86,250 12,938 73,312
28,750 4,313 24,437 57,500 8,625 48,875 86,250 12,938 73,312
419,000 12,520 401,580 17,25 2,588 14,0062 57,500 5,750 51,750 28,750 4,315 24,435 517,500 25,073 342,573
0,900 1,015 5,865 69,000 6,900 62,100 75,900 7,935  AK7,965
9,200 1,380 7,820 34,500 3,450 31,050 11,500 1,725 9,775 55,200 6,555 18,645 f\)
115,000 Joan 111,550 oY . VLY 10, 350 98, 650 57,500 5,750 51,750 241,500 19,550 2!1,950
1035,000 31,050 1003,950  ©Y,00u 10,350 58,650 115,000 11,5006 163,500 1219,000 52,900 .166,100
115,000 17,250 47,750 230,000 23,000 207,600 345,000 40,250 504,750
1564, 000 6,20 1517,0800 333,850 51,980 242,270 563,500 56,350 507,150 155,250 23,290 131,960 2626,600 178,140 2-.8,400
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TABLE

CATCO FARM INPUT RELATED COSTS, MARGINS AND SALES

SALES BY COUNTRY OF SALES, IN YEAR I OF THE PROJECT

FERTILIZER SEEDS CHEMICALS MISCELLANEQUS TOTAL
COUNTRY OF SALES CATCO COSTS SALES CATCO COSTS SALES CATCO COSTS SALES CATCO COSTS SALES CATCO SALES
SALES MARGIN MARGIN MARGIN MARGIN MARGIN
ST. LUC:A 28,756 4,313 24,437 57,500 8,625 48,875 66,250 12,938 73,312
ST. VINCENT 28,750 4,313 24,437 57,500 8,625 48,875 86,250 12,938 73,312
ST. KITTS 414,000 12,420 401,580 17,250 2,588 14,662 57,500 5,750 51,750 28,750 4,315 24,435 517,500 25,073 542,573
MONTSERRAT 6,900 1,035 5,865 69,000 6,900 62,100 75,900 7,935 67,965
DOMINICA 9,200 1,380 7,820 34,500 3,450 31,050 11,500 1,725 9,775 55,200 6,555 48,645
ANTIGUA 115,000 3,450 111,550 69,000 10,350 58,650 57,500 5,750 51,750 241,500 19,550 221,950
BARBADOS 1035,000 31,050 1003,950 69,000 10,350 58,650 115,000 11,500 103,500 12i9,000 52,900 1166,100
TRINIDAD 115,000 17,250 97,750 230,000 23,000 207;000 345,000 40,250 304,750
TOTAL 1564,600 46,920 1517,080 343.@50 51,580 292,270 563,500 56,350 507,150 155,250 23,290 131,960 2626,600 178,140 2448,460
[g-N
>
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Mancgement fzgreement

THIS MANAGEMENT AGREEMENT is made as of this 12th Zay of December,
1981 BETWEEN CARIBBEAN AGRICULTURAL TRADING COMPANY LINMI-
TED acompany incorporated and registered under the Laws of Barbados Cap. 308
and having its registercd office situate at Bechwith House, Hincksand Prince Alfred
Streets, in the City of Bridgetown and Island ot Barbados (Fercinafter called “the
Companv''} of the ONLPART AND GRACE, KENNLDY & COMPANY LIMITED
a company registered and incorporated under the Companies Act of Jamaica and
having its registered office at No. 64 Harbour Street, Kingston, Jamaica (hercin-
after called "GKCO”) of the OTHER PART

WHEREAS CARIBBEAN FOOD CORPORA TION (CFC) and GXCO have caused
the Company to be incorporated in Barbiados to conduct business operations in
the Caricom Region; and CFC and GKCO .re at present the only Shareholders

of the Company. :

AND WHEREAS the Company and GKCO have agreed that GRCO shall manage
the business operations of the Company for an initial threc year period, subject
to policy directions by the Board of Dircctors of the Company.

NOW THEREFORE IT IS AGREED as fallows:
ARTICLE T
DEFINITIONS

1.01 The following terins shall have the following meanings when used in this
agreement unless the context shall otherwise require;

“Company" means Caribbean Agricultural Trading Company Limited.

