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I. 	 SU44ARY AND RE00MEMDATIONS 

A. Recommendations 

Pursuant to the review and approval of the proposed Development 

Finance Corporation Project by the USAID/Haiti Mission's Project Review 

Committee, it is recommended that: 

(1) The Assistant Administrator/IAC approve the Project described 

herein for a total cost to AID of $5,000,000 in grant funding over a three 

year period. 

(2) The Assistant Administrator/LAC redelegate authority to the 

USAID/Haiti Mission Director to sign a project agreement for $5,000,000 with 

the Haitian Development Finance Corporation "Soci6t6 Financi6re de 

Developpement Haitienne". 

B. Project Summary 

The Grantee will be the Development Finance Corporation (DFC) of 

Haiti, whose legal name is the Societ6 Financiere de Developpement, which will 

be incorporated in October 1982. The DFC's Board of Directors and
 

stockholders, presently the core group organizers and equity subscribers,
 

include a broad represent ition of prominent Haitian businessmen and
 

professionals, commercial banks and Haitian based U.S. companies. This new 

institution will finance development oriented industrial* projects that 

require medium or long term credit for their start-up and successful operation. 

The DFC project is a new initiative and no funding for it is provided 

in USAID/Haiti's FY 82 or 83 OYB. This Project Paper proposes AID funding of 

$5 million over a three-year LOP, $1.0 million of which would be used for 

technical assistance and training. The remainder of AID's contribution 

* 	 In terms of the proposed project the "industrial sector" is assumed to 
include agro-industrial, manufacturing, and assembly activities. 
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($4.0 million) would be for loan capital for DFC sub-loans to private 

investors at comercial rates of interest. Although a FY 83 obligation of the 

required LOP funds would be highly desirable, a minimum of $1.0 million in 

grant funds is essetial for the prompt start-up and first year's operation of 

the DFC. The obligation of this amount, either in Development Assistance or 

Economic Support funds would allow the DFC to contract the technical advisors 

required to initiate its operational development work and to begin the 

critical portfolio development work. 

The goal of this project is to stimulate industrial growth in both 

the manufacturing and agricultural sectors of Haiti, that will result In 

increased levels of employment and income. The proposed project will 

contribute to the achievement of this goal by promoting and facilitating 

domestic and foreign investment in Haiti, especially in agriculture-oriented 

processing industries and labor-intensive operations that maximize in-country 

value added to their products. TIhe purpose of the project i.,to establish a 

Development Finance Corporation to provide medium/long-term capital and 

support services to investors for industrial projects in Haiti. 

The DFC will be a development banking institution which will provide 

project development and financial services to clients involved in new or 

expanded industrial projects. Special emphasis will be given to regional 

projects, profitable projects with medium size investors, and investments with
 

the potential to generate significant employment. The DFC will be 

characterized by a broadly based equity structure. No individual shareholder 

will be allowed to possess more than 104 of the :ommon stock in order to avoid 

over concentration of the capital in small group;. Highly qualified 

professional management will be recruited and assisted by international 

experts. 

Project selection criteria will include economic viability/impact, 

availability of skilled management, estimated return on investment, direct 

employment potential, and foreign exchange earnings. The DFC will be the link 

between the investor community, uhich is seeking to expand Haitian industrial 

and commercial development, and international financial institutions. 
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Approximately 50 industrial (including agribusiness) sub-projects, 

will be financed during the three-year period of the AID grant. The DFC's 
average loan in each sub-project is expected to be $150,000. During the 

period of initial sub-loan disbursement the DFC is projected to create about 

3,000 new jobs. 

Substantial employment generation and widespread entrepreneurial 
growth, as a result of the financing of new or expanded industrial projects, 

are the most significant outcomes anticipated under the project. The target 
population which will be reached by the DFC's operations can be divided into 

three categories of direct beneficiaries: entrepreneurs/investors; unemployed 
or underemployed laborers (both urban and rural); and small farmers. The 
employment and earnings opportunities provided by the DFC wil1 be especially 
important to Haiti's poor. The industrial projects financed by the DFC will 

be labor-intensive and many will draw on raw materials produced by Haiti's 
peasant farmers. Criteria for project financing will reflect the above 

concerns. 

C. Summary Findings 

The Mission Review Committee has determined that the proposed project 
is sound on a financial, economic, social, and institutional basis. The 

Project also meets all other statutory criteria.
 

D. Project Issues 

The issues presented in the P!D Approval Cable (Annex A) were 
addressed in the preparation of the Project Paper. These are discussed in 

several sections of this document and are summarized below. 

1. Financial Plan 

a. Equity Structure. The Institutional Analysis, (V.D.I)
 

describes the DFC's shareholder structure and the plans for increasing the
 

equity base of the DFC. 
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b. Sub-loan Interest Rates. The Financial Analysis, Section
 

V. A. and supporting data (Annex L ) describes the DFC's proposed lending 

rates and provides information demonstrating the feasibility of operating the 

DFC on a profitable basis. The criteria for setting the lending rates and the 

sensitivity analyses required to examine the impact of various rates are also 

presented in the above sections. 

c. Financial Viability. The Financial Analysis, Section V. A. 

and Annex L provide comprehensive financial data %hichdemonstrates the 

financial viability of the DFC and the assumptions in support of this data. 

2. Demand fm DFC Capital. The sub-loan demand analysis is 

presented in Annex 0 and summarized in Section II B. 4. Information is 

available regarding the size of the DFC's potential market, recommended loan 

size, and a pTofile of typical sub-loans in Section IiI D. 

3. Project Elements 

Pursuant to the DAEC guidance the special "small projects" loan 

fund was removed from the Project. 

The DFC's administrative costs will be financed by the company's 

equLty capital and therefore AID grant monies will not be used to meet these 

normal business expenses (see section IV. Financial Plan). 

The proposed training activities are discussed in the Detailed 

Project Description (Section III. D. 5). In general, they will be: directed
 
-
at DFC personnel, short-term in nature, and tailored to the DFC' immediate
 

needs.
 

Although feasibility studies will not be funded by the DFC, such
 

studies will be eligible for financing as part of a sub-loan. The nature and 

level of technical assistance required for the DFC is discussed in the 

Detailed Project Description (Section III. D. 4). 
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4. DFC Operations 

USAID/Haiti concurs with the DAEC's recommendation regarding
 
non-involvement in the DFC's day-to-day operations. USAID will only review
 

those proposed sub-loans which require A.I.D. approval and the procedure for 
this is described in the Project Implementation Seccion (VI.A.l). USAID will
 

monitor the DFC's activities through the customary means, i.e. the conditions
 
and covenants in the Project Agreement, (see Section VII. B. Conditions and 

Covenants), site visits, reports and evaluations. The terms of the Project 
Agreement will be included in the proposed policy and operational guidelines 

of the DFC (see Annex J ). This document specifies the following terms, inter 
alia, as being the principal conditions upon which AID's funding of the DFC 

will be based: 

a. A limit on the debt/equity ratio is set at 5/1 and 
discussed in the Financial Analysis, Section V.A. 

b. Dividend payout, described in Section V A. "Financial
 

Analysis" will be restricted during the initial years of operation, and
 

subsequent payment will be set at those levels considered to be fair to
 

stockholders and as required for the necessary build up of retained earnings.
 

c. Limits on the potential borrowing of DFC lending capital, 
receipt of equity financing or guarantees by the DFC's Board of Directors or 

staff are presented in Section III.D.l.d. 

d. The DFC's equity investments will be restricted as
 

described in the above Section of the PP.
 

e. An appropriate reserve for bad debts is planned and vill be
 

consistent with the experience of similar institutions.
 

5. Conditions
 

As discussed in the Project Background and Rationale (Section
 

II. B. 3) the Legislative Chanber has enacted the legislation which permits 
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the estalishment of the DFC and the law will be signed in mid-September by the 

President. 

The other c,nditions recommended by the DFC will be included in 

the P,-ject Agreement (see Section VII). 

6. 	 Trust Fund 

A description of the trust fund, created for the repayment of 

the lending capital and its proposed establishment and uses is presented in 

Section III. E., Detailed Project Description. 

E. 	 Project Development Participants 

1. 	 Mission Project Committee 

Aaron S. Williams, Chief, Office of Private Enterprise 

Development/OPE/ 

Joseph Thomas, Director, Florida-Haiti Program 

James Walker, Economist 

Tanya Weiss, OPED 

Robert Meighan, Regional Legal Advisor 

Peter Bittner, LAC/DR 

2. 	Mission Review Committee
 

Harlnn H. Hobgood, Mission Director 

Phyllis Dichter, Assistant Director 

David Adams, Development Resources and Evaluation C.fice. 

Don Shannon, Controller 

Robert Gibson, Regional Contracts Officer. 



3. Consultants 

Carl Braun, President Capital Consult S.A.
 
Humberto Esteve, A.D. Little
 

Robert Wagner, A.D. Little
 

Striwen Hurley, A.D. Little
 

Nicholas Holland, A.D. Little 

4. Ihe Development Finance Corporation Core Group 

5. Other Participants 

Steven lack,President, LAAD-Caribe 

Reese Moyers, IBRD Advisor/Industrial Development Fund 
Tomas Pastoriza, President, and the staff of Financiera 

Dominicana 

5. Secretarial Assistance (USAID) 

Margaret Kalil, OPED
 
Mireille Colin, DRE
 

Mireille Peloux, IRE
 



-8-


II. PROJECT BACKGROUND AND RATIONALE 

A. Industrial Sector in Haiti 

1. General Trends 

Although at least 70% of the Haitian people are still employed 

in agriculture, the Haitian economy is moving steadily toward urban 

concentration and a dynamic manufacturing/commerce-related services sector as 

the producer of new jobs, income and exports. The proximity to the U.S. 

market, the abundant and productive supply of labor, and the one-way free 

trade proposal of the CBI make the prospects for significant growth in Haiti's 

present export assembly industries real indeed. At the same time however, the 

transition away from a predominantly peasant economy will be very precarious 

during this decade, particularly for the declining rural economy. 

Available data indicate that average annual per capita income in 

Haiti was $260 in 1979. This figure makes Haiti the only country in the 

Western Hemisphere included on the United Nations' list of thirty "relatively 

least developed countries" (RLDCs). Yet even this figure fails to communicate 

the level of poverty in Haiti. Income distribution is highly skewed, and only 

the substantial wealth of the small urban elite brings the national per capita 

income figufe above absolute poverty levels. The World Bank estimated that in 

1976, 0.4% of the population accounted for 44% of the national income. More 

than 80% of the population had an average income of under $150 in 1979. 

Despite a level of absolute poverty in Port-au-Prince that afflicts more than 

half the city's population, per capita income in the capital was estimated by 

the World Bank at more than ten times that of rural areas. 

Given present conditions in Haiti, the central thesis to this 

project is that improved economic well being, self-sustained growth, and new 

wealth can best be created through the stimulation of manufacturing/connerce 

related investments. A better distribution of national incone will be most 

effectively achieved through a realistic long-term investment strategy that 

assures fair and reasonable returns to labor, and fair returns to the 

entrepreneurs who will open and sustain new markets for Haitian products. 
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Haiti's present manufacturing base is modest compared to other 

developing countries. The contribution of the manufacturing sector to GDP is 
the lowest among Latin American countries: 13.2 percent in 1979. TIis figure 

is at the level of the average share of manufacturing in the 37 least 
developed countries of the world. Although this manufacturing activity is 

mainly of the cottage typ.3, centered on the processing of agricultural raw 
materials for local consumption and exports, a modern sector has recently 

developed which caters to both domestic and foreign markets. 

Among the export oriented industries, assembly for re-export 

a,-tivities are the most important. During the past decade these enterprises 
have been the fastest growing "sub-sector " of the Haitian economy, in sharp 

contrast with the much slowr growth of the agro-industrial sub-sector. 
Together, the re-export industries and the small (including the "informal 

sector" category) industries represent over 957 of all industrial employment.
 
Re-export industries alone are estimated to generate nearly 76Z of all new 

employment opportunities in the formal industrial sector. In 1981 they 
employed over 50,000 people and provided 357 of total Haitian exports. 

Two criticisms often leveled at assembly industries in 
general--that they are foot-loose and isolated from the rest of the 

economy--are not relevant in Haiti.* There has been no serious retrenchment in 
the fact of a U.S. recession, and on the contrary, increasing cost

consciousness in the U.S. has probably accelerated the prodtiction slaring 
process with }{iti. The sector is verstile: local enterprises have moved 

from one principal to another, or operate with several principals, they have 
changed their production lines (from clothing to electn)nics, or both 

simultaneously, rolling over their tax incentives in the process). kor is the 
assembly industry isolated in the same %uy as enclave industries on the 

Mexican-US border, for example. Off-shore Haitian assembly plants do not 

* Information regarding assembly industries is based on the IBRD's Economic 
Memorandum on Haiti, April 1982. 
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operate in bond, they import their inputs, duty-free like most other 

industries, and have to go through the saie bureaucratic red tape as other 

industries in their inport-e.xport trade. 'lhrir goods can be sold on the local 

mairket provided that relevant inport duties are paid. In fact, it is likely 

that more asseir)ly phints wuld be attracted if the indlustry could operate as 

an enc lnve an~d in tit manner reduce bureaucratic inefficiencies and improve 

the infrastructure and support services that an industrial fLee zone usually 

provides. 

2. Contraints to Private Investnent in Riti 

USAI conklucted a F0x ! Sector assestawnt inand ,rictilture 

December of 1981. 'fel pur)ose of this exerci,;t. uis to anliyze sector 

constraints., identifty porcitiil opportunhty ,reo , .inid to fonnu Lite 'strategic 

prograin rc rnendiition:;. A) of the tte1: x-port iX:ocu.sio on iirva.:; fIor 
priv.ite sector activitie:;. AL; a r.nit ()f ,xte1:;ie Intcrlvlc '.; ,od ar1i lysis, 

to ,ajor i .tues idet if ft - constraints to private:re tlht r,:rcc;cnto 

sector invstz-i-nt in indu.;trial ,ictivitic!;. 1ih:&., t' ) i,;sus .re: inadequate 

fiancing facilities, anl the Lick of ipproprfate :,'arlwt infon-mtion. 

N-ecaus:e of their direct relevince to thJi. project and the design 

of futu.. action:;, the:;e isues; ire discus:;ed in detail below. 

a. FiatncinE 

li:;1nm~acn .ctiv' In irdu.JStriAl enterprise.; in Peiti 

operate in a difficult fliL-ic.il cnviroitwnt c ,ractcri:ed by A limlied 

availability of fund:;, -'hort,. ,)f fsoreiogr .xc:tnge, iin the. nefficient 

procedures of d Ioj ::, t ! iL i,:.t i tnt iou;. 

o.ent dove loijaa.'t"Ilwr e ' ar rt f"r orient d crcdit 

institutions in lAti: 

http:fliL-ic.il


The "Institut de Dveloppement Agricole et Industriel" (IDAI)
 

The "Bureau de Cr6dit Agricole" (BCA)
 

The Haitian Development Foundation (HDF)
 

The "Fonds pour le Dveloppement Industriel" (FDI)
 

IDAI is a government development finance corporation 

whose activities encompass both the financing of Private/industrial projects 

and management of GOH enterprises. Loans and investments are made for 

industrial and agricultural (agribusiness as opposed zo small farmer crop 

financing) activities. In 1980 IDAI received $3.9 million from the national 

budget, of which it spent $3.1 million for salaries and other administrative 

expenses. The outstanding loan portfolio, developed with Inter-American 

Development Bank (IDB) funds, was $6.4 million as of December 1980 and the 

investment portfolio was of $7.2 million. The net increase in the loan 

portfolio in the period 1979-1980 was $2.2 million (disbursement less 

recovery). Dissatisfaction expressed by the business community, and supported 

by various evaluations, indicated that IDAI suffers from the following 

problems: Excessive administrative overhead, especially in personnel to 

supervise and monitor agricultural credit; slow processing of loan 

applications and rigid requirements for supporting technical studies and 

guarantees; lack of responsiveness to the special needs of small private 

enterprises; and preoccupation with building up the investment portfolio of 

IDAI's own subsidiary. Merefore, this institution is not considered a viable 

source of credit by the business coniminity nor a potential vehicle for 

stimulating significant industrial growth. 

T1he BCA is also a government institution, that 

specializes in crop lending to small farmers. Currently A.I.D. is supporting 

the BCA's progruns with a $2.4 million institutional screngthening project 

(521-0121). Due to its specialized nature and limited loan protfolio the BCA 

is not a source of industLial .redit, but it will continue to be a critical 

support institutions for small farmer groups %ho will be producing crops for 

agribusinesses. 



The HDF receives substantial funding from AID and the
 

IDB, in addition to the support by the Haitian private sector. It has been in
 

operation for two years, providing credit and technical assistance to
 

micro-businesses in the Port-au-Prince area. 'TheHDF total loan portfolio as
 

of May 1982 was $350,000. 1982 operating expenses of the HDF, grant funded by
 

A.I.D. and other donors, will amount to approximately $390,000. The
 

Foundation's loans range in size from $100 to $8,000 and are disbursed to a
 

wide variety of small businesses (e.g. tailors, 7:arpenters, handicraft, etc.)
 

in the Port-au-Prince area. Loan repayment rates have consistently been
 

outstanding (about 95% overall) due to a carefully executed program for credit
 

extension and follow-up, which also partly explains the high cost of
 

administration as compared to the loan portfolio volume.
 

The Industrial Development Fund (FDI) has been
 

recently created with direct grant and loan support by the World Bank. The
 

FDI is a rediscount and credit guaranty fund which operates exclusively
 

through the established commercial banking network i.e. the FDI hasIno direct
 

lending capacity. Projects will be financed which entail a majority Haitian
 

investment, a maximum FDI participation of $250,000 and terms of up to 15
 

years. The projected operating cost of the FDI is approximately $200,000 per
 

year. Its present capital endowment is $7,000,000 which is planned for
 

disbur:sement over a four year period.!/ However it appears at this juncture
 

that the FDI's market penetration will be somewhat limited due to the
 

commercial banks' reluctance to use its services. At the present time the
 

program not well utilized due to the substantial paperwork involved, the
 

willingness of the banks to provide direct financing for projects from their
 

best customers, the excess liquidity (in gourdes) of the banks due to the
 

current foreign exchange shortage and the lack of full dollar reimbursement
 

for discouited dollar loans (14% of the discount is in gourdes from the 

Central Bank). In addition commercial bank.s view the discount rate as being
 

too low to give them sufficient return for the risks they would take.
 

1/. he first "tranche of the World Bank loan is US $4 million with proposed
 
increments of up to three million over the four year period.
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Several international commercial banks and tuo private 

Haitian banks also operate in the country. The foreign banks operate almost 
exclusively in Port-au-Prince, while the state ouned commercial bank is also 

established outsLde the capital. The Royal Bank of Canada is by far the 
largest foreign bank with 35% of total private bank assets. New deposits of 
the banking system in 1980 amounted to $46 million, an increase of 
approximately 32% over 1979. Outstanding credit to the private sector was 

$212 million, a net increase (new loans less recoveries) of only $14 million
 
over 1979 (7).i/ As of September 1981 outstanding claims increased to $222 
million, uhile new credit to the business comnunity increased by $11 million 

(57.). 

These banks are restricted by Haitian banking laws, in 
that no more than 10% of a bank's portfolio may consist of medium or long term 

loans. Commercial banks concentrate, therefore, on the distributive sector 
and provide essentially short term loans. However, the "revolving credit" 

practi:e in Haiti for priority customers provides effective loan terms that 
are longer than normal. Because these loans are also made to the capital 

equipment (tractors, farm machinery, etc.) distribution/importing companies, 
it may be asserted that commercial banking credit has had as favorable a 
development impact in Haiti as the existing development finance institutions. 

Another development finance institution operating in 
Haiti is the Latin American Agribusiness Development Corporation (LAAD). This 
private company has a loan/investment portfolio in Haiti of $3.2 million 
concentrated in agro-industrial enterprises. This portfolio has been built 
over the last seven years and probably will not increase significantly because
 

of corporate policies and concerns regarding individual country exposure and 
difficult recovery experiences due to foreign exchanges shortages. Another 

obstacle to LAAD's operations is the lack of agribusiness projects with 
projected rated of return sufficiently high to effectively use market
 

1/. This was partially due to the build up of deposits related to the growth
of the foreign exchange backlog. 
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rate funds. Also due to LAAD's limited staff (2persons for the entire
 

Caribbean) it is difficult to provide the promotional and technical services
 

required to develop agro-industrial projects in Haiti.
 

A rough estimate of the aggregate amount of credit
 

made available to the private sector during 1980 for all purposes by the
 

"development financing" agencies and the commercial banking system would be
 

approximatelj $16.0 million, of which $13.0 million was short-term credit from
 

ccommercial bar!s. Thus these meager financial resources directed to the
 

private sector, whirh is basically short term in nature, in conjunction with a
 

'ponderous" development finance institution has resulted in a low level of
 

industrial growth in the past two years.
 

While the commercial banking system may show much
 

greater ability and responsiveness to private sector financing (short term)
 

requirements, the low expansion (loan portfolio growth) rate may be indicative
 

of a situation where the banks are essentially servicing the same clientele
 

year after year. There is evidence that few new clients have been added and
 

this is certainly the case outside of Port-au-Prince where only a few have
 

operating branches.
 

Compounding the problem of banl financing are the
 

costs and restrictions on foreclosure of real property offered as guaranty or
 

loans collateral. The banks' understandable reluctance to secure a
 

significant portion of their loan portfolios with real property (not easily
 

realizable under current law in Haiti) has created a situation in which their
 

outreach is tied to the established businessman in Haiti who is considered to
 

be an excellent credit risk.
 

(2). Foreign Exchange Shortage
 

Haiti experienced a deterioration of its balance of
 

payments situation during 1980 .id 1981, when official reserves were reduced
 

by U.S.$II.8 million ancl U.S.$33.3 million respectively (see tables below).
 

Official disposable foreign exchangp Iholdings fell to a negligible level
 



-15
during the first quarter of 1981. Acute shortage of foreign exchange continue 
to hamper economic activity -.oday. U.S. dollars do not circulate as widely as 
before. A parallel market has developed with a 10 percent premium being 
offered for dollars. Arrears have also accumulated in the private banking 
system due to the inability of the Central Bank to provide sufficient foreign 

exchange. 

A combination of internal and external factors
 
produced this economy-wide crisis. An excellent coffee crop in FY 1980 
 was 

followed by a decline that resulted from Hurricane Allen and a weakening in 
orld coffee price. At the same time, other external factors impacted 

adversely upon Haiti, including (1) rising world prices for petroleum products 
and other essential imports, (2)deeping recession in the industrial countries, 

(3) and an unprecedented rise in interest rates in the United States. 

Compounding the impact of these external shocks, the 
GOH significantly increased its expenditures in 1981. The large budget 
deficit ws in part financed by the Central Bank and this put additional 
pressure on scarce foreign exchange reserves. The high levels of expenditures 
also abrogated the conditions of the existing EFF (Extended Fund Facility) 
agreement with the IMF and resulted in curtailed access to IMF foreign 

exchange resources.
 

Several steps were taken during 1981 and 1982 to deal 
with the scarcity of foreign exchange. In July 1981, the Central Bank 
instructed the exchange houses to negotiate all foreign transfers with the 
government owned commercial bank (BNC). And in August, 1981, the Central Bank 

introdu~ced restrictions on foreign exchange transactions. All export proceeds 
were to be documented with the commercial banks in Haiti. All foreign 

exchange derived from exports were to be surrendered to the Central Bank, 
which established priorities for the use of the exchange for imports. 

In August 1981, the 001I also put forth an economic 
austerity plan to increase Haiti's ability to finance its own development 

through increased domestic savings, improved management of public funds, 
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fiscal discipline, and limitations on imports and promotion of exports. These 

reforms paved the way for an IMF approval of a $20 million CFF (Compensatory 

Finance Facility) in December 1981. While fiscal targets were exceeded in 

January and February of 1982, later compliance with IMF fiscal targets led to 

IMF Board approval of a Standby Agreement in August 1982 for $38 million. The 

fiscals targets as established by the agreement have to date been met and the 

first disbursement of $11 million was made in August 1982. 

It is still to early to indicate when and to what 

degree Haiti will emerge from it! short-term economic crisis. However, given 

the limited prospects for traditional exports, including bauxite and coffee, 

and the increasing denands for imports and government services on the part of 

the urbanizing population, it is reasonable to assume that foreign exchange 

problems will remain a chronic problem over the long run for Haiti. Business 

financial transactions have been complicated by the foreign exchange shortage. 

Exporters must surrender their earned foreign exchange to the Central Bank, 

with no guarantee that they will receive needed exchange for U.S. dollar 

transactions. To insure access to dollars, premiums of up to 10 percent must 

be paid in the parallel market. Firms have also resorted to the accumulation 

of overseas dollar accounts. 
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BALANCE OF PAYMENTS, 1979-81
 

(US$ Million)
 

1979 1980 1981
 

Merchandise Trade, F.O.B. -106.4 -89.77 -144.3
 

Exports 138.6 212.3 153.7
 
Imports -245.0 -302.0 -298.0
 

Services (net) -40.1 -50.5 -59.1
 

Transfers (net) 85.8 71.3 87.4
 

Current Account Balance -60.7 -69.8 -116.0
 

Public Sector Capital (net) 33.1 36.6 42.6
 

Private Ilnvestment (net) 12.0 13.0 15.7
 

Other 29.8 8.4 24.4 

Capital Account Balance 1/ 74.9 58.0 82.7 
Change in Foreign Reserves 

(increase: -) -14.0 11.8 33.3 

1/ Source: Bank of the Republic of Haiti and International Monetary Fund 

NET INMNTIONAL RESERVES, 1979-81 

(US$ million; as of September 30) 

1979 1980 1981 
Banking System 39.1 29.8 -2.0 

Monetary Authorities 44.7 32.9 -0.2
 

Assets 54.7 39.9 19.4 

Liabilities -10.0 -7.0 19 6
 

Private Banks (net) -5.7 -3.1 -1.8 

Source: Bank of the Republic of Haiti and International Monetary Fund 



b. Information Gap 

he lack of accurate and timely market information 

frequently inhibits the Haitian investor who is considering a new investment 

or the expansion of an existing business. Typically businessmen lack contacts 

to assist in project identification (idea generation), access to foreign 

market information, specific technical knowledge, and reliable financial data. 

The above constraints, which are usually encountered by the 

indigenous private sector in LDCs, may be more acute in Haiti. Private sector 

organizations such as chambers of camerce and industrial associations, 

which traditionally have been the prime movers of market information exchanges 

and business contacts in other countries, have until recently been largely 

nonexistant or ineffectual in Haiti. In most developing countries of Latin 

America the public sector created or fostered the creation of investment 

promotion mechanisms almost a generation ago. ONAPI*, Haiti's equivalent 

organization, was created in 1979 and became operational only this year. 

Although ONAPI's scope of activities is directed at over-coming the 

information gap, the organization is severely limited by resources and 

experience. 

Another possible source of technical assistance, market 

research capability (limited to the Haitian market), and contacts with 

potential interested foreign investors are a few local consulting firms and 

law firms, although for some companies they may be too expensive, particularly
 

at the pre-feasibility stage.
 

In addition to the difficulty of obtaining adequate
 

collateral as a basis on which to lend, commercial banks and other lenders
 

have also faced a historical social pattern which does not look upon the
 

provision of audited financial information to creditors as a normal business
 

* National Office for Investment Promotion 



practice. One major concern has been a fear that the information would fall 
into the hands of tax authorities or competitors. There are few auditing 
firms in Haiti, so even when financial information is provided it has not been 

audited by an independent source. The lack of audited financial information 
closes the doors to many businesses which might otherwise have been able to 
obtain some financing, based on such information, if combined with full or 
partial collateral. While the financial and moral character of the borrower 

is extremely important it is often not enough, especially in the case of 
medium and smaller size businesses, to provide a secure foundation on which a 

banker can make a positive decision. 

3. New Investment Potential 

a. Caribbean Basin Initiative - Haiti's Perspective 

The proposed U.S. program consists of integrated, 

mutually reinforcing measures in the fields of trade, investment, and 
financial assistance. 

The centerpiece of the U.S. program is the offer .f 
one-way free trade. Currently the countries of the region alreadyare 

afforded liberal entry into the U.S. market. Nevertheless, some of the duties 
which remain in place are on product groups of special interest to thie Basin 

countries. They also limit export expansion into many nontraditioral 
products. Authority has been requested from the Congress to elimi.nate duties 
on all imports from the Basin except textiles and apparel. Rulc.s of origin 
will be liberal enough to encourage investment, but will requi-:e a minimum 
amount of local content (257). ibngressional authorization is also being 
sought to grant U.S. investors in the Caribbean Basin a significant tax 

measure to encourage investment. 

Foreign investor interest in Haiti during t1e 1970s 
was limited due to the lack of promotion, and to the fact that Haiti does not 



attract the kind of tourism which has brought investment in its wake for other 

unpromoted countries such as the small Commonwealth Caribbean States Foreign, 

mainly U.S., investors came to the island because of personal links with 

Haitians. Hcwever, recently the first national investment promotion 

activities were supported by the private sector. In November-December 1981, 

two important US investment missions visited Haiti. One was sponsored by the 

Overseas Private Investment Corporation (OPIC). It brought to Haiti senior 

executives of some 20 US companies which had expressed an interest in Haiti 

and possessed the technical expertise to invest in the country. The second 

mission was organized by the Governor of Florida and included representatives 

of both public and private sector organizations in that state. The mission's 

main purpose was to examine technical assistance and investment possibilities 

to improve economic conditions in Haiti, thus helping to create employment 

that could reduce the incentives for Haitians to immigrate to the U.S. and 

particularly Florida. The Florida industrial committee reported that Hiti's 

poor image abroad and lack of positive promotion had made it the best kept 

secret for investment opportunities in the Caribbean and proposed to identify 

50 US corporations %hichHaiti should target for future industrial 

development. The finding, conclusions, and recommendations from a third 

mission, sponsored by AID's Private Enterprise Bureau in July, have not yet 

been published. 

The major attraction offered to US, and other foreign, 

investors apart from proximity to the US, tax incentives, and political 

stability, is the low cost of labor. Compared with other regional locations, 

Haiti's enjoys both a very favorable %age rate and a comparative transport 

cost advantage.
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MINIMUM WAGES IN CARIBBEAN ASSEMBLY YNIJSTRIES
 

IN DECEMBER 1981*
 

Minimum Daily Wage 

us$
 

Mexico (Sonora Province) 13.20 
Dominican Republic 6.80 

Jamaica 5.00 

El Salvador 4.40 

Barbados 3.80 

Haiti 2.64 

(in garment assembly plants) 

Haiti's success in developing export-oriented 
industries is demonstrated in the overall growth of Haiti's exports to the US 

under tariff items 806 and 807 concessions which cover most offshore assembly 
operations. U.S. trade laws permit the export of U.S. manuf-ctured parts and 

reimport of finished items assembled from these parts under very favorable 
trade terms. his has supported the growth of Haitian assembly industries. 

In 1980, Haiti uas the ninth most important LDC 806/807 exporter, only just 
behind Korea and Brazil. Compared with others LDC's however, Haiti's 
valued-added component is still less than half the average for all LDCs. 
Continuation of this trade policy and its expansion under the CBI will provide 
incentives to continued expansion of labor-intensive industries as wage rates 
in other developing countries continue to rise, labor productivity declines, 

and manufacturers identify additional opportunities where export-reimport is 
more profitable than U.S. or other LDC based assembly of their products.
 

Exports of goods made from domestic materials have not 
fared so well. Most are destined for the US and suffered from the recessions 

* IBRD Economic Memorandum, April 1982. 
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in 1975, and again in 1981. This sector, which includes agro-industries, 

faces supply problems, poor knowledge of markets and the lack of marketing 

experience as obstacles to growth. Although the new dynamic group of resident 

entrepreneurs willing to reinvest their capital inHaiti is growing, their 

resources are limitr'. Thus the rapid development of Haiti's private sector 

will continue, for some time to come, to depend on the outside world for 

inflows of capital, technology and access to new markets. 

b. The Florida-Haiti Program 

In November of 1981 the State of Florida, under the 

auspices of the Office of the Governor, organized and carried out an economic 

mission to Haiti. This four-day mission, headed by the Lt. Governor consisted 

of thirty five representatives from both the public and private sector ho 

were selected for their expertise in different fields. The principal 

objective of the Florida Mission was to ascertain the opportunities for 

private investment from Florida in Haitian agribusiness, industry and trade. 

The potential for providing technical. assistance to support specific Haitian 

private sector initiatives was also explored. 