“Board of Directors’ mecans the Board of Dircctors of the Cumpany.

“Business Operations” has the meaning set forth in the Memorandum of
Associatien of the Company as of the date of this agrcement as the same may
from time to time be supplemented or amended.

**Manager” means Grace Kennedy & Company Limited.

**Caricom Region’ mcans the states from time 1o time comprising the mem-
bership of the Caribbean Commaon Market established by the annex to the Treaty
establishing the Caribbean Community done at Chaguaramas on the 4th july,
1973,

ARTICLE N
APPOINTMENT AS MANAGER

2.0T Subject to the provisions of this Agrecement the Company hercby appoints
GKCO to be the Manager of the Company and GKCO accepts such appointment.
Itis expressly agreed by and between the parties that in carrying out itsobligations
under this Agrcement GKCO shall in all things act in good faith in the best in-
terest of the Company and in accordance with such policy directions as it may
from time to timc receive from the Board of Directors of the Company.

ARTICLE 11l

TERM

3.01 Subject to the provisions of section 3.02 the term of this Agreement shall
commence on the 1st day of October, 1981 and continue for a period of three

17






Boar¢ of Directors of GKCO a financial and operating report that adequately des-
L cribes the activities and business of the Company during such month: and
{c) within sixty {50) days after the end of each calendar year, shall prepare and
— “5 deliver to the members of the Board of Directors of the Company and to the
+ Board of Directors of GKCO an annual operating report that adequately describes

|15}

Po _E the activities and business of the Company during each calendar vear.

Q-— QO

g 's g’ Each such report shall specifically include a statement as to the expenditure
=C Ll O on the acquisition or replacement of or addition to cquipment or facilities of any

kind, the contributions to the capital of the Company, all loans and advances
made to the Company and all foans and advances and other payments repaid or
made by the Company during the period covered by such reports.

4.06 The Manager shall also prepare and deliver to the Company such operating
and financial and other plans, budgets and reports as the Board of Directors may
request from time toe time.

ARTICLE Vv
EMPLOYMENT

5.01 Personnel required 1o assist in the performance of the Manager's duties under
this agreement shall be employed by the Manager as employees ol the Company
and the Manager shall ensure that it is so stated in any agreement or contract of
employment of such personnel. The Manager hall determine the authority, com-
pensation and duties of and may discharge, suspend or dismiss any such cmployces
of the Company. The Manager shall assign on a full time or part time basis such
personnel of GKCO 3s may be required to assist in the performance of the Man-
ager's duties under this agreement. All such employees shall be considered
employees of GKCO.

5.02 GKCO employees, while at offices or facilities of the Company shall at all
times be subject to the same rules and regulations as established by the Company
for its own employees.

ARTICLE VI
TRADEMARKS

6.01 Nothing contained in this agreement shall give the Company the right to use
any trad= mark or. trade name belonging to GKCO or to any of its afflliates.

ARTICLE VII
COMPENSATION

7.01 Except with respect to reimbursement of costs referred to below the Manager
shall not be entitled to any remuneration for any services provided to the Company
during the term of this agreement including any continuation or extensjon under
section 3.02 unless otherwise expressly agreed ; . writing by the Company. It
shall however be reimbursed for all costs charges and expenses reasonably incurred
or expended in the rendering of services as Manager, including those described

in scction 7.05 (hereinafter called “reimbursable costs”).

20

7.02 GKCO shall submit to the Company monthly Invoices describing in reason-
able detall all reimbursable costs incurred, including summarles of types of ser-
vices rendered.

7.03 Payment for each invoice shall be made In Barbados dollars within thirty
{30) days of receipt of such invoice by the Company. GKCO shall rot seek or
secure any local borrowing in respect of any expenditure incurred hereunder.

7.04 Within ninety (90) davs following the end of each calendar vear during the

term of this agreement the Manager shall furnish to the Company a report of all

reimbursable costs for the calendar year reimbursed by the Company. Upon re-

quest of the Company such report shall be certified as correct by the Company’s
independent Chartered Accountants.