The four day trip resulted in the identification of areas 
for economic and technical assistance. Specific recommendations were made for 

the follow-up activities required to develop individual sub-projects, and 

formed the basis for the implementation of the Florida-Haiti Program. The Lt. 

Governor and a specially created Florida-Haiti Connittee are the core group 

responsible for the State of Florida's follow-up actions. 

The major purpose of the Florida-Haiti Program is to link 

the Haitian private sector with those members of Florida's private sector who 

might be interested in joint venture opportunities with the private sector in 
Haiti. The input from a Florida investor could include financial investment, 

technology transfer, expertise, market access, etc. A second purpose of the 
Florida-Haiti Program is to locate other resources in Florida that could 

assist in the development and/or feasibility studies of specific private 
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sector projects in Haiti. Such Haitian private sector initiatives could
 

benefit from Florida's public sector resources which encompass universities
 
and state and local government agencies as well.expertise available from
 

Florida's private sector.
 

One of the principal results of both Florida and OPIC 
missions us to focus the Haitian business comruanity's attention on the need 

to establish a focal point for local and international investment proposals. 
Numerous project ideas uere presented in these investment missions and the DFC 

is considered to be the appropriate facility to provide project development 

services and financing to potential investors. 

B. Project Rationale
 

1. Overview
 

The proposed project reflects major strategic objectives of the
 
USAID Mission to Haiti. Consistent with our FY 1984 Country Development
 

Strategy Statement, it takes advantage of an opportunity to benefit from and 
reinforce the energy and resources of the dynamic private sector hich is the 

most progressive element of Haiti's society and economy. Frthe-more, it 

provides a concrete response to this opportunity to build an inst 'tutional 

capacity to promte private initiative and economic growth in a manner which 

reflects the aid, trade and private investment thrust of the raribbean Basin 

Initiative (CBI). 

If the objectives of this project are met to the point of 
creating a focal point 7or private sector (foreign and domestic) initiatives 

for Haiti, the multiple dLvelopment impact will far exceed AID's dollar 
contribution. If 6uccessful the project will stimulate new industrial ird 

agro-industrial investment in Haiti that ;ill create emnloyrnt and increased 

incomes for the unemployed poor majority (both skilled and unskilled vxrkrs), 

generate critical foreign exchange, and increase the GoI's tax revenue base. 

Agro-industrial investment will be pranoted in order to expandx the donestic 

market for food crops produced by small farmers and to increase economic 
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returns to their labor as uell as the labor of those employed in the new or 

expanded processing and marketing activities. 

The establishment of a Developrent Finance Corporation 

(DEC) in Haiti is fully consistent with AID's principal private sector 

development goals uhich are:1 / 

- To assist in financing the establishment, improvenent and 

expansion of prcductive, developmentally desirable private 

enterprises in priority sectors in developing coutries in 

association with host country and U.S. private investors; 

- To promote investment opportunities in developing countries 

by bringing together U.S. and host country capitil and 

experienced manaigeinent . thereby transferring technical, 

mangerial and marketing expertise from the U.s. to the 

developing countries; 

- To stimulate and help c-eaite conditions conducive to the 

flow of U.S. and ho;t country private capita I into 

productive inve;t:ment in dev lojrL~nt countries. 

TIhe :lii:,ion rec.nt ly conducted1 a in-d.pth review of the 

Haitian private sector as a part of, the f100(2 policy L.umk force's 

investigations. '11,e private s;ector aIvi,;i; L)cu.';Cd ,)ni t! )pportunities for 

and the constraints to incre;;uist iwnvesta-., in 11iiti. 'ffii,, repour .again 

identified the lick of ;a developtmeit: fin-, uwwirk a.,;,; re I t:.A' principal 

ro ,th- A :tr(V 10 :::,tz wr ., i :I:. Mdobstacles to griviter I gJutria 

1. 	 AID lk nin:;Ttrator':; tstiiy:ny, liue lr.ign AlfIa'.r. Il '::::ait. "AII)/II*\
 
polic ic; and Progr,un:; for Privat:, cL hovrlw.::.:V,/y!). t I' ( !/. 


2. 	 In te.nns of the, propo;ed proj(-ct Ji11, "nd-trtil YeCtfr" I. , to 

include agro-indu,;tr Ig,irv itil tLi , L r u. ,::ILti )n . ti vitit,,;. 
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long-term credit continue to exist, as does the need for an efficient and
 

responsive financial institution to supply it.
 

There have been dramatic changes in the structure
 
(ownership pattern), behavior and attitudes of the Haitian private sector in
 
recent years and particularly over tne iast two years. These changes in
 

attitudes and behaviour can be linked to the relative growth of the
 
manufacturing sector ',hichhas given rise to a new modern entrepeneurial
 

elite, in many cases the children of Haitian and immigrant parents that
 
started their economic/business activities in the more traditional import and
 
commercial activities. This new business/entrepreneurial class has been
 
barred access to governmental power and influence by the very nature of the
 

Haitian "political process" over the past 25 years.*/ 

The private sector has moved in a dynamic fashion to
 
develop trade and industrial organizations that represent their "interests"
 
and philosophy, and the government seems to have increasingly realized the
 
stro g limitations it faces in promcting economic development. This increased
 
self-confidence of the private sector in conjunction with the governmeit's 
apparent conclusion that it cannot by itself bring about significant growth in
 
the manufacturing sector has resulted in a lowering of a-tagonistic
 
tendencies. The need to alleviate the massive unemployment and pauperization 
of Port-au-Prince's rapidly growing urban population has led to search,a 
however hesitant and contradictory at times, for areas of collaboration 
between the business community and the GOH. Furthermore through numerous 
actions and its active participation in organizations such as the Haitian 
Development Foundation, the local business comrmunity has demonstrated a new 
awareness and understartling of i s role as initiator and leader of Haiti's 
economic and social development. 

* Therefore t ie private sector has concentrated in developinf and managing 
new businesses in an economic climate that uas created by laisse faire 
government policies. 
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A fundamental force behind this awareness has been the
 

active involvement of the five principal business associations in Haiti and
 

the leadership that key members of those associations have provided. As a
 

means of unifying and mobilizing their efforts, in December 1981 the
 

associations formed a Private Sector Committee for Development. Recognizing
 

the critical need for a development finance institution that could assist in
 

mobilizing new investment, the Committee's first official act was to pledge
 

themselves to raise locally $1.0 million as their capital contribution toward
 

the establishment of such an institution which could address the severe
 

shortage of medium and long-term financing for industrial and agro-industrial
 

enterprises. USAID believes that this private sector initiative, uniqae in
 

Haitian history, represents a singular opportunity and a major departure from
 

the traditionl business philosophy and behavior here. Time is of the essence
 

in responding to this enthusiastic reaction to the CBI concept and if the
 

opportunity is lost it could result in dissillusionment with the CBI's
 

proferred 'bold new initiatives". AID's timely support of this project is
 

critical in order to sustain the private sector's willingness and ability to
 

play the lead role in Haiti's development.
 

The proposed DFC will provide the capital and technical 

expertise to promote and support new industrial investment inHaiti. This 

institution will differ from the previous project concept and existing 

financial institutions in terms of its legal basis, scope of activities, 

anticipated development impact and extensive shareholder (equity) 

participation. The DFC will be a unique finance institution, engaged in 

professional and efficient lending activities, that will: a.sist potential 

borrouers in project dcvelopment, and extend credit to entrepreneurs for 

worthhile projects. Hoever indefining the uniqueness of this institution 

both in its Haitian context and more broadly in comparison to other AID 

assisted private development finance companies in Central America and the 

Ciribbean, it possesses several notable characteristics hich are of special 

developmental importance. Among these are the wide distribution of ownership 

and the percfoption by the private sector that the DFC can be a powerful, 

non-GOH controlled, tool for economic growth and modernization of Haitian 

society. 
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2. Prior promotional activities for the DFC
 

a. Origin
 

In 1975 the USAID Mission in Haiti, aware of the improving
 

economic climate in the country and recognizing the need for medium and
 

long-term credit, decided that a private Development Finance Corporation (DFC)
 

would be a worthwhile project to pursue. A group of prominent local
 

businessmen took up the idea, encouraged by the success of similar
 

institutions in other countries and in particular the Financiera Dominicana in
 

the neighborig Dominican Republic.
 

Despite great initial interest on the part of the Haitian
 

sponsors, the project proceeded slowly, especially as it became clear that AID
 

would not provide the monetary support that was required unless an independent
 

study substantiated the need for financing and the viability of the proposed
 

DFC. By the time AID had contracted a feasibility study with ADELATEC in the
 

latter half of 1977, the enthusiasm of the Haitian business group had
 

considerably waned.
 

The ADELATFC study* was finished in 1978. It gave a very
 

complete picture of the Haitian economy and its probable evolution, analyzed
 

the demand for financial services, especially the need for medium and
 

long-term credit, compiled an inventory of appropriate projects for possible
 

financing by the DFC and determined that a private DFC was feasible. The 

ADELATEC report indicated that adequate demand exists for a DFC in Haiti. 

Moreover, itwas recommended that such an institution be created to overcome
 

present bottlenecks in Haiti's financial system and to permit the country to
 

achieve its ambitious growth targets.
 

In particular, the proposed DFC was to provide medium and
 

long term credit with terms up to seven years including a grace period of
 

"'rivateDevelopment Finance Company for Haiti", Feasibility Study,
 
ADELATEC, May 1978. (see Annex F).
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up to two years, at an interest compatible with going market rates. The DFC 

would also grant guarantees and provide some promotional services. It was 
conceived as having an authorized capital of US $1.5 million and to be 
sponsored by private Haitian citizens (50%), foreign public and private 
financial institutions (40.) and the Haitian Governent (10%). In addition, 
the 	DFC would be able to borrow funds up to a debt to equity ration of about 
5.0. USAID was to provide US $3million at concessionary terms (20 years, 5 

years grace period, 3% p.a.). 

Although the conclusions of the ADELATEC report were very
 
positive the interest on the part of local businessmen was insufficient to 

launch the project. They felt that too much time had elapsed, and that AID's 
target group requirements* would promote projects that ould provide lower 

profit levels than those they were used to making. In the final analysis, the 
main cause of inaction was perhaps that all participants were busy men, with 

their own businesses to look after and r ne had the time to promote and 
organize the DFC. This was especially true due to the continuous debate 
regarding the GOH's intentions to assert institutional control over the DFC's 

policies and operations.
 

The AID Mission, on the other hand, felt that the group was 
too narrowly based, representing only one group of powerful businessmen in the 
country, and that unless someone did take the project in hand and maintain the 
pressure for its progress, nothing would come of it. 

b. Second Phase Activities
 

In September 1978 AID contracted with Arthur D. Little, 

Inc. (ADL) to assist the local promoters to broaden the support for the DFC 

and bring the project to a successful conclusion. At that time AID had 

clearly stated its interest in the DC and its willingness to support it 

* 	 Emphasis on agriculture, with required small farmers involvement, 
substantial rural employment. 
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financially, and the IBRD had tentatively planned to lend US $3 million in 

concessionary terms apart from a possible 107% participation in equity by the 

IFC. On a parallel basis the German Development Corporation (EDG) would 

possibly invest EM 600,000 in the DFC's equity and lend EM 2 million on 

favorable terms. 

Against this background ADL made contact with a large 

number of people and institutions in Haiti %ho, at one time or another, had 

participated or expressed interest in the project. It soon became clear that 

the original promoters were somewhat discouraged at the thought of broadening 

the base of the proposed institution and were not willing to invite competing 

groups to join in the venture. In the small Haitian business community there 

were long-standing personal and family suspicions, and a tradition of doing 

business with your own "clan" or circle of friends. There uas also 

insufficient understanding (with a few notable exceptions) of what a finance 

corporation of this kind us about. 

ADL focused oi the following key areas as a means of 

redirecting the process of establishing a DFC. 

(1) The Banking Laws. As ADELATEC pointed out, the
 

existing banking laws and regulations contain a number of restrictions which 

uould not allow a DFC to function. The principal restriction is on medium and 

long-term credit uhich may not represent more than 10% of a financial 

institutions's portfolio. In reality, the banks do grant a higher porportion 

of such credits by such informal means as agreements to renew short term 

credits, undated demand nutes, etc. ADELATEC had suggested that the banking 

laws would have to be changed and, indeed, a consolidated new banking law uas 

being prepared. As the investigation of this subject continued, however, it 

became clear that the passage of the new law and any modifications to it uould 

represent a long and complicated legislative process. It ws eventually 

concluded that the most efficient method uould be to promote a decree 

specifically enabling the creation of DFC's. 



(2 The Chattel Mortgage. Several of the potential 

international participants in the DFC were concerned about the nonexistence in 
Haiti of a chattel mortgage (as pointed out by ADELATEC in its report). It 

was felt that alternative guarantees should be explored and explained. It is 
a fact that the chattel mortgage as understood in Anglo-Saxon law does not 

exist in Haiti. A mortgage can only apply to real estate but not other 
property such as machinery, raw materials, inventory, etc. There are, 

nevertheless, several equivalent guarantees by which lenders pi.tect their 

interest.
 

For example, real guarantees can be obtained in the 
form of a lien unich can be attached to chattel under a "pledge contract" (see 

ADEIATEC's report, Annex IT). This seems to be a frequently used device 
instead of or in addition to a mortgage on real property. It is also possible 

to attach raw materils of finished products in a warehouse under a warrant 
system. However, none of these methods was sufficient to convince lenders to 

do the collateral based lending they might otherwise do. 

(3) Guarantee of International Loans. The AID loan to the 

DFC as well as loans of other intenational lenders was to have been 
guaranteed by the GOH. The core Group decided that it should not be difficult 

and would not present any problem to the DFC, if the GOH were to give its 
guarantee. Under these conditions, the GOH would be the recipient of AID 

funds and transfer then to the Corporation. 

A related point was whether the DFC wou]d be able to 

extend dollar-denominated loans. The answer to this was positive: All bank 

accounts in Haiti are in dollars except those established by the Government 

which are in Gourdes. The overwhelming majority of transactions in Haiti are 
conducted in dollars and under Haitian law the gourde/dollar exchange rate is 

fixed at 5:1. 

(4) The Enabling Legislation. It was decided that a 
Presidential decree was the most effective instrnent to enable the formation 

of a DFC. In October 1979 the GOH issued the decree authorizing the
 

formatio'1, constitution and operation of a DFC with private or mixed capital. 



c. Changing Attitudes to the DFC Project 

The enabling legislation for the DFC was passed in October 

1979. At the same time, the Core Group had received the required equity 

pledges, an escrow account had been opened and the charter was ready. 

Nevertheless, the final steps to incorporate the DFC were not taken. The 

reasons for this are apparently to be found in certain changes of attitudes 

both of the Core Group and of the principal international sponsors. 

(1) Changes in the Core Group Attitude 

The Core Group, as most other businessmen in the 

Haitian community, was feeling the effects of the high interest rates in the 

United States. Credit from U.S. suppliers was tighter, while the need to 

extend credit in Haiti was becomig greater. Local banks were restricting 

credits and had less foreign exchange available. Further private sector 

uncertainty was created by several cabinet changes, the unfinished 

negotiations with the IMF on the Extended Fund Facility, and by certain 

government actions and pronouncements. 

In March 1979, the Government issued a decree creating 

a National Investment Promotion Office (ONAPI). The office's function was to 

design a foreign investment policy, to establish contact with capital
 

exporters and advise them of the favorable conditions for investment in Haiti,
 

to identify investment opportunities in the country and generally to promote 

foreign and national investment. While this new institution was intended only 

to promote and not to finance investment, there was some doubt in the private 

sector as to the role it would eventually play. 

In November 1979, in support of urban planning, public 

works and environmental control, a law was published on the expropriation of 

land and other real estate in the public interest. 1/ The respective
 

legislation was worded in such general terms that it put in serious doubt the 

1. 	 Loi sur l'expropriation pour cause d'Utilit4 Publique, Le Moniteur, 8
 
novembre 1979.
 



value of a first mortgage on real property. The Core Group's not unjustified 

reaction was to stop the progress of the DC project. 

In April 1980, the President of the Republic announced 

his intention to create a National Development Bank. The bank was to respond 

to the demand for medium and long term credit and stimulate private and public 

investment within the framework of the National Development Plan. Its 

financing criteria were to be based on the general economic interest of the 

country, the quality of the investor and the profitabiLty of the enterprise. 
The bank would also provide technical assistance services to identity and 

prepare suitable projects, as ell as assist in their execution and
 

follow-up. The fundamental overall criteria would be the project's benefit to 

the national economy. This presidential announcement further disorientated
 

the Core Group as it was not clear %here the line of demarcation between the 

National Development Bank and the DFC uould be drawn. 

(2) AID Policy 

At the inception of this project, AID had indicated
 
that it was ready to support the DFC with a loan of US $3 million. After more
 

than a year passed without the formation of the institution, it was decided to
 

remove the DFC project from the budget due to the demand for scarce funds for
 

new and existing projects. This did not indicate a complete lack of interest 

in the DFC, however, and some funds ere to be made available for technical 

assistance if the DFC project got off the grcund again. 

(3) 1BRD Policy 

Given that the DFC did not materialize as expected,
 

the World Bank's interest in the DFC shifted to support fcr small and medium 

industries which Lesulted in the FDI project. In order to provide financing 

to the industrial sector a rediscount fund was set up as a semi-autonomous 

unit under the Central Bank. In principle, the fund can serve both large and 

small industrial and agricultural projects but its primary focus is on small 

and medium scale industry. By working through the commercial banks it was 



believed that rapid disbursements would occur djue to the discount/guaranty 

incentives for the banks and without the need to create a full service credit 

institution. 

3. Current Project Status 

The Haitian private sector, including both Haitian and American 

businessmen, have revived the concept of % DFC through a unique promotional 

campaign directed by local business leaders. The subscription drive to raise 

equity capital for the DFC has received broad based and rapid support by the 

private sector. A working group ws aprointed to develop the objectives and 

strategy for the establishment of the rFC. The group includes representatives 

from the business community, the GOH, USAID, and the banking sector. This 

group is being assisted by consultants from the Arthur D. Little Corp., 

The initial task of this group ws to analyze the 1979 DFC 

law in order to determine the need for modifications to or replacement of this 

law. The findings of this analysis indicated that the existing law would not 

be appropriate for the new DFC's operations as the law required that 20. of 

the stock be offered to the GOH, and called for restrictive regulatory 

controls over the DFC by the Government and the Central Bank. Furthermore, 

the original law did not provide .'pecial rights to the DFC concerning chattel 

mortgages for the issuance of bonds for investment mobilization. 

With the assistance of the former Minister of Finance and 

the working group's legal advisor, a new law was drafted for submission to the 

GOH. Under the terms and conditions of this proposed DFC legislation 

solutions are included for the following key problems areas. 

(1) The DFC will be exempt from existing Haitian banking 

laws in the areas of restrictive reserve requirements and the right to eytend
 

medium and long-term credit, while at the same!time the DFC will be authorized
 

to implement savings mobilization programs.
 



(2) The DFC will be permitted to protect its investments 

by use of chattel mortgage under which real property (machinery, crops, 
livestock raw materials, etc.) will become collateral for DFC loans. 

In similar fashion, legal opinions have been received 

concerning the 1979 eminent domain law and it is believed that this law in 

effect represents real progress regarding the GOH's use of this customary 

governmental privilege. legal advisors have indicated that the law needs to 

be modified in form rather than substance, and that the private sector should 

be represented on the GOH regulatory committee. 

On August 19, 1982 the GOH cabinet approved the draft law 
and it vas submitted to the Legislative Chamber. The Chamber's approval, came 

on August 30, 1.982, and it is expected to be signed into law by the President 
in September 1982. Following enactment of the law, the core g:oup will file 

for incorporation. It is expected that the DFC will be incorporated in 

November. 

4. Demand for DFC capital 

ADELETEC conducted a preliminary demand analysis for the 

DFC project in 1978. OPIC and the FDI have also compiled lists of investment 

profiles which indicated a potentially significant market for DFC lending. In 

order to verify the existence of a reasonable demand for DFC loan capital the 
A.D. Little Corporation, in conjunction with a local consultant, carried out a 

new market analysis. The complete analysis is presented in Annex 0. 

The projections of the total demand for DFC funds Uas 

developed from information gathered through interviews with 32 Haitian 

companies. Because it is not anticipated that the DFC will make loans to the 

service sector, to primary agricultural producers, or to government-owned 

operations, these market survey interviews were limited to privately owned 

productive enterprises in the agro-industrial, manufacturing, and assembly 
industries. The interviewees were asked to provide detailed information about 



any specific plans for expansion of their existing operations or new projects 

in unrelated industries, including the amount of non-equity capital that these 

projects would require during the next three years, and the borrowers' ability 

to access existing sources of funds. 

Other background information supplied by the interviewees was 

used to develop weighting factors to be applied against the interviewaes 

stated demand for funds. These factors reflect the interview team's
 

assessment of the likelihood of each project becoming a bankable proposition
 

able to qualify for DFC financing during the next three years. By eliminating 

all those interviewed who were believed to have access to other funding 

sources, the demand for DFG funds identified was converted to an estimate of 

the "need" for DFC funds. The three year need, or specific demand, identified 

in our sample population was factored up to an estimate of the total specific 

demand among all productive private sector firms using a sample and universe
 

stratified by both industry and firm size. New project demand was similarly
 

factored up, then reduced by 50% to reflect the conviction of the interview 

team that the entrepreneurs interviewed ware roughly twice as likely to 

undertake new projects as the general business population. 

An average of the estimated annual specific demand for DFC funds
 

was used to project demand for the ten year period of analysis, cfter 

deduction of an estimated amount (15%) of pent up, non-reccurrent demand. 

This amount as inflated by 16.2% per year Lo reflect an assumed rate of 

inflation of 10%7 and the five year historical average real growth in 

comercial bank credit to the private sector (5.6%). In each year, forecast 

demand was then increased by 10% - an estimate of the anticipated but 

unmeasurable, alk in demand from sources presently outside the productive 

private sector. The total projected demand in each year vas: 

Year 1983 84 85 86 87 88 89 90 91 92
 

$ 3248 3773 4382 4327 5027 5839 6783 7878 9152 10630
 

Finally, once the ten year, demand was established, the amounts 

were compared to the estimated amount of loans which the DFC could be expected 



to handle in any one year given its proposed organizational structure. The 

louer of the tuo levels (institutional capability or market size) was used for 

the final loan demand estimate, as follows: 

Year 1 2 3 4 5 6 7 8 9 10 
Loans Made 630 2,060 3,548 4,327 5,027 5,839 6,783 7,878 8,794 9,675 

(U.S.$000) 

The projected amount of loans made by the DFC, as shown in
 
the financial analysis, falls short of projected demand in the first three and 

last tuo years of the analysis due to institutional limitations such as 

staffing. 

5. Relationship of Project to GOH Priorities
 

The general objectives of the GOH Five-Year Plan (1981-86) 

are consistent with those set out in the CDSS. The GOH's industrial 

development strategy is based upon the proferred coriiction that, in order to 

realize economic growth and achieve genuine national development, economic 
policies should be formulated to support the expansion of a free market 
ecormy. In such a system, the private sector should play the dominant role 
in industrialization and has responsibility for virtually all production of 

goods and services. It is the stated intention of the GOH to carry out this 
strategy through the following initiatives: 

(]) the construction of infrastructure required for the 
growth of marketable agricultural production; 

(2) the promotion and establishment of manufacturing 

enterprises throughout the country; 

(3) encouragement and support of private initiative 
through new credit policies Lnd a coherent budget policy; and 

(4) assuring rational administration of external aid and 

cooperation in order to realize maximum benefit. 



The goa]s described above are in line with the GOH's 

industrial policies kiich facilitated the growth of the assembly/light 

manufacturing industries during the past ten years. This new industrial 

growth which created significant employment in the economy, has been welcomed 

by the GOH and various incentives were created to stimulate this industrial 

expansion. These incentives, primarily tax holidays and custom duty 

exemptions, created an environment for profitable investment during the 1970' s. 

6. Other Donor Programs 

There are three other donors actively engaged in industrial 

sector activities in Haiti: IBRD, IDB, and the Federal Republic of Germany. 

The World Bank Group, through IDA, supports the Industrial 

Developmet Fund's (FDI) re-discounting/guarantee program. This project's 

(previously discussed) activitice are aimed at increasing the lending capital 

of the commercial banks for medium and long-term loans and to establish a 

credit guarantee program. It is envisioned that the DFC would utilize the 

services of the FDI and strengthen the FDI's current operations which have 

been constrained by the commercial banks' reluctance to extend medium and 

long-term industrial credit. 

Haiti is also eligible to participate in the Caribbean 

Project Development Facility (CPDF) which is managed as an affiliate of the 

International Finance Corporation. CPDF's mandate is to assist established 

businesses in twenty-one countries of the Caribbean area to rualize productive 

investment projects by arranging financing for them. An established business 

is one with a position in the local comunity, a record of operating 

successfully, and a favorable reputation with banks, trade assocLitions, and 

government. To be eligible for CPDF assistance, a firm must be :;abstantially 

owned by nationals of one or more of the constituent countries. A pr(xuct.ve 

investment project is one were connercial and technical feasibility hive been 

demonstrated. It may consist of the acquisition of new facilities for a new 

http:pr(xuct.ve


venture, or of the expansion or modernization of an existing enterprise. 

Excluded are refinancings, investments that do not result in at least 

incremental additions to productive capacity, and investments that do not have 

the support of the local government. Because of staff limitations, the 
Facility will not be able to offer assistance to small projects, i.e. ones 

requiring less than US $500,000 or its local currency equivalent, except in 
unusual circumstances. The services of the CPDF are available at no charge to 

companies uhich it accepts as clients. CPDF will concentrate its more 
intensive project development efforts on projects in the range of $500,000 up 

to $4-5 million.
 

The IDB has provided an estimated $8.0 million to IDAI for 
its lending activities over the past tuenty years with min mLal result (as 

previously discussed). A much more successful IDB project ias be'en the 
Industrial Park Corporation (SONAPI) hich is a Cilt sni-autonoiinous agency for 

the development and imaivgcent: of the Port-au-Prince industr1I1 park. The IDB 
has provided $3.5 million for the operation of this ficility wich is now aZ 

full capacity and is an extensive vaiting li:;t of interestLd cOu:inies 

looking for industrLil sites. "he lIl' s new five ,'eiir phin (1982--86) calls 

for the 1DB's assistance in the expan;ion of the, Port-,u-Pi inc, park ,and 
creation of new park:s in the north (Gcp-Riitien) and s;outh (iiyes) at an 

estimatexd cost of $22 million. 

'Ihe ,: t (rmn Dllteral pro,.riun M., s;upported an 

industrial pro:t ion project with O, %Pl for the pa.e;t three Vt ars. 1'nder this 

project techi.',al i(dvi.: , r. ind tpi. ;IlApIp i:,; pr)t%-1dt ( , tod (Ig tI; rt to PI 
hiphlL-nent n i idustr I. l )r(' 1.:)tibn'ror,1 to ltttr.ict (,r.: i . i .r l iropean 

firMS to Hiti. T ' dL-tO ve (cn::in I in:. Ytavil :.: tA1)I '.'| i, n:. Il IL. ti Is 
a result of thi; progrsn. (arent p l.mnnin, c.%ll:; :or C :;t~mt ,n ofo 

the:;e activities; (tle to ILmiti' ; c 'ritv,.lv l:l 'i', ,,t ,, ,iii Libor 

productivity, and recepti businus:;:; nv iru)irz:nt. 

http:ritv,.lv


III.DETAILED PROJECT DESCRIPTION
 

A. Goal and Purpose
 

The overall goal of this project is to stimulate substantial
 

industrial growth in both the manufacturing and agricultural sectors of Haiti,
 

resulting in increased levels of employment and income. The proposed project
 

will contribute to the achievement of this goal by promoting and facilitating
 

domestic and foreign investment in Haiti, especially in agriculture-oriented
 

processing industries and labor-intensive operations that maximize in-country
 

value added to their products.
 

The purpose of the project is to esablish a Development Finance
 

Corporation to provide medium/long term capital and support services to
 

investors for industrial projects in Haiti.
 

B. Project Objectives
 

The DFC will be a development banking institution which will provide
 

caoital as well as technical and financial services to clients involved in new
 

or expanded industrial projects. Special emphasis will be given to regional
 

projects, profitable projects with medium size investors, and investments with
 

significant enpmloyent geneating potential. The DFC will be characterized by
 

a broadly based cquity structure. No individual shareholder will be allowed
 

to possess more than 10% of the cornon stock in order to avoid over
 

concen ation of the capital in small groups. Highly qualified professional
 

management will be recruited anc assisted by international experts.
 

Project selection criLteria will iihclude economic viability/impact, 

availability of s;killed manageient, estimated return on investment, direct 

employment potential, and foreign oxchange ,arnLngs. Credit will be extended 

to both in(dluStria and agr(u-Indlustrial projects Which meet the DEC's 

requireimnts. The DFC will be, the link between the investor coimunity, which 

is seeking to expand Haitian industrial and corrnmercial development, and 



international finance institutions. The DFC is expected to produce
 

significant direct stimulation to the Haitian economy, primarily in labor
 

intensive job creating-enterprises, as well as benefit those who receive loans
 

from it.
 

Specifically the Project's objectives will be to:
 

1. Establish the DFC as a viable financial institution that will
 

assist inmeeting the credit needs of the private sector for new or expanded
 

industrial projects.
 

2. Develop a loan portfolio (both indollars and gourdes) of medium
 

and long-term loans for industrial projects.
 

3. Create new employment opportunities in Port-au-Prince and the
 

provincial areas for both skilled and unskilled workErs, through the
 

stimulation of new industrial activity.
 

4. Increase the number of small farmers selling produce to
 

agribusinessps.
 

5. Increase foreign exchange earnings by financing new or expanded
 

export industries.
 

6. Develop new investment banking programs aimed at tapping
 

additional sources of funds for industrial lending (co-financing, etc).
 

7. Mobilize local savings through the development of investment
 

programs for the DFC.
 

8. Provide support services to client enterprises to assure the
 

efficient management of DFC investments.
 



C. The Implementing Institution
 

Following enactment of the proposed legislation, which is expected to
 

occur inSeptember 1982, the proposed investors will incorporate. Subsequent
 

to governmental approval of the articles of incorporation, which should occur
 

by early November 1982, shares of common stock will be sold to the
 

contributors who currently have $650,000 on deposit in an escrow account. See
 

the institutional analysis (Section V, D) for a more detailed description of
 

the proposed DFC, including anticipated equity base and structure, the
 

organization itself, the board of directors and the management and staff.
 

D. Project Activities
 

The DFC operations will entail the following activities: provision
 

of medium and long-term loans, some equity investments, granting of
 

guarantees, project development services, and client support services.
 

Based on the market survey interviews and a $200,000 lending l..mit
 

assured for the first three years, it appears that the DFC can expect tc
 

receive loan requests averaging $155,000 (in1981 dollars) during the first
 

three years of its operations. The requests will range from a high of $200
 

from agroindustrial firms to a low of $30,000 from assembly operations. -


Likely profiles of typical loan requests for each of the three sectors, based
 

largely on the impressions of the survey team and their knowledge of local
 

industry, appear below:
 

* The higher limit reflected in the operating policies was determined after
 

the completion of the market survey. Therefore averages may be higher
 

depending on the number of loans over the normal lending limit of the DFC.
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Agro-industrial loans Average size: $200,000
 

Loan to agroindustrial firms will be almost entirely for raw material and
 

equipment purchases, with few loans for constructions. The working capital
 

and construction loans will be predominantly Gourde denominated.
 

Approximately half of all loans will be for dollars, though somewhat less than
 

a third of these borrowers are net dollar earners.
 

Manufacturing loans Average size: $175,000
 

These loans will be primarily Gourde denominated loans for construction,
 

and Dollar denominated loans for equipment purchases. This sroctor as a whole
 

is,and will likely continue to be, a net user of foreign exchange, changing
 

only as overseas markets are developed. It should be noted that, for the
 

economy as a whole, import substitution through domestic manufactures will
 

result innet savings of foreign exchange.
 

Assembly loans Average size: $145,000
 

Loans to assembly firms will be almost exclusively dollar loans to finance
 

the working capital and equipment purchase of net foreign exchange earning
 

operations
 

ADJUSTED AND UNADJUSTED LOAND DEMAND
 

TOTAL, AVERAGE, HIGH AND LOW
 

Agro-

Industrial Manufacturing Assembly New Projects 

Number of Firms Interviewed 9 13 10 32 

Number of Firms with Need 2 4 4 7 

TOTAL IDENTIFIED NEED 

FOR FUNDS 400,000 700,000 580,000 870,000 

Average / 200,000 175,000 145,000 124,286 

High 200,000 200,000 200,000 200,000 

Low 200,000 100,000 30,000 50,000 

Weighted Average Total Loan Size = $154,698 

Average of firms with stated borrowing needs. 