7.05 Reimbursable Costs include without limitation:-

{a) travel and transportation exrenses {including loading and unloading, pack-
ing and demusrage) to, from and within Barbados and clsewhere; communication
expenses; fees and expenses of éunsultm!s; insurince exrenses; cost expenses and
direct damagesincurred orsustainedby GKCO and not compensated by insurance;
supplies, customs, excise, sales, license, permit, import and other taves, fecs or
duties but excluding taxes onincome;legal fees; accuunting and auditing ex penses;
duplicating, photostating and other costs of preparing and producing material;

{b) costs incurred by GKCO in transferring empiayees (which indluded em-
plovees of affiliates pursuant to Section 5.01) to, from and within Barbados,
including without limitation payments and allowances given employ ces in connec-
tion with such transfers, and moving expenses of emplovces, their familics, and
their household goods; losses incurred by GRCO directly related to and in con-
nection with the transfer of any employ ce.

(c) with respect to employees {which includes employees of Affiliates pursuant
to Section 5.01} assigned to work full time in Barbacos for the Company for six
(6) months or more, all salaries and wazes paid by GRCO and the cnst of all bene-
fits raid for or to such employees, induding without limitation overseas allowances
and premiums, home feave and vacation allowarn.es, housing, cost of living and en-
vironmental allowances, schooling allowances, payments made to employees on
account of differentials between Barbados or any other Caricom countlry personal
Income taxes, payroll taxes of every hind related to said saaries and wages includ-
ing without limitation social security and unemploymen? taxes, pensions, retire-
ment and other employee benefits, insurance and al! other expenses incurred by
GKCO in relation to such emplovees, all in accordance with regular established
programmies of GKCO; .

{d) with respect to employees (which includes employees of Affiliates pursuant
to Section 5,01} othe than thosc reterred to in subsection (c) above, all salaries
and wages paid by GKCO to such employees for time actually spent rendering
service to the Company hereunder, plus an amount equal to seventy -five percent
(75%) of such salaries and wages which shall be deemed without limitation to in-
clude the cost of all employee insurance and other benefit programmes, office sup-
plies, periodicals, rent, utilities, and indirect services from all stalf departments;and

(e) any and all other costs and expenses of whatever nature and kind reasonably
incurred by GKCO in the performance of this agreement.

ARTICLE viN
RECORDS

8.01 GKCO shall keep reasonably detailed records in accordance with generally

21
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IN WITNESS WHEREOF this agreement has been executed and delivered
at BRIDGETOWN, BARBADOS

of the day and year first above written.

CARIBBEAN AGRICULTURAL TRADING COMPANY LIMITED

GRACE KENNEDY & COMPANY LIMITED

By. 'Car/ton Alexander

CARIBBEAN AGRICULTURAL FRADING COMPANY LIMITED
AND

GRACE KENNEDY & COMPANY LIMITED
MANAGEMENT AGREEMENT

DUNN, COX & ORRETT
ATTORNEYS-AT-LAW
46 DUKE STREET
KINGSTON

24



EXHIBIT 1

PROJECTED CATCO OPERATING COSTS FOR TRADING YEARS 1982-1992 * {S1000 BDS)

YEARS

1 F=M 1 2 4 5 6 7 8 9 10
Perscnnel 550 815 907 1247 143y 1649 1897 2181 2508 2884
Office Space Rental 23 46 51 56 61 67 T4 82 90 99
Computer Kentail 30 33 30 40 4y 48 53 58 64 L7
faone Cupier Hental 20 22 24 27 29 32 35 39 43 47
Ven. Milntenance 30 33 36 40 yy 48 53 58 64 71
Stationery, Frinting 15 16 16 17 18 19 20 21 22 23
Hegicnar Travel 1¢0 132 145 96 106 116 128 141 155 170
Ex-kegional Travel 20 22 24 16 18 19 21 23 26 28
HMarketl Development 80 88 97 100 117 129 142 156 172 189
Generdl lnsurance 15 17 18 20 22 24 27 29 32 35
Venicle hental 60 66 13 80 88 97 106 117 129 141
Acait Fees 20 22 24 27 29 32 35 39 43 47
Uiher G.R. heimb'les 171 196 226 260 299 344 395 4sy 523 601
Lesal Zxpenses 20 22 24 27 29 32 35 39 43 47
Eleolricily,water 28 35 42 42 47 47 51 51 54 54
Director's Meet. 40 yy 48 53 59 64 71 78 86 9y
Prone Telex, Chgs 75 83 91 60 66 73 80 88 97 106