1. Provision of Capital
 

a. loans
 

Lending money to private enterprises will always constitute
 

the DFC's major activity. Loans for manufacturing and agribusiness projects
 

will receive highest priority and the DFC will emphasize loans to projects
 

that promise the highest impact on employment generation. Loans to
 

enterprises inother sectors (tourism, trade, etc.) will have lower priority.
 

Although lending policies will be subject to continuous
 

adjustment to reflect shifting economic conditions and market demand, it is
 

anticipated that the following standards and criteria will guide the DFC's
 

lending policies during its initial phase. The DFC's loan portfolio should be
 

properly balanced with regard to risks, terms and sectors. The company will
 

in its first years place more emphasis on loans with shorter terms (e.g.
 

three-five years) and in the future, when its management will be more
 

experienced, may shift this emphasis to longer-term loans. Given the present
 

situation regarding sources of financing for Haitian companies, the DFC will
 

aim at supplying the kind of funds that are presently not available.
 

Short-term loans for terms of less than one year will remain an exception
 

given that such financing can often be obtained from local commercial banks.
 

Loan will have terms of up to 8 years, with a grace period of up to 2 years.
 

They will bear interest at rates which approximate local market rates
 

(presently around 16%). The average rate on the portfolio isU.S. prime plus
 

a 0.85% in year one, this rises to U.S. prime plus 1.25% for years 4-10. The
 

DFC will also ask for a closing fee of 2% in order to cover its expenses of
 

processing a loan. The financial analysis section discusses the interest
 

rates and terms inmore detail.
 

Initially loans will probably be between US $50,000 to US
 

$250,000, which will make the costs of these loans to the DFC relatively
 

expensive. Loan size will probably average $135,000 over the first five
 

years, and thereafter increase by a 10% inflation factor per annum. Loans
 

will be secured by proper collateral.
 



Given the large industrial growth potential which exists
 

throughout the Haitian industrial sector, the DFC's loan portfolio will be as
 

diversified as possible and not restricted to one specific sector, e.g.
 

agribusiness projects, as proposed unde the previous DFC project proposal.
 

Under the current project design the types of operations which should be
 

considered for financing are:
 

(1) 	exporters of goods manufactured wholly or primarily
 

from local raw materials (agro-industry for example);
 

(2) 	exporters of goods with a mix of imported and local
 

raw materials;
 

(3) 	exporters of goods from imported raw materials with at
 

least a 25% domestic value added;
 

(4) 	producers for the local market with local raw
 

materials;
 

(5) 	producers of import substitutes from imported raw
 

materials with substantial domestic val,e added or
 

cost savings;
 

(6) 	companies whose operation directly enhance the ability
 

of other companies to earn foreign exchange (such as
 

services for the tourist industry, a trucker of
 

agricultural products etc.)
 

Where projects are of similar financial quality, the DFC
 

should consider factors such as the amount of domestic value added, overall
 

employment generation, geographic location, use of specific agricultural raw
 

materials, environmental impact, e'rployment of the unskilled poor, and
 

employment of women
 

In addition to the above criteria, the DFC will limit the
 

maximum size of loans to any one coimpany or group of related companies to no
 

more than 15% of its equity base. During the initial years, however, this
 

limitation could be restrictive because the equity base will be small; e.g.
 

15% of $1 million equals $150,000. As the market study shows,there is a
 



substantial demand for loans in the $200,000 - 300,000 range. In special
 

cases where the developmental aspects of the projects are particularly
 

important, USAID will consider waiving the 15% limit.
 

A large percentage of the DFC's borrowers will require
 

dollar loans to purchase goods and services from off-shore suppliers, and for
 

loan repayments. The current foreign exchange shortage in Haiti is expected
 

to continue to be a major constraint during the early life of the DFC and,
 

therefore, the availability of foreign exchange will be critical to the DFC's
 

operations. AID will provide dollar financing to the DFC for re-lending and
 

the DFC core group is presently exploring the possibility of entering into a
 

formal agreement with the Central Bank, which would guarantee foreign exchange
 

access for the DFC customers. IL is believed that such an arrangement is
 

feasible and would be advantageous to both the Central Bank and the DFC.
 

In all cases, it is assumed that reasonable credit policies
 

will be used to assure the safety of loans, including a thorough analysis of
 

the project sponsor as to financial and moral integrity, as well as ability.
 

A project financial analysis will also be required which takes into account
 

suppliers, markets, labor, cash flow, leverage and other normally applied
 

The DFC will require complete and regular financial statements from
criteria. 


its clients, who will be encouraged to use independent auditors and follow
 

internationally accepted accounting principles.
 

b. Equity Investments
 

The new law will permit the DFC to take equity positions in
 

Haitian enterprises. The core group and project committee is fully aware of
 

the dangers of making equity investments, and venture capital is not widely
 

sought as most businessmen are unwilling to relinguish ownership to others.
 

However, on the belief that these investments could play a valuable role in
 

Haiti, it is anticipated that the DFC could make a limited number of equity
 

investments after 4-5 years of operations. These investments were not
 



accounted for in the financial projections as dividends and capital gains
 

would not be likely for several years after the investments were made, making
 

income projections highly speculative. If the DFC does begin to selectively
 

make equity investments, itmight consider establishing a separate subsidiary
 

as was done by Financiera Dominicana to accomodate the risky nature of these
 

venture capital investments. The DFC will only take minority equity
 

positions, e.g. between 10 to 30%, and a divestiture plan will accompany any
 

such investments. The investor group might represent one such source of buy
 

out purchasers.
 

c. Guarantees
 

The DFC will consider providing a limited amount of
 

guarantees to other lenders on behalf of companies who cannot quite meet the
 

leverage and/or collateral requirement of such lenders. Although such cases
 

will probably put the DFC in a risk position between the lender and the equity
 

investor, the business, if available, and if each case is fully controlled by
 

the DFC, could prove attractive as fees will be earned without DFC assets
 

being invested. The financial analysis provides for only minor amounts of
 

guarantees due to the lack of information as to the potential for this type of
 

business.
 

d. Limitations on DFC Activities
 

Specific restrictions will also govern DFC investment
 

activities financed by A.I.D. The project agreement will specify that unless
 

A I.D. agrees in writing:
 

- Investments in excess of 15% of the DFC's equity will not 

be made to a single sub-borrower or a group of related
 

sub-borrowers.
 

- Loans or equity investments and guarantees may not be made 

to businesses inwhich any officer or employee of the DFC
 

or their imediate family has a financial interest.
 



Equity investments will not be made during the first three
 

years of operation.
 

Equity investments will not exceed 5% of the DFC's invested
 

assets or 20% of the DFC's equity, which ever is lower.
 

The demand analysis does not indicate that any investments would
 

finance sugar, citrus or palm oil for export. It is possible, however, that
 

such sub-projects could be identified in the future. If so, they will not be
 

financed with A.I.D. funds.
 

2. Project Development Services
 

The problems encountered to date in attaining the re-discounting
 

goals originally envisioned by the World Bank supported Industrial Development
 

Fund (FDI) are apparently related to a lack of sufficient project development
 

services for prospective clients. A recent evaluation of the operations of
 

the FDI stated that the absence of knowledge and experience in the business
 

and banking community concerning the concepts of long term operational
 

analysis is one of the principal constraints to their ability to process loan
 

applications. The information requirements of the FDI, not unusual for the
 

sound evaluation of long term loan applications, have tended to discourage the
 

potential borrower who is not accustomed to such requests for data. Not
 

surprisingly these findings are corroborated by the management of the
 

international commercial banks in Haiti who have, among other problems,
 

encountered almost a general absence of credible financial statements upon
 

which credit officers can base their analysis. The information submitted is
 

not necessarily done in bad faith, but is the result of inadequate accounting
 

systems. The collective experience discussed above demonstrates a tradition
 

of business practices in Haiti which will be an obvious area of concern for
 

the DFC's management. Such a tradition could limit the DFC's effectiveness
 

unless a strategy for addressing this data gap is incorporated into its
 

organizational structure and supported by appropriate levels of technical
 

assistance. The credit analyses conducted by the DFC will entail more than
 



the analysis of financial statements. The information required will in many
 

instances go beyond the capability of the prospective borrower who may not
 

have the organization, understanding or "interest" in discussing production
 

planning, marketing, cost accounting, and other issues which appear to be off
 

in the future.
 

By the very nature of its loans, which involve higher risk term
 

lending, the DFC will need in-house capacity to assess and structure
 

projects. Applicants for financial assistance will seldom be in a position to
 

submit a thoroughly researched project. The DFC's response in the absence or
 

inadequacy of information should not be passive. Without compromising its
 

objectivity, the DFC can involve itself to a certain extent in the analysis
 

and design of a proj~ct. An active collaboration with the established
 

business commnunity in the initial years, to be broadened to include new
 

entrants, will be absolutely necessary to achieve the developmental goals of
 

the institution and critical to the building of a sound portfolio. By
 

becoming involved in certain projects at an early stage of development, the
 

DFC may ensure their success and, correspondingly, the high quality of the
 

DFC's portfolio.
 

The DFC should play a major role in attracting foreign investors
 

to Haiti by becofiing instrumental in putting together various types of joint
 

ventures. The DFC could facilitate such arrangements between Haitian
 

promotors, investors, Haitian financial institutions, a foreign partner, and
 

the DFC itself. By virtue of the quality and range of its shareholders the
 

DFC will be in an excellent position to assume this catalytic role.
 

Initially, contacts with foreign companies will be made as the need arises
 

through specific projects. Later on, the DF] might choose to promote such
 

joint ventures more actively.
 

3. Client Support Services
 

Loan administration or loan supervision is one of the key
 

components of development banking. This function serves to protect the health
 

of the loan portfolio as well as the projects financed, and is primarily
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concerned with the iiiplementation of the loan agreement and the monitoring of
 

the project through the life of the loan.
 

Borrowers of the DFC will be required to submit on a regular
 

basis information deemed critical to the success of the project being
 

financed. This information, together with frequent personal contacts will
 

enable the DFC to detect trouble (and opportunities) in the early stages of
 

development and to avoid costly surprises.
 

As a result of the loan supervision activities, the DFC will be
 

in a position to assist its borrowers in developing their technical and
 

managerial skills. These activities would be similar to those performed by
 

LAAD on behalf of its borrowers, or commercial banks in the United States with
 

its smaller borrowers. Such "trouble shooting" services will allow the
 

project to continue operating smoothly or to overcome specific bottlenecks
 

which can occur in the marketing, production or other areas.
 

4. Technical Assistance for the DFC
 

Three aspects of the DFC's activities call for outside
 

assistance: a) the day-to-day start up and management of the company; b) the
 

analysis of particular projects, including the project development services to
 

Le provided to clients as described previously; and c) the supervision/
 

monitoring of loans and investments. A senior advisor (24PM), a project
 

analyst/credit specialist (24 PM) and a loan administration specialist
 

(24 PM), will be contracted to assist with these needs. */ The long term
 

advisors will be supplemented by short term consultants who will provide
 

technical expertise for specific sub-projects.
 

/ 	 Refer to Annex K, "Technical Assistance plan" for proposed contracting
 
plan and scopes of work.
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The DFC will require advice on establishing policies and
 

procedures for its internal operations, as well as its practices regarding
 

investment appraisals and approvals. A proper internal accounting and
 

financing system will have to be set up, and the DFC's staff will require
 

training. The DFC's investment analysts will probably not possess enough
 

technical expertise to adequately evaluate the economic and financial
 

prospects of all potential projects. The long term TA advisors will train DFC
 

staff and assist clients inappraising their projects. Short term foreign
 

and local consultants will be relied upon for specialized needs.
 

The advisors and ultimately the DFC's staff itself will be
 

involved in a variety of project identification, preparation, appraisal,
 

implementation and to some extent training acLivities, as there is an absence
 

of knowledge and experience in the banking and business community concerning
 

the concepts of long term credit analysis. Longer term planning inan
 

operational sense is rarely done, and few businesses in Haiti have a business
 

plan beyond 3-6 months. Critical to the development of a large, sound
 

portfolio for the DFC, and to the economic health of the country, will be the
 

development of managerial capabilities within hEiti's industrial community.
 

An additional facet crucial to the long-term success of the DFC
 

will be its ability to follow the implementation/operation of its loans and
 

equity investments in order to anticipate problems and facilitate solutions.
 

Initially, the ability to problem solve for a wide variety of industrial
 

enterprises (as the portfolio of the DFC grows) will not be found within the
 

DFC's own internal resources. Although all TA advisors will have a role in
 

investment monitoring, special attention to this aspect and training of DFC
 

staff will be carried out by contracting a loan administration specialist in
 

year 2 of DFC operations.
 

5. Training
 

Training activities will be directed principally to the DFC
 

staff through on the job training provided by the TA advisors, as well as
 

short term course work inproject appraisal, credit analysis, and
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Due to the low level of project analysis capability in
international finance. 


the industrial sector, some training will also have to be directed toward
 

clients, so as to upgrade their managefrial abilities and to better insure
 

smooth project implementation loan repayment. Clients training will be
 

carried out by DFC staff, the TA advisors and also in a limited way through
 

short term in-country seminars. Follow-up efforts would most likely be
 

managed by ADIH and could be extended to non-DFC clients. While the DFC
 

training effort is experimental in nature, the costs are modest and it should
 

not be seen as detracting from the main line business of the DFC. It is
 

instead a recognition that this training is needed by the business community,
 

and will in the long run enhance the prospects for the DFC's success.
 

E. Repayment Plan: The Trust Fund
 

A condition precedent to disbursement will be included in the Project
 

Authorization and Project Agreement which calls for the establishment of This
 

trust fund. This mechanism will be a means of providing direct support for
 

other private sector activities which will strengthen the managerial and
 

technical capacity of the business community and contribute to the support of
 

entrepreneurial drive in Haiti.
 

A special account will be opened at a local commercial bank in which
 

both the interest and, after the grace period, principal payments will be
 

deposited. Either an international bank(s) or local bank(s) may be used for
 

this purpose at the discretion of the Board of Directors. The payments into
 

the thrust fund will be in Gourdes. At the end of the third year of the DFC's
 

operation approximately $250,000 will be available for
 

progranning/utilization. An incremental amount (estiir-7ed $200,000) will be
 

paid in annually for the next seven years. Thereafter, the payment increases
 

to approximately $595,000 and reduces gradually to $215,000 in the twentleth
 

year.
 

The monies in the trust fund will Le used to f[nmince private sector 

development programs that will be munvually agreed upon by AID and t.he DFC'J 

Board of Directors. Once the DFC be~omes operational, formal propo::alz will 



be developed and funds will be disbursed to independent private sector
 

organizations for specific projects whi-n have been analyzed by the DFC's
 

Boards and approved by AID.
 

The trust fund mechanism is an unusual procedure, as normally
 

grantees are not required to repay their crants. In this case the DFC will
 

repay the $4 million in investment capital, over 20 years plus an annual
 

In order to
interest charge of 5 percent into a fund held in trust by a bank. 


assure that repayment is made, the graitr agreement will nor. teriinate until
 

repayment of the investment capital ("principj") and MIrtest is completed.
 

In effect AID, as it does in loan agreements, wil have a twenty year contract
 

with the ter= of .he agreementwith the DFC. Should thc fa'al to comply 

(i.e. fails to meet its repayment obligation), AID will have the " rmt to 

require imediiate payment of unrepalo "pr incipal" )lus any accrued interest. 

The effect of this "acceleration" would be to put the DFC In default of their 

notifl d. ;ithout thi] t'peagreement, at which point other debtors Could( be 

of an agreeiikent AID would not have any powers of enforcement should the DFC 

chose not to coiqply.
 



IV. FINANCIAL PLAN
 

A Use of A.I.D. Funds
 

The $5 million A.I.D. grant will be provided for sub-project
 

investments, technical assistance and training as discussed below:
 

- $4 million will be used for subprojects in the form of debt or
 

equity investments. These funds will be used by clients for the foreign
 

exchange and local currency costs associated with the acquisition of
 

equipment, the pourchase of raw materials, the construction or refurbishing of
 

plants, and thz provision of permanent working capital.
 

- $1 million will be used for TA and training as shown in the
 

following table:
 



B. BUDGET 
($0oo) 

1. T.A. Program 
1 

Years 
2 3 4 

a. Staff 
Senior Advisor 
Loan Evaluation Special
Loan Administration 
Short-term Specialists 

ist 
125 
90 
-
45 

125 -

90 -
80 80 
45 45 

250 
180 
160 
135 

Sub-total  staff 260 340 125 725 

b. 	Staff Support
 
Bilingual Secretary 15 15 - 30
 
Vehicles (2) 20 - - 20
 

Sub-total 	- Support 35 15 - 50
 

c. 	 Executive Search 1/ 35 - - 40
 

Sub-total T.A. 335 355 125 815
 

2. 	Training Program
 

a. 	Project Analysis Seminar 15 15 20 50
 
b. 	Banking Practices Seminar 5 5 5 15
 
c. 	International Banking Seminar 5 5 5 15
 
d. 	Client Orientation and 

Training - 25 30 55 

Sub-Total 	- Training 25 50 60 135
 

3. 	Contingency (5%) 50
 

Total Program 1,000
 

1/ Based on estimated fee of 1/3 base salary of seior advisor plus expenses.
 



PROJECT SUMMARY 

($000) 

A.I.D. D.F.C. TOTAL. 

Equity $1,000 $1,000 

Investment Capital 4,000 $4,000 

T.A. 815 815 

Training 135 135 

Contingency 50 5___.C 

Total $5,000 $1,000 $6,000 



V. PROJECT ANALYSES
 

A. Financial Analysis
 

Given a moderately stable political and economic environment in
 

Haiti, the ultimate financial success of a development finance company in
 

Haiti will depend upon three crucial factors. First, there must exist, or be
 

reasonably expected to develop a market of sufficient size and quality
 

presently unserved and/or underserved by existing financial institutions.
 

Second, capable management must be available to properly organize and manage
 

the company under potentially varying and risky environments, paying
 

particular attention to controlling costs per dollar of loans outstanding.
 

Third, the cost of capiLcl to the DFC must be on average low enough, and the
 

rate on subloans high enough to allow a sufficient margin for coverage of all
 

non interest expenses (e.g. administrative expenses), plus a reasonable
 

profit. The latter is especially important for the development of an initial
 

investor group, and for establishing the basis for raising additional amounts
 

of equity capital in the future.
 

Based on the projected market demand for the DFC's loan capital it is
 

estimated thet the DFC will have an outstanding loan portfolio (after
 

repayments) of $11.8 million by the end of the fifth year of operation. This
 

level of lending is more than enough to utilize the equity of the firm, the
 

proposed $4 million in AID funds and $5.5 million of additional financing. As
 

discussed in the Project Rationale Section (II. B.4) an extremely conservative
 

method of determining the demand, for capital was used, and therefore there is
 

little doubt that the DFC will have a sufficient market for its loans. In
 

spite of this, sensitivity analyses were conducted that allow for
 

significantly reduced volumes to s',w how much further demand could drop
 

before impairing the viability of the DFC.
 

A computer model was used to produce a base case (or most probable)
 

financial projection of the DFC over ten years, and to do a sensitivity
 



analysis of key variables which would affect their DFC's performance. A
 

detailed description of how the model operates is included in Annex L, Exhibit
 

1. In summary, the model allows the programmer to input:
 

a) 	ten year level of market demand met by the DFC broken into four
 

portfolios, in order to allow differential pricing on loans;:
 

b) the maximum level of USAID financing at a given rate;
 

c) amounts of guarantees given;
 

d) loan, interest rates and guarantee fee rates;
 

e) 	provisions/losses on loans and guarantees;
 

f) fixed asset purchases and depreciation;
 

g) operating expenses;
 

h) rates on additional borrowings above the USAID loan;
 

i) rates on fixed time deposits;
 

j) the grace periods and repayments periods of sub-loans;
 

k) 	a dividend rate;
 

1) 	a ten year prime rate projection (fixed deposit, outside
 

borrowing and subloan rates are floating at a set spread over or
 

under prime)
 

m) 	an annual maximum debt/equity ratio (which forces the program to
 

raise additional amounts of paid in capital in order to maintain
 

the ratio in light of the market available to the DFC); and,
 

n) 	an opening balance sheet.
 

The computer then generates ten year balance sheets, income
 

statements, sources and uses of working capital statements, and analysis
 

ratios.
 

The anticipated annual volume of sub-loans made by the DFC is as follows for
 

the base case scenario:
 

(1983) 

Year 1 2 3 4 5 6 7 8 9 10 

Loans Made 630 2,060 3,548 4,327 5,027 5,839 6,783 7,878 8,794 9,675 

($000) 



1 The Base Case
 

The base case financial projections in Annex L Exhibit 2 reflect the
 

performance of the DFC OF Haiti under the set of assumptions what we believe
 

most likely approximate the expected future external environment and internal
 

operating efficiencies of the bank during the years 1983 through 1992. These
 

underlying assumptions are discussed below. While the base case analysis is
 

developed from our best estimates of the DFC's future market and capabilities,
 

it is important to recognize that the term of the projection period and the
 

volatility of many of the key variables (such as interest rates) make even the
 

best estimates uncertain. In the sensitivity analysis section which follows
 

the discussion of the base case results, we have quantified The impact of
 

changes in those variables considered to be either highly uncertain, critical
 

to the success of the DFC, or indicative of the effects of policy options
 

currently under consideration.
 

a. Base Case Assumptions
 

Loan Portfolios
 

Because the DFC will have the flexibility to set the terms of its loans to
 

meet the needs and merits of each project (within the boundaries established
 

by its management and charter), four separate sub-lending portfolios have been
 

provided for in the financial model.
 

The total of the four portfolios is determined by the base case loan
 

demand to be met by the DFC, as shown earlier.
 

In the base case, the interest rate charged on each portfolio
 

distinguishes one from another, though the grace period and repayment period
 

of each may be set independently. Presently, for the base case, all loans in
 

year 1 and 2 are for five years total term including a one year grace period
 

on principal interest and payments. From year three the loans are for six
 



years including a one year grace period. The rates on these four portfolios
 

and the percentage of total loans made in each portfolio appear below.
 

Percentage of Total 

Sub-Lending Rate (basis points over Loans Made in Year 

Portfolio or under U.S. Primes 1 2 3 4-10 

1 +2 50% 60% 65% 70%
 

2 0 40% 30% 25% 20%
 

3 -1 5% 5% 5% 5%
 

4 -2 5% 5% 5% 5%
 

Lending Rates
 

It is assumed that the DFC will lend at floating, rather than fixed rates 

because it will ultimately have to borrow a substantial amount of money at 

floating commercial rates. It may decide to lend at fixed rates from its 

fixed rate sources of funds, and at floating rates from the remaining sources, 

but it will in any case have to be aware of average spread over its cost of 

funds. Given fluctuations in lending rates, a floating rate on sub loans 

seemed more reasonable for this analysis. In general, local rates tend to 

follow the U.S. prime rate with a moderate time lags being the norm. Market 

rates are justified on subloans due to the increased term risk level, 

availability of dollar financing, rapidity of response, and potential 

technical assistance offered by the DFC. The increasing percentage of loans 

made under the terms of portfolio one, the highest rate portfolio, reflects 

the need for the bank increasingly to price its loans over its marginal cost 

of funds, when higher cost market rate borrowings increase in later years as a 

percentage of the their total loanable funds. Once the AID loan and the fixed 

deposits have been fully drawn down, the rates earned on portfolios 2,3, and 4 

(prime, prime -1% and prime -2% ) are very close to the DFC's marginal cost of 

funds. The narrow gross interest margin on these portfolios, does not cover 

the related operating expenses and loan loss provisions and, the-fr.ore, ln1iits 

the DFC's ability to lend large unounts at these discretionary interest. rates 

without jeopardizing its long term viability. 



Loan fees
 

The base case projections provide for loan fees of 2% of the amount of
 

each loans, received when funds are disbursed. At this level, loan fees
 

approximate the direct costs to the DFC of appraising an average size loan.
 

The true annual cost of borrowing is increased by less than o.6% by these fees
 

over the life of a six year loan. It should also be noted that a 2% fee is
 

below the average charged by a successful DFC in a neighboring country.
 

Provision for Losses and Loan Charge Offs.
 

Because we expect that the DFC's loans will be primarily intermediate and
 

long term, and often to new ventures, the bank will be assuming greater credit
 

risks than other Haitian private lenders. To incorporate the cost of this
 

additional credit risk, we have established an annual loan loss provision of
 

1.5%, and net chargeoffs of 1% (chargeoffs are taken 2 years after the
 

provision is made) in our base case. For comparison, the loan loss experience
 

of 18 regional U.S. commercial banks over the years 1975 to 1981 averaged
 

between .272 and .51%, and had highs within those averages up to 1.47%. It is
 

important to emphasize that higher loss rates for the DFC are anticipated due
 

to the nature of the loans to be made by the DFC, and the economic and
 

political environment of the country, but they presume the establishment of
 

prudent and responsible lending policies by the DFC.
 

Fixed Deposits
 

Time deposits in local financial institutions will arise in the early
 

years of the DFC as subloans are to be first funded dollar for dollar from
 

concessionary loan sources, thus allowing equity and loan repayments to be
 

placed temporatily in local short term investments. Once the concessionary
 

loan sources are fully utilized, these fixed deposits are used to fund loans
 

before any markeL rate borrowings by the DFC take place. Any DFC funds
 

carried in fixed deposits earn a rate of prime - 3%, based on large-deposit
 

rates prevailing in Haiti at the time of this report.
 



Sources of Loanable Funds
 

USAID Loan
 

A $4 million AID loan* with a term of twenty years, a ten year grace
 

period on the repayment of principal and an interest rate of 5% is assumed,
 

with an additional $5 million available on the same terms in the third year.
 

This $9 million fund will be drawn down by the DFC to fund new loans made in
 

each year until the limit is reached. Both interest and principal payments on
 

the AID loans will be paid into a trust fund to be administered by USAID and
 

these amounts will be available for funding future A.I.D. projects in Haiti.
 

While USAID may not itself provide the additional $5 million, there will
 

likely be a need for additional concessionary financing.
 

An interest rate of 5 percent isconsidered an appropriate level for AID's
 

capitalization of the Corporation. Under the base case projection, this
 

interest rate will provide the DFC with an average gross margin of abou. 10 to
 

11 percent over the cost of the AID loan. However, interest on other loans,
 

operating expenses, and loan losses will reduce this margin, leaving a net
 

margin or yield on the entire portfolio of about seven percent in year five
 

and dripping to 4.3% by the tenth year.
 

This base case projection allows the DFC to increas its retained earnings
 

to $1 million by the fifth year of operation. Should the prime rate fall,
 

administrative expenses increase, losses increase, or past due payments on
 

loans grow, the margin will be squeezed and the contribution to retained
 

earnings reduced. The reduction inequity, in turn, limits the amount of
 

funds available to invest, and in future years will limit the ability of the
 

D.C to obtain additional debt or equity.
 

Although the AID capital will in fact be grant funds these monies will be
 

repaid into a special trust fund, and as such in this analysis will be
 
considered to be a loan.
 



Due to the uncertainty of the prime rate and therefore the rate at which
 

the DFC will be able to lend, the high administrative expenses in its early
 

years of operation and the financial prudence of augmenting the equity base of
 

the DFC as rapidly as possible, the 5 percent interest rate on A.I.D. funds i2
 

considered reasonable.
 

The presumed need for a follow-on A.I.D. or other donor loan is also
 

reasonable, as a strong case can be made at this time for an additional $5
 

million loan by the third year. The market demand is high and the DFC will
 

require a base of investment capital of more than the available $4 million if
 

it is to grow, prosper and properly serve its clientele. Further, access to
 

comnercial monies may be difficult, as the DFC will still be a relatively
 

young organization and probably will have experienced losses during its
 

initial years. The terms of this follow-on loan can and should be debated at
 

some point in the future. However for the purposes of the base case, terms
 

and rates identical to the AID loan were used.
 

Other Long Term Debt
 

Once the USAID loan and fixed deposits have been fully drawn down, the DFC
 

is expected to seek funds from private sources. Though these funds may be
 

provided by a variety of financial institutions (both bank and non bank), in
 

the base case we have structured the DFC's other long term debt based on terms
 

likely to be offered to the DFC by a commercial bank.* This private market
 

long term debt is priced at the prime rate plus 1% which is close to what
 

another regional agribusiness DFC pays for commercial bank credit, although it
 

is not certain that DFC in its early years will be able to obtain this low
 

rate. We hive assumed no specific loan covenants (such as dividend
 

restrictions or senior cy requirements).
 

This assumption should not be understood as implying that additional funds
 

on a concessionary basis should not or could not be sought and obtained,
 

but for the purposes of the base case a $9 million limit on concessionary
 

funding seemed reasonable ind conservative.
 



Debt/Equity Limitation
 

Rather than allow the DFC's debt to equity restrictions * to limit the 

DFC's lending volume, we have assumed that the DFC raises additional equity 

capital in those years where the debt to equity limitation is a constraint. 

Additional paid in capital is raised in increments of $100,000 until the 

target lending volume may be satisfied within the leverage limit. It is, 

however, recognized that additional equity may not always be available and in 

such cases, the lending volume of the DFC may be restricted. The debt/equity 

ratio was set initially at 5/1 which is in line with other regional DFCs. 

The higher limit in later years allows the DFC to service a larger portfolio 

than shown or to service the one shown with lower earnings. 

Dividends
 

Dividends may be paid in the second of any two successive years of
 

profitable operations. The amount declared and paid is equal to 10% of that
 

year's profit, which is consistent with the 10% maximum allowed during the
 

first ten years in the loan agreement covenants. Note that dividends may be
 

paid even when the debt to equity limitation is a constraint. It was felt
 

that if the DFC was prevented from paying dividends when additional capital
 

was required, it might be unable to market its stock.
 

Guarantees
 

The DFC will have the ability to make partial guarantees to other
 

creditors on behalf of borrowers who are close but not quite able to meet the
 

borrowing requirements of other financial institutions, but still satisfy the
 

requirements of the DFC's risk analysis.
 

* 	 5/1 in years 1-5, 6/1 in year six, thereafter 7/1 in year seven, 8/I in 

year eight, 9/1 in year 9 and 10/1 in year 10. 



Guarantee fees equal to 2% of the amount guaranteed will be charged, but
 

inthe base case we have provided for losses against these earnings equal to
 

0.5 % of the guarantee amount, charged off 2 years after the fees are received.
 

Due to the uncertain level of requirements for such guarantees, the
 

amounts have been kept to a minimun level beginning inyear three, rising to
 

$194,000 of new guarantees by the 10th year. We have also assumed that the
 

guarantees are outstanding for one year, given the short term nature of credit
 

from commercial lenders in Haiti which will most likely be the source for
 

guarantee rpquests.
 

Prime Rate Forecast
 

The ten years forecast for prime is at 14%, 15% 15.25%, 15.5%, 15.25%,
 

15%, 15%, 14.75%, 14.75% and 14.75%. Due to the lack of any published
 

forecasts (none were available from AID/Washington. The Federal Reserve Bank
 

of Boston, or the U.S. Treasury, Department), and given the acknowledged
 

imperfections of any others which could have been purchased from economic
 

forecasters at only a high cost, itwas decided to use an expectations
 

approach analysis to forecast prime. Under this approach the market for U.S.
 

Treasury Bonds over the next ten years is an indication of future Treasury
 

Bill rates and, by extension, prime rate for each of the ten years.
 

Operating Expenses
 

Operating expenses, also referred to as General and Administrative
 

Expenses were developed for the first five years and are presented in the
 

Institutional Analysis. Section V.D. These totals were used in the base
 

case, and inflated by 10% per annum for the next five years.
 

Taxes
 

No provision is made for taxes, consistent with the law for creation of
 

the DFC which exempts it from taxes of any sort during the first ten years of
 

operation.
 



b. Base Case Analysis
 

The resulting balance sheets income statements,funds flows, and analyses
 

statements for the base case are shown inAnnex L, Exhibit 2. It is clear
 

that under these assumptions, the DFC would be a highly profitable
 

organization, breaking even early inthe third year, with high rates of return
 

on assets (fropm 3.8% to 6.9% dur.Lg the first eight years after break even).
 

Leverage only approaches five to one during the fourth year, and thercafter
 

declines due to a combination of the high retained earnings level, and the
 

size of subloan portfolio which the DFC is able to handle given its
 

institutional constraints. The DFC has a peak return on equity of 37.5% in
 

the fourth year, and it thereafter declines to 17.5% inthe 10th year as
 

earnings inflate the equity base and leverage declines. Of course, in the
 

case of Haiti, where investors require substantial premiums in light of high
 

political and economic risk, rates of return in the range of 25% - 35% are not
 

considered excessive.
 