Amt. Expenses 51 51 52 - - - - - - -
Depreciation 7 7 7 7 7 7 7 7 7 6
Gen. Main. repairs 12 12 13 15 16 18 19 21 23 26
£33 Deots Allowe. 20 97 181 267 340 427 492 565 650 748
TA, Training, IDB L34 L34 - - - - - - - -
TA, Training Othner 30 &0 120 8o 1ko 70 77 85 92 102
1911 2373 2315 2583 30173 362 3818 4332 4923 5589

Contingency 5T 275 ah7 1 199 168 191 217 246 279
TOTAL 1yad oLB 2500 2900 3212 3530 4009 4549 5169 5868

* For a detailed description of the assupations on each line item
in this table, sce the footnotes on following pages.

G 40 T 9bed
T 3L9LYx3
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Footnotes to Operating Costs Statement

* Office Space Rental assumes 12 offices will be needed in the first year

giving rise to an expense of $23,040. This is assumed to double in the
second year. 10% increases annually thereafter.

* Computer Rental assumes initial annual rental of $30,000 with 10% increases

annually for upgrading/rental fee increases.

* Telephones, Copier Rental assumes initial annual rental of $20,000 with

10% increases annually thereafter. Provision for telex equipment rental
is also included here.

* Vehicle Maintenance assumes five vehicles at a unit running cost of

$500/month (mostly for petrol) with 10% increase annually.

* Stationery and Printing includes for general office stationery and computer

printing paper at an initial $10,000 plus $2,400 each toward postage and
subscriptions. 5% increases are assumed annually thereafter.

* Regional Travel includes for travel within the region at an average rate

of $200 airfare/trip plus $250 per diem and local travel (each trip assumed

to take three days), plus $50 for airport transfers; that is, each trip:

Airfare $ 200
3 days @ $50 per diem and local travel 750
Airport transfers 50

Total $1,000

A total of ten trips are assumed to be made on average each month. Say,
three trips by the General Manager, three trips by the Trade Manager and
four trips among the Assistant Trade Managers and field officers. Thus, a
travel expense of $10,000/month or $120,000/year is assumed in the first
year's operation with 107 increase in cost for the next two years. The
following year, this cost is assumed to fall off to 596,000 per annum as

the marketing system should have been fairly well established by then. 10%

increases are assumed annually thereafter.
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Extra-regional Travel includes for travel without the region, mostly to

North America, at an average rate of $2,000/trip for airfare plus $300 per
diem and local travel (each trip assumed to take six days) plus $200 for

airport transfers. That is, each trip:

Airfare $2,000
6 days @ $300 per diem and local travel 1,800
Airport transfers 200
Total $Z]ii;

A total of five trips are assumed to be made per year. Thus a travel expense
of $10,000/year is assumed with 10% increases in cost for the first two
years. Then, this cost is assumed to fall off to $16,000/annum with 10%
increases annually thereafter.

Market Development includes for advertising, promotion, publication of

the company's prospectus and developmental work with vegetable varieties,
pest control programs and beverages to be produced from indigenous fruit and
vegetables. 109 increase annually.

General Insurance includes for general business insurance including

insurance on stock in trade. 107 increase annually. First year estimate
at $15,000.

Vehicle Rental assumes five vehicles rented at $1,000 per month on average

with 107 increases annually.
Audit Fees - 107 increases annually on estimate of Year 0's costs of
$20,000.

Other Grace Kennedy Reimbursables includes for the cost of services provided

under the Grace Kennedy Management Contract which holds for a three year
period after which it may be renewed or say, reformed with another party.

The first year's estimate is based on:
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20 air trips @ $700 $14,000
10 man-months @ $9,600 96,000
(360 x 10 days) @ $200 per diem
12 and local travel 60,833
Total $170,833

15% increases in this expense are assumed annually.

Legal Expenses are estimated at $20,000 in the first year and includes for

retainer fees plus additional charges for specific queries. 10% increases

annually.