The internal growth rate of capital, a measure of internally generated
 

capital growth prior to payments of dividends, reaches a high of 45% in 1986
 

before dropping to 19% in 1992. Other development finance companies in the
 

region presently have internal growth rates of capital in the range of 10 

15%.
 

The primary reasons for the healthy earnings (as shown by the high returns 

on assets) is that the DFC has available to it a substantial level of share 

capital, retained earnings, and concessionary loan financing, which total 

$10.8 million by the fourth year at an average cost of 4.2% p*r annum. The 

loan portfolio of $9.0 million at that point, plus the fixed deposits of 1.8 

million, has a combined average (including fees) gross return of 16.8%, giving 

a net operating income of 12.6% on invested assets. With operating expenses 

equal to about 6.2% of invested assets inyear four, the net yield to the DFC 

is 6.4%. In other words, in the fourth year though not earlier, the DI.C could 

absorb increased borrowing costs of about 7.7% on the concessional borrowings, 

or reduce its sub loan rates by about 6.4%, and still be able to break even. 



After year five, when outside borrowing begins to take place at rates of prime
 

plus 1%. this net yield begins dropping, reaching 4.3% by the tenth year.
 

After Lhe tenth year, which is beyond the term of this analysis, a number
 

of scenarios can occur. As the concessionary financing is paid off, the
 

average cost of funds begins to rise, reducing the net yield. However, if the
 

DFC is able at that time to raise additional amounts of concessionary
 

financing, or if they increase their spreads over prime on their lending
 

portfolios, they could maintain their net operating income margin at current
 

levels. They could also reduce their loan portfolio as loans are repaid, thus
 

lowering the need for additional amounts of mirket rate financing. 'TIhe
 

figures also show that if there is a much larger irarket afte! the fifth year,
 

and if the DFC were willing to increase the size of its staff, it could borrow 

additional outside funds to support a larger loan portfolio, while still 

remaining within the debt to net worth limits. lfowver, its net operating 

income margin and returns on assets will drop wit" eve-ry dollar of increased 

loan at average base case rates, assuming full allocatli 0 aofd(Initrative 

costs. Once market rate borrowings are rLiuilre:d by the DFC6 it will always 

o:: ointface a trade off between lower return on assets (and at i lower 

return on cquity), and limiting the size ot the market tho,/ :,ve. The only 

other alternative is to increase the ,prold ov.r prie cvn 1 'ir i follo. 

The net operating income maroin of he DFC ( inter.2t .ind 1,e i0c(Ar 1ess 

interest costs) Lustat 6.2 0,in the. fifth 11r 4.5, t enthbe last y and i., 

year in order break given loan uf ,r dccl iningto even, the p' ovi;ion ind a 

administrative cost from 4.74 to 3.0 , plus 'A,4_ 11 guarantet lasses and 

depreciation. 

With only a pxxtlor of the loan loss provision in each year used against 

actual write ofif, jd the lag, I t (a ,.t.rVegiven "w- y,ar th n loss (dCOe! groW 

to 3.0. t itl, year 4.4In by ,htenth y.var. .. .hi ; l :rq thanby th, and h, 

sufficient. it he charylt () te i', O(t ;o I. it.:hAJIJ,A, 

noted t.at, at the. ::1::',nt., .'hLr ", il o,.v,'o[; v'nt ,uhC, t a!,i, 'e th 

qKjual ,Ve r,! "ats or V.4 74 J co: s; id'.' i ogr a,,' ch O.ft have, t t.o and a r1" 

increasin( them.
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As mentioned in the model description, the model forces increases in
 

minimum amounts of $100,000 in the paic in capital in any year in which the
 

debt to equity ration would otherwise be exceeded. In the base case, this
 

happens only in the third year, in a $200,000 amount, and is due to the large
 

increase in loans made that year, prior to reaching a positive earnings
 

position.
 

2. Sensitivity Analyses
 

Introduction
 

The sensitivity analyses disscussed below are intended to summarize the
 

effects of changes in one or more variables that: (1)were determined through
 

the base case analyses to be critical to the financial success of the DFC; (2)
 

are highly volatile and therefore unpredictable external factors, and (3)
 

illustrate the impact of various operating policy options. The tables in
 

Annex L Exhibit 3 are an integral part of this discussion, and are also melant
 

to provide easily reviewed summaries of all the cases. For Lhis discussion
 

four key sensitivity analyses were selected which demonstratee critical
 

scenarios. Four other sensitivities of further interest are presented in
 

Annex L, Exhibit 4.
 

(a) Prime Rate Reduction to 10%: 1982/14%, 1984/13%, 1985/12%, 1986/11%,
 

1987-1992/10%
 

Despite the fact that the DFC's marginal net spread over the cost of
 

other borrowed funds is unchanged, its average net spread is decreased because
 

sub loans will be at a lower spread over the fixed rate A.I.D. borrowings as
 

the prime declines. This results in a substantially lower (negative in 1992)
 

internal growth rate of capital, which forces the DFC to raise additional
 

share capital to remain within the debt to equity constraints. Greater
 

commercial borrowings are required because the DFC's earnings represent a far
 

smaller percentage of its total loans than under the base case where the debt
 

to equity ratio is less of a constraint. Note that under this scenario, the
 



DFC would be trying to market additional share capital based on a poor history
 

of dividends and earnings. As a variable rate lender with substantial fixed
 

rate funding, the DFC will have difficulty managing its average net spread and
 

return during periods of declining rates. If the DFC were a fixed rate
 

lender, it would do better as rates declined but worse as rates rise.
 

However, demand for term loans might be less during periods of prime rate
 

decline if potential borrowers foresee even lower rates.
 

fD) 25% Decrease in the Total Market for DFC Funds
 

The decrease in market has no impact in years 1983 and 1984 as the
 

capacity of the institution is still the binding constraint. During the
 

period 1985 to 1987, the DFC's net yield suffers because lower loan volumes
 

give them less of a base oiver which to spread their administrative costs
 

(assumed to be the same absolute dollar level as under the base case).
 

However, in later years, the DFC's net yield on its loan portfolio improves
 

because at lower loan volumes, the comparatively high priced commercial
 

borrowings (which do not begin until 1987) make up a smaller percentage of
 

total borrowed funds; while the marginal net yield isunchanged, the average
 

yield is improved.
 

The impact on the DFC's ability to provide its own capital internally
 

follows much the same pattern, and this forces the DFC to raise additional
 

equity (over and above the base case) inorder to remain within the debt to
 

equity constraint in 1987, despite the reduction in total loans outstanding.
 

After 1987 the DFC does not even approach the debt/equity liritation.
 

Although a significant reduction in market size has some adverse effect in
 

early years, it should be noted that the DFC could improve its performance
 

under a reduced loan volume scenario by reducing its staffing and overhead
 

levels as appropriate. This analysis highlights the fact that as the market
 

size increases, the DFC may actually do more poorly than under the base case
 

unless additional source of concessional funding or equity are found.
 



Assuming that administrative costs do not decline, a 60 -75% reduction in
 

actual loans outstanding would have to occur for the DFC to have an average
 

break even level of earnings during the fourth through sixth years, and
 

approximately 45% reduction wouild have to occur for the entire ten year
 

period.
 

(c) Administrative Expenses Increased 10% Over the Base Case
 

Greater operating expenses have an immediate impact on the bank's
 

earnings. This in turn lowers their retained profits, which necessitates
 

increased borrowings, all of which have a cumulative though minor (5-11%)
 

negative impact on earnings in the last six years. As the loan portfolio is
 

built up, increased costs have less and less effect on earnings, as they are
 

spread over a larger loan base. Under this scenario the DFC requires $100,000
 

more in paid in capital in 1985 and $100,000 again in 1986 (over and above the
 

base case) to remain within its leverage restrictions, and must slightly
 

irirrease its commercial borrowings to meet its borrowers demand for funds.
 

(d) $4 million A.I.D. Loan
 

Under this scenario, the total concessionary loans is reduced to $4.0 

million instead of the base case $9.0 million. Although the DFC marginal net 

spread over the cost of commercial bank borrowings is maintained at the same 

level as under the base case, the bank's average net spread is greatly reduced 

in each year after 1985 when commercial bank borrowings begin (two years 

earlier than under the base base). The greater proportion of high cost 

commercial borrowings to total loanable funds, through the impact on average 

net yield, results in a substantially lower internal growth rate of capital, 

which eventually becomes negative in 1992. Furthermore, in order to remain 

within its leverage limits, the DFC must raise additional share capital in the 

years 1985, 1986, 1987, 1991 and 1992. Beyond 1992, the DFC would likely 

consume increasing ainounts of its equity to finance operating lo:es, unless 

it severely restricted the size of the market it chooses to serve, yet it 

would face difficulty in raising equity due to its poor earnings performance. 



3. Summary
 

Except under the very worst of conditions, the DFC is a viable institution
 

if measured by a positive return on assets and equity. However, it should be
 

noted that under conditions of a low prime rate, or minimal concessionary
 

funding, the nominal returns on equity are below the prevailing 10% predicted
 

rate of inflation, thus yielding a negative real return on equity.
 

Furthermore, in the context of Haiti, very high premiums are required to
 

offset political and economic risk (25%-30% nominal return on equity is
 

common). As the DFC Is forced to go to the commercial market for funding of
 

its portfolio, its return on equity drops well below this level by the tenth
 

year, even in the base case. This will have an effect on the ability of the
 

DFC to raise additional amounts of paid-in capital in the future, unless
 

additional concessionary funding is obtained, or net average lending margins
 

are otherwise improved. If equity can't be raised there is ultimately an
 

effect on the size of the market which the DFC can serve.
 

The decrease in prime rate to 10% has the greatest effect on the results
 

of the DFC although the probability of this may be lower than other
 

sensitivity changes from the base. This change in prime reduces the margin
 

the DFC obtains over the use of USAID funds, although it can be offset by the
 

DFC to the extent that they are able to increase the margin over prime which
 

they charge on their subloans.
 

A reduced level of concessionary funding, as illustrated by the $4 million
 

USAID ioan sensitivity analysis, would have an irportant effect on the DFC
 

operation. A decrease of this size inccncessionary funding severely affects
 

the average net margins, and can only be offset by reductions in the size of
 

the market Served, and/or by increasing the interest rate iTurgin over prime on 

the subloan portfolio to the extent possible, consistent with a desired 

y)rrtfolio size. 



A 25% decline indemand for DFC credit would have a negative but minimal
 

impact on the DFC. A 25% drop inloan volume during the first three years,
 

reflecting greater difficulty than expected in the start up phase, produces
 

losses of approximately $92,000 in the first year, $77,000 in the second, and
 

a profit of $57,000 in the third. Although total net earnings for the three
 

years are about $220,000 below the base case, the absolute level of the
 

decrease isnot enough to impair the future viability of the DFC, so long as
 

the loan volume increases in the following years, or administrative expenses
 

are reduced in line with reduced loan volumes. However a reduction of 40-50%
 

in actual loans outstanding with no related decrease in staffing costs, would
 

have a serious negative effect in that this level of activity is an
 

approximate break even point. The effect would be 3imilar to doubling the
 

administrative expenses with no increase in loan volume. Neither market size,
 

nor level of loans outstanding are totally influenced by policy decisions, but
 

by a combination of the effects of the local and international economies, the
 

interest rate, terms, risk level and other lending policies of the DFC, and
 

the impact of technical assistance programs.
 



B. Economic Analysis
 

This project will establish a DFC to provide medium and long-term
 
credit and a broad range of investment services to investors in Haiti. The
 
increase in funds available for private sector investments, especially in
 
agro-industries and labor-intensive operations, isexpected to create
 
employment and increased incomes for the underemployed poor majority of the
 
population. The economic soundness of the proposed project will be determined
 
first through analyses of the impacts of the project on investment, employment
 
and earnings, gross domestic product and the balance of payments. The
 
econonic costs of the project will then be compared with the benefits to
 
determine the project's net contribution to real income and welfare.
 

I. Economic Impact of DFC Activities
 

a. Impact on Investments
 

The dynamic growth of private investment is fundamental in
 
order to achieve sustained and sustainable increases in the productivity and
 
incomes of Haitian urban and rural poor. Haiti has the potential to develop
 
numerous agro-industries due to the underdeveloped state of this sector and
 
the growing demand for processed goods and food within Haiti, especially from
 
the growing urban population. Similar opportunities .exist for small-scale
 
enterprises in all sectors, and for labor-intensive assembly export industry.
 
The latter, after spectacular growth over the last decade, now provides
 
livelihood for about 25 percent of the 1 million population of metropolitan
 
Port-au-Prince. Continued investment in the re-export industry iscrucial in
 
terms of its employment and income generation potential. Further, its work
 
force constitutes a significant source of demand for agriculture and
 
agro-industrial projects. Private enterprise in these areas contributes value
 
added to agriculture, to increased employment and income, to a better market
 
for agricultural products, and to scarce foreign exchange. A healthy,
 
expanding domestic private sector isalso essential to attract foreign private
 
investment.
 

While the potential for continued expansion and development
 
of industrial enterprises inHaiti remains great, with profits in the 30 to 50
 
percent range,I/ investors operate in a very difficult financial
 
environment. The limited availability of medium and long-term funds from
 
commercial banks, shortages of foreign exchange, and inefficient procedures
 
and limited funds of development finance institutions often effectively block
 
investments./ Hence, the DFC may realistically be expected to serve as a
 
catalist for net increases inprivate investment in Haiti.
 

I/ IDB, Opportunities for Industrial Investment in Haiti, May 1979,
 

2/ See the earlier discussion on constraints to private investment, Section
 
II. A.2.
 



Based upon the initial availability of $5 million in
 
A.I.D. loan funds and $1 million inDFC equity plus an additional $5 million
 
in concessionary financing in 1985, the DFC will be able to accomodate
 
projected loan demand over a ten year life of the project as follows.
 

Projected Gross Loan Volume ($U.S. 000's)
 

1983 630
 
1984 2,060
 
1985 3,548
 
1986 4,327
 
1987 5,027
 
1988 5,839
 
1989 61783
 
1990 7,878
 
1991 8,794
 
1992 9,675
 

These net additions to the [low of loanable funds inHaiti
 
represent but part of new investment that should be expected to be facilitated
 
by the DFC. Equity financing typically represents 70 percent of total project
 
financing in Haiti. In addition, it should be expected that many projects,
 
once they have obtained DFC financing, will become eliible for commercial
 
bank financing that would not otherwise be available. I/ It is
 
conservatively assumed for the analyses that follow that the combination of
 
equity and other financing match DFC financing on a one-to-one basis. Hence,
 
new gross investment in constant dollars isprojected to be as as follows over
 
the period 1983-1992:
 

Gross Investment Attributable to the DFC
 
(1982 U.S. $000's)
 

1983 1,146 
1984 3,404 
1985 5,330 
1986 5,910 
1987 6,244 
1988 6,586 
1989 6,960 
1990 7,358 
1991 7,458 
1992 7 470 
Total 57,866 

2/ Conercial banks have had excess reserves on the order of 30 percent for 
the past several years. IMF Annual Report on Haiti.1981.
 



Compared to 1981 gr, ss private sector investment of $103.1
 
million (1982 dollars), the DFC induced investment program is small but
 
significant. If allowances were made for probable indirect impacts the DFC
 
financing and investments might reasonably be expected to have on the
 
investment and financial climate, the impact would be considerably larger.
 

b. Impact on Employment and Earnings
 

Employment and earnings opportunities provided by the
 

project are especially important to the poor. With eroding hillside farmlands
 

and rural underemployment estimated to be 58 percent, increased employment
 

opportunities are essential. The high rates of urban underemployment and
 

unemployment, estimated to be around 50 percent by various sources,-/
 

suggest that the need for employment is also critical in urban areas.
 

The industrial projects financed by the DFC will generally
 

be labor intensive, with a high proportion of the jobs going to the
 

unskilled. Industrial investment by 66 newly approved enterprises in 1981 has
 

been estimated to be $14.4 million. Each of the 10,160 proposed jobs was to
 

cost on average $1,420 to create.2 / Most of the new projects were assembly
 

operations. Investment per job in small and medium-sized import substitution
 

enterprises, and in export-oriented ventures using domestic inputs, raned
 

between $3,100 in food processing to $12,880 in metal products in 19801/
 

Based on data generated from the project's loan demand
 

analysis, it is conservatively estimated that each permament full-time job
 

will require $6,800 investment. The capital stock generated by the DFC
 

investment program dividend by $6,800 yields the number of full-time jobs.
 