Electricity and Water is estimated at an annual cost of $28,000 in the

first year with $7,000 increases over the next two years and an approximate
10% increase every two years thereafter.

Directors' Meetings is estimated at $40,000 in the first year and allows for

all costs associated with accommodating the overseas participants for the
quarterly Directors' meeting and the monthly Management Committee meetings.
10% increases annually.

Telephone, Telex Charges are assumed to be relatively high in the first

three years, starting at $75,000 in the first year with 10 increases over

the next two years. Like travel expenses, these costs are assumed to fall

off by the fourth year of operation to $60,000 with 107 increases annually

thereafter.

Anortization represents the amortization of the leasehold improvement costs
($154,000) over a 3 year period.

General Maintenance and Repairs allows for repairs and maintenance to office

equipment et alia and is estimated at $12,000 in the first two years with

10 increases annually thereafter.

Operational Contingency is estimated at 5. of the total operational expenses

and allows for other minor items not otherwise included oxplicitly in the
operational expenses as well as contingencies associated with those items

that are explicitly included.
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* Bad Debts Allowances is an expense relating to non-collectable accounts and

is estimated at 1/2 of 1% of the gross revenue in 3ny given year.

* Ppersonnel: The supporting schedule for personnel is shown in Section IIf. D.
Table 1.

* Depreciation: The rate of depreciaticn is assumed to be 107 on fixed assets.
The historical cost of depreciable assets is $69,000. Thus depreciation
figures are as follows in $1,000:

End of Year Depreciation Fixed Assets Net

7 62
65
48

—
~3

41
34
27
20
13

6

W 0O ~N OO0 o & W
O NN N N N NN

10
* Amortization: The leasehold improvements of $154,000 are assumed to be

amortized over a 3 year period. Thus, these amortization fiqgures are a5

follows in $1,000:
Leasehold Improve-

End of Year Amortizatin ments et

3 52 -



EXHIZIT 2

PROJECTED CATCO OPERATINNAL ACCOUNTS PAYABLE STATEMENT /$1000 BDS)

e i 2 3 4 5 6 7 8 9 10
Salaries 34,398 50,961 | 60,462 | 77,939 | 89,629 |103,074 | 118,535 |136,316 | 156,763 | 180,277
vehicle Maintenance 2,500 2,750 3,025 3,328 3,660 4,028 4,430 4,873 5,360 5,895
ventele Reat 5,000 5,500 §,050 5,655 7,321 8,053 8,858 9,744 | 10,718 | 11,790
Azency Commission 256G 750 781 899 1,034 1,064 1,366 1,509 1,808 2,079
Sffice Rental 960 1,920 2,112 2,323 2,556 2,311 3,092 3,401 3,742 4,116
t(wzpuier Reatal 1,250 1,375 1,513 1,664 1,830 2,013 2,214 2,436 2,679 2,947
Fhone Beatal 1,250 1,375 1,513 1,664 1,830 2,013 2,214 2,436 2,679 2,947
Phone charges 9,375 10,313 | 11,344 | 12,478 | 13,726 | 15,099 16,608 | 18,2.9 | 20,096 | 22,105
Stationerv 1.233 1.295 1.359 1.427 1.499 1,574 1,573 1,651 1,734 1,820
Travel 11,567 12,833 | 14,117 9,333 | 10,267 | 11,293 12,423 | 13,665 | 15,031 | 16,535
Muriet Dovelopment 6,667 7.333 8,067 8,873 9,761 | 10,737 11,810 | 12,99t | 14,291 | 15,720
Audlt Fees 2€,000 2,000 2,200 2,420 2,660 2,928 3,222 3,544 3,898 4,288
Lezal Expenses 1,667 1,833 2,017 2,218 2,440 2,684 2,953 3,248 3,573 3,930
warehouslag 1,750 1,925 2,118 2,330 2,562 2,819 3,100 3,416 3,753 4,127
GK Staff Cost 14,230 16,372 | 18,827 | 21,651 24,899 | 28,634 32,929 | 37,868 | 43,549 | 50,081
Elec/wate: 1,167 1,458 1,750 1,750 1,967 1,967 2,115 2,115 2,260 2,260
Direciors' seetings 1,607 1,833 2,017 2,218 2,440 2,684 2,953 3,248 3,573 3,930
Muintenance 1,000 1,000 1,100 1,210 1,331 1,464 1,528 1,755 1,782 2,144
TOTAL 116,037 | 122,826 |140,372 |160,380 ]181,412 [204,939 | 231,923 |262.485 |297,289 [336,991

TOTAL iX $1000 116 123 140 160 181 204 232 262 297 - 337

2 40 | abeq
2 11qLyx3
4 XINNY



U{ ANNEX F
Exhibit 2
Page 2 of 2

FOOTNOTES TO OPERATIONAL ACCOUNTS PAYABLE SCHEDULE

The project may owe on average:

weeks wages/salaries

month's vehicle maintenance/rental
weeks' Agency Commission

weeks' office space rental

weeks' computer rental

weeks' telephone copier rental
weeks' telephone/telex charges

month's stationery printing

!
H o O W NN N W

month's market development
- the year's audit fee

month's legal expenses
month's maintenance

weeks' warehousing rent
month GK reimbursables

weeks' electricity, water

!
NN H N

weeks' Directors' meetings

These assumptions are reflected in the Operational Accounts Payable statement

over the 10 year perlod of analysis,
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Projected Accounts Pavable with Respect to Trading

It is assumed that the project will undertake to pay suppliers of produce
on a cash basis so that there will generally be no accounts payable arising as
a result of the purchase of produce.

In the case of the purchase of inputs, it is assumed that in the first
year of operation the project will need to pay on sight draft. However, from
the second year of operation onwards when the volume of inputs to be ordered
have increased, the project will negotiate a 60 day credit on these purchases.

Orders are assummed to be for a 4 months'supply of inputs in each case.
Thus, in the first year of operation, the project will need to have cash funds
available to purchase a 4 months' supply.This is reflected in the brackeéte
figure for inputs in the first year. '

The figures for accounts pavable (which represents working capital
financing for the project)are therefore as follows in $1,000 (BDS).

End of Year Operational Inputs Total Change
1 116 (160) ( 44) ( 44)

2 123 1,632 1,755 1,799

3 140 2,065 2,205 450

4 160 2,065 2,775 568

5 181 3,154 3,335 562

6 205 3,742 3,947 612

7 232 4,380 4,612 665

8 262 5,037 5,299 687

9 297 5,792 6,089 790

10 337 6,662 6,999 910
L10 - - - (6,089)

L10 = Assumptions made to liquidate the business for IRR calculationms.
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Projected Accounts Receivable

The project will also experience laps between the sale of goods and
the actual receipt of funds arising from those sales. 1In the case of out-
puts, this period is assumed to be 30 days, and for inputs 90 days.

Thus, accounts receivable will appear as follows in $1000 (BDS).

End of Year Inputs Outputs Total Change
1 171 274 445 445

2 657 1,403 2,060 1,615

3 831 2,742 3,573 1,513

4 1,051 4,107 5,158 1,585

5 1,269 5,253 6,522 1,364

6 1,532 6,613 8,145 1,623

7 1,762 7.605 9,367 1,222

8 2,026 8,746 10,772 1,405

9 2,330 10,058 12,388 1,616
10 2,680 11,567 14,247 1,859
L10 - - - (12,388)

L10 = Assumptions made to liquidate the business for IRR calculations.
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Projected CATCO Invei.tory

The major parts of inventory at any point in time is assumed to be:

Outputs ¢ 2 weeks supply
Inputs ¢ 4 month supply
Office

Supplies ¢ negligible

Inventory imposes an additional cash outflow on the project. The value
of inventory at lower of cost or market value would therefore be as follows in
$1000 (BDS)

End of Year Qutputs Inputs Total Change
Start of Year 1 127 213 340 340
1 653 816 1,469 1,129
2 1,244 1,033 2,277 808
3 1,779 1,306 3,085 808
4 2,275 1,577 3,852 767
5 2,863 1,871 4,734 882
6 3,292 2,190 5,482 748
7 3,786 2,518 6,304 822
8 4,354 2,896 7,250 946
9 5,007 3,331 8,338 1,088
10 5,758 3,830 9,588 1,250
L10 - - - (8,338)

L10 = Assumptions made to liquidate the business for IRR calculations.
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EXHIBIT 6: SCHEDULE OF REPAYMENT OF LONG-TERM DEBT 1/
(In $1000 BDS)
YEAR INTEREST PRINCIPAL DEBT SERVICE BALANCE DUE

1 120 - 120 3,000

2 240 - 240 6,000

3 320 - 320 8,000

4 320 - 320 8,000

5 320 - 320 8,000

6 560 800 1,360 7,200

7 504 800 1,304 6,400

8 448 800 1,248 5,600

9 392 800 1,192 4,800

10 336 800 1,136 4,000

L10 336 800 5,136 -

l/Assumes - draw downs of $3,000 Year 1
$3,000 Year 2
$2,000 Year 3J

- 5 year monitorium on principal @ 4% interest.

- 10 year pay back period @ 7% on the outstanding balance.

L10 = Assumptions made to liquidate the business for IRR calculations.
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PROJECTED TAXES PAYABLE (in $1,000 BDS)

Taxes are paild quarterly in arrears. These figures are therefore as follows
$1,000 (BDS).

End of Year Taxes Taxes Paybale Change
5 1,368 342 342

6 2,690 673 331

7 3,125 781 108

8 3,683 921 140

9 4,323 1,081 160

10 5,060 1,265 184

L10 5,060 - (1,081)

L10 = Assumptions made to liquidate the business for IRR calculations.
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NOTES :

CATCO's input marketing program will reduce input costs as well as
spur additional output production. The reduction in Input costs arises
from economies of scale--bulk purchasing--and is projected at two
percent of current costs.

Exchange rates are assumed to be overvalued. Hence, foreign exchange
is valued at 110 percent of domestic prices. (See Table A for
details of the impact of foreign exchange).

Those additional input purchases under the CATCO input program mandated
by the increased economic activity induced by CATCO.

Increased costs of inputs other than those covered under the CATCO
input program.

See Table B.

CATCO through improved marketing efficiency will reduce costs by two
percent.

See note b above.
See Table C,

Assume 575,000 per year would be required for research and development
in the region for CATCO to meet its projected trading goals.



ANNEX G

Exhibit 1
Page 3 of 5
TABLE A
CATCO: FOREIGN EXCHANGE BENEFITS OF INPUT PROGRAM
(BDS 3000's)
YEAR 1 YEAR 2 YEAR 3 YEAR 4 YEAR 5 YEAR 6 YEAR 7-20
{
?1. Reduced Cost of Inputs
)
i 1 4 4 4 4 4 4
— -
;l. Increased Qutput Production
t
e o 5 35 58 85 111 115 115
3. Cost o Inputs=
(3) (22) (36) (53) (69) (72) (72)
TOTAL FOREICGH EXCHANGE BENEFIT
3 17 26 36 46 47 47
*See Note c.
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TABLE C
CATCO: COST OF SALES OF INCREASE IN VALUE OF OUTPUT MARKETED
(BDS $000'S)
YEAR 1 YEAR 2 YEAR 3 YEAR 4 YEAR 5 YEAR 6 YEAR 7-20
AL BANANAS
Total Cost of Sales of Increase in Value of Out-
put Marketed 948 5,365 5,839 6,079 - 6,315 7,002 7,002
l. Dircvct Cost ot Sales of Increase in Value of
Qutput Marketed 922 5,180 5,701 5,930 6,166 6,840 6,840
2. Share of Coznmon Costs® 26 185 138 149 149 162 162
B. OUTPUI OTHEXR THAN BANANAS
Total Cost of Sales of Increase in Value of Out-
rut Marketoed 338 1,295 2,880 10,160 15,328 19,502 22,288
1. Dircet cost of Sules of Increase in Value of
Qutput Marketed 317 1,251 2,760 9,917 14,963 19,040 21,760
2. Share of Common Costs 21 44 120 243 365 462 528
C. TOTAL CuST OF SALES 1,286 6,660 8,719 16,239 21,643 26,504 29,290

% "Common costs" are those costs
output marketing programs.

incurred by both CATCO's input and