Employment is also created by industrial plant construction. It is estimated
 

that construction will constitute 50 percent of investment and Lhat $2,.00 of
 

construction will generate one nan-year of construction employment. 4/
 

Annual earning per unskilled employee (95 percent of all
 

employees) in the manufacturing sector is estimated to be $750, assuming
 

compensation at the minimum wage rate of $2.64 pei. day. Earnings of skilled
 

I/ 	C. Zuvekas, Jr., Aqricultural [>veloPment in Haiti Agency for 

International Developmpnt, Waa:hingtn, D.C., May 1978, j'p. 136-146. 

2/ 	 World Bank, Economic Memorandum on HWautL, Roport No. 3931-11A, May 1982, p. 
39.
 

3/ 	PNU/BIT HAI/74-I4, P6sultats ('! I'En uWt.o :,ur 1'Fimloi Industriel a 
Port-du-Pr w',,,Jan/Feb 1981 

Soee 	 World l'r. UrbainseprL No. 2152 - HA, April 
1979, p. 175.
 



workers and managers are estimated to raise average earnings per employee to
 
$1400 per year. Annual earnings per construction worker is estimated to be
 
$500.
 

Total employment and earnings directly attributable to DFC
 
investments is shown below. Total employment rises from approximately 230 in
 
1983 to 7800 in 1992, while total wage and salary earnings corresponding rise
 
from Sl5,000 in 1983 to $8.6 million in 1992. Indirect employment and
 
earnings effects could be expected to significantly add to these estimates. /
 

DFC Induced Employment Earnings
 

Employment 	 Earnings, 1982 ($000's)
 

Industrial Construction Total Industrial Construction Total
 

1983 0 229 229 $ 0 $115 $115
 
1984 169 680 849 237 340 577
 
1985 661 1,066 1,727 925 533 1,458
 
1986 1,411 1,182 2,593 1,975 591 2,566
 
1987 2,210 1,249 3,459 3,094 625 3,719
 
1988 3,018 1,317 4,335 4,225 659 4,884
 
1989 3,836 1,392 5,228 5,370 696 6,066
 
1990 4,667 1,472 6,139 6,534 736 7,270
 
1991 5,516 1,491 7,007 7,722 746 8,468
 
1992 6,337 1,494 7,831 8,872 747 8,619
 

iL/	Employment and earnings, y,:neraced by DFC operating and technical 
assiStance budget:; are also excluded. The domestic impact of this will 
likely be minimal. 



c. Impact on GDP 

Significant increases in gross domestic product are
 
especially important inHaiti, with its low per capita income level, estimated
 
to be $260 in 1979. With a population growth rate of 1.8 percent, the 
1976-81 2.6 percent annual growth rate in real GDP translates into only a 0.8 
percent annual increase in real GDP per capita. The DFC can be expected to 
play a small but important role in raising this critical growth rate. 

Based on its expected composition of subprojects to be
 
financed by the DFC, the overall capital to output ratio is expected to be
 
low. It will probably be quite similar to that estimated by LAAD's experience
 
inCentral America during the first drawdown on the A.I.D. loan. Hence the 
project's marginal capital/output ratio is assumed to be 1.5:1 or .67 4V 
Assuming that investments take one year on the average to become income 
generating capital and that depreciation is 5 percent per year, the following 
additions to GDP over a 10 year life of the project are projected: 

DFC Additions to GDP in 1982 $000's
 

1983 $ -0
1984 768 
1985 3,010 
1986 6,431 
1987 10,069 
1988 13,750 
1989 17,475 
1990 21,264 
1991 25,131 
1992 28,872 
TOTAL $126,770 

These figures only refer to value added directly atributable to the DFC
 
sponsored industrial projects. Additional indirect impacts, particularily on
 

agricultural production, should reasonably be anticipated. But the magnitude
 
of these inpacts on GDP cannot be quantitatively projected.
 

LAAD, Regional Agribusiness Development, Project Paper, 
AID-DLC/P-2127, Nov. 1975, p. 35. 



d. Impact on Balance of Payments 

The basic nature of the foreign exchange crises that Haiti
 
currently faces is documented in Section II.A.2.a. Given the anticipated
 
pressures on increased GOH expenditures, limited export revenues from
 
traditional exports (e.g. coffee and bauxite), and rising demands for imports,
 
the need to generate net exports will remain critical for the foreseeable
 
future.
 

DFC investments overall are expected to be net generators
 
of foreign exchange as they increase exports and/or reduce imports. This
 
especially will be the case in the assembly re-export sector, where net
 
exports rose from $1.8 million in 1970 to $40.0 million in 1981, a
 
considerable increase even after allowing for price increases.l/ To a
 
lesser degree, this should also be the case for light manufacturers which
 
utilize domestic inputs. This sector has increased its exports from $12.7
 
million in 1976 to $25.8 million in 1981.
 

The ability of agro-industries and import substituting
 
investments to be net savers of foreign exchange is less certain. Projects
 
which are capital intensive and/or import a large proportion of their inputs
 
may be in fact net users of foreign exchange. However, DFC
 
import-substituting subprojects are expected to be mainly labor-intensive and
 
users of domestic inputs, especially agricultural.
 

On average, DFC subprojects are expected to be net
 
exporters. However, neither their effect on exports nor import substitution
 
can be accurately quantified at this time.
 

2. Cost-Benefit Analysis
 

Assessing the economic soundness of the DFC requires a
 
comparison of project costs with expected benefits. This iscomplicated
 
because the proposed project isa financial institution which isdesigned to
 
be a catalyst to an industrial investment program. Hence, the analysis must
 
incorporate DFC costs with the costs and benefits associated with induced
 
industrial investments in Halti. This is made difficult because the outputs
 
and inputs of subprojects cannot be identified in advance. However, it is
 
insichtful to carry cost-benefit analvsis as far as itwill qo.
 

World Bank, Economic Memorandum on Haiti, Report No. 3931 - HA, May 
1982. 



The primary costs of the project are easy to identify. The DFC
 
will make investment in office equipment, technical assistance and training
 
will be provided to the DFC through an A.I.D. Grant, and DFC operating
 
expenses will be incurred. In addition to these costs, loan dispersements of
 
the DFC will facilitate real investments in industrial plant and equipment.
 
These investments are assumed to be equal to twice the volume of DFC loan
 
dispersements, with matching funds coming in the form of equity or other
 
sources of credit.
 

The greatest costs to this project are borne by the new or
 
expanding industrial firms. The managers must devote more hours to their
 
businesses, hire new workers, and increase purchases of raw materials and
 
intermediate goods. Since the exact costs are not known, it is assumed that
 
most operating costs and the associated benefits are approximately equal.
 
Hence, the returns to capital listed in the cost-benefit table are net of
 
these costs. However, where there are known differences between economic
 
costs and financial costs, adjustments have been made.
 

In the absence of distortions between economic and financial
 
costs, the market set return on capital would constitute the primary benefit
 
to society of DFC induced investment. The market rate of return on
 
investments is variously estimated to range between 30 and 50, 35 and 50, and
 
40 and 50 percent by the Inter-American Development Bank !/ and the 1orld
 
Bank.21/
 

Capital Consultants, S.I.., a Haitian firm with extensive
 
financial feasibility study experience for local industry, estimates an
 
average return of 35 percent for industrial investments. To be conservative a
 
30 percent average financial return on equity in assumed for DFC investment
 
projects. Thirty percent on equity translate into n !5.5 percent real rate of
 
return to capital after allowing for inflation and Haitian debt/equity
 
ratios..!/ A 15.5 percent real return would appear to be very conservative
 
given the growth potential of the industrial sector. And this rate of return
 
is quite similar to the return to industrial capital estimated for India on
 
the basis of detailed financial information on over 1000 industrial
 
firms./ Hence, we will accept this 15.5 percent return as the expected
 
market return on DFC induced industrial capital.
 

I/1DB, "Opportunities for Industrial Investment in Haiti", Washington, D.C.
 

May 1979. 

?/ World Bank, Economic Memorandum on Hal', Re#port No. 3931-HA, May 1982. 

3/ Discounting for 30 percent 
expected inflation. 

debt financing (at 15 percent) and 10 percent 

4/ A. Harberger, Project Evaluation, Markham, Chicago 1972, p. 189. 



Deviations of the economic rate of return on capital from the
 

market rate may result from foreign exchange shortages, labor market
 
These will be discussed in turn.
imperfections and indirect taxes. 


While the gourde to dollar official exchange rate is 5 to 1, the
 

estimated shadow exchange rate is 5.5 to 1. 1/ Given the long-term nature of
 

the foreign exchange shortage, a similar rate is likely to prevail over much
 

of the life of the DFC. Hence, industrial projects which are net exchange
 

earners will have lower real costs and higher economic profits. Since DFC
 

financed projects are expected on average to be net foreigni exchange earrers,
 

the economic rate of return on capital investments should accordingly be
 

adjusted upwards. However, since the actual composition of DFC subprojects is
 

not known, it is not possible at this time to assess the effect
 

It will simply be assumed that the effect would be positive.
quantitatively. 

Hence, 15.5 may conservatively be assumed to be a lower bound on the real
 

economic return to capital after accounting for shadow price of foreign
 

exchange.
 

The shadow wage for unskilled industrial workers in
 

Port-au-Prince is currently estimated to range between $1.72 and $2.15 per
 

day. A 1981 report by Capital Consult, S.A.!/ concludes that the average
 

wage for agricultural work is $1.40 per 8 hour day. After adjusting for
 

inflation and the higher cost of living in Port-au-Prince, 3!/ this
 

translates into $1.86 per day currently. The I.D.B. estimated the shadow wage
 

rate in Port-au-Prince for unskilled factory labor to be in the $1.00 to $1.25
 

range in 1978.. Allowing for inflation, this implies that the shadow wage
 

today would range from $1.72 to $2.15 per day.
 

Based on this information and informci Jlidqements of current
 

wage patterns in Port-au-Prince, it is estimated that the shadow wage is
 

approximately $2.00 per day. This contrasts with the currcnt industrial
 

minimum wage payment for actual working days of $3.26._4/ Hence,
 

approximately $1.25 a day per unskilled worker should be counted as an
 

economic benefit in excess of economic costs. Assuming 95 percent of
 

industrial workers will be unskilled, this implies the following benefit
 

stream over the ten year life of the project.
 

1/ 	The parallel "free-market" exchange rate is used as the shadow exchange
 

rate.
 
2/ 	Capital Consult, S.A., "Notes sur la Main-d'oeuvre Agricole en Hfaiti", 

Port-au-Prince, 1981. 
W/ Bank, Hfaiti Urban Secto" Survey, Ruport No. 2152-H1A, April 1979, p.World 
163.
 

4 	 The $2.64 wage requires coiqensaion for an estimated 284 day.; per year, 
while it is estimated that there are only 230 actual work days on average. 



DFC Wage Benefits in Excess of Costs (1982 $000's)
 

1983 $ -0
1984 	 46
 
1985 180 
1986 385 
1987 603 
1988 824 
1989 I,047 
1990 1,274 
1991 1,506 
1992 $ 1,730
 

YTAL $ 7,595.
 

These wage benefits may be expressed as a return to capital. So
 

doing wou]d add 4.0 percentage points to the estimated real rate of return to
 

capital.I/
 

Finally, indirect taxes, because they are zimply transfer
 

payments, and as such do not represent economic costs, need to be added to
 
The World Bank has estimated
financial profits to obtain economic profits. 


indirect taxes to be 19.7 percent of gross capital income (excluding
 

depreciation) for Haiti's modern industrial sector.!/ Applying this rate to
 

Haiti's estimated 15.5 financial profit rate yields an adjustment of 3.1
 

percentage points to be added to the financial rate to obtain the economic
 

rate of return on capital.
 

Accounting for the combined effects which can be quantified
 

yields an estimated economic rate of return on capital of 22.6 percent. The
 

impact of the foreign exchange disequilibrium would tend to make this a
 
an assumed rate of depreciation of
conservatively low estimate. Adjusting for 


5 percent yields a gross return to capital of 27.6 percent. This return is
 

net of all other firm operating costs.
 

Appiying this rate to the capital stock generated by DFC 
This is comared to costs over ainvestments yields the gross benefit stream. 


ten year life of DEC operations in the following table. Since the DFC would
 

induce major capital investment up through the last year, the return to the
 

depreciating capital stock is allowed to continue for an additional ten years.
 

1/ 	Harberger made a similar adjustment to estimate the social return to 

capital in India. His adjustment yielded an increase of nearly 6 

percentage points. A. Harberger, Project Evaluation, Markham , Chicago, 
1972 pp. 184-232. 

2/ 	 World Bank, Current Economic i- ,.ition fnd Iroe:tA; of Haiti, Vol II: 

Statistical Appendix, December 1978, p. 179. It is assumed that the tax 
rate increases brought about by -ecent tax reforms were offset by the 
inflationary impact on non ad valorem taxes. 



DFC (X)ST-BEhIEFIT ANALYSES (1982 $000's) 

Costs Benefits 

'i' O Lnical Gross Gross Net Net Present Net Present 

Assistarce DIC Oqx-ratiN9 Industrial 'IOtal Industrial Return on Benefit Value at Value at 

Year to DFC and Capita1 Inv.stamknt Costs Capital Capital(27.6%) (Col.7-Col.4) 10 percent 19 Percent 

1983 345 236 1146 1727 0 0 (1727) (1569) (1451) 

1984 352 244 3404 4000 1146 316 (3684) (3043) (2;0l) 

1985 46 327 5330 5803 4493 1240 (4563) (3427) (2706) 

1986 285 5910 6195 9558 2649 (3546) -2422) (1769) 

1987 291 6244 oJ5 15029 4148 (2387) (1482) (1000) 

1988 291 6586 6877 20522 5664 (i213) (684) (427) 

1989 326 6960 7286 26082 7199 (87) (45) (26) 

1990 291 7358 7649 _.1.738 8760 1111 519 277 m 

1991 291 7458 7741 37509 10352 2603 1104 544 
Fo 

1992 291 7470 7761 43092 11893 4132 1595 727 

1993 48407 13360 13360 4676 1977 

1994 45987 12692 12692 4049 1574 

1995 43687 12057 12057 3497 1254 

1996 41503 11454 11454 3012 1008 

1997 39428 10882 10882 2601 805 

1998 37456 10337 10337 2253 641 

1999 35584 9821 9821 1945 511 

2000 33804 9330 9330 1679 411 

2001 32114 8863 8863 1454 328 

2002 30508 8420 8420 1255 261 

16967 338 



The net present value of the project is nearly $17 million dollars
 
when discounted with an opportunity cost of capital of 10 percent.1/ In
 
order words, $17 million in benefits will be generated over the life of the
 
project after all economic costs are covered, including the opportunity cost
 
of capital. The internal rate of return is estimated to be 19.4 percent.
 

The precision of these estimates is of course limited by the
 
difficulty of projecting a rate of return to a collection of industrial
 
projects. However, the project would be economically viable as long as the
 
economic return on industrial investments were greater than 13.5 percent.
 
Given the estimated return of 22.6 percent, there appears to be considerable
 
leeway before the project would become unsound. In other words, the economic
 
justification for the project would not be reversed if reasonable alternative
 
values were used for the financial rate of return to capital, the opportunity
 
cost of labor, the effects of indirect taxes, or the shadow price of foreign
 
exchange.
 

In addition to the favorable economic returns on investment
 
described above, the analyses previously discussed demonstrate the favorable
 
impact which the DFC will have on industrial investments, employment and
 
earnings, GDP, and Haiti's balance of payments. Therefore, it is reasonable
 
to assume that the DFC will be a very sound economic investment.
 

1/ World Bank, Haiti: Economic Memorandum, Report No. 3079-HA, Feb. 1981.
 



C. Social Soundness Analysis 

Social Soundness factors have been examined for the proposed (DFC) 

project and the Mission believes that the project design is viable in terms of 

positive social impact. Several major factors which were considered in the 

design of the project are discussed below. 

The DFC represents a project concept which AID has promoted in Haiti 

over the past three years with the assistance of ADELATEC, the Arthur D. 

Little Corporation, and the World Bank 1 . The lack of medium and long-term 

credit and the need for a responsive financial institution to supply it have 

repeatedly been identified as among the major obstacles to greater industrial 

growth2 . During the past year the concept of the DFC is revived through a 

unique promotional campaign directed by local business leaders. A fundamental 

force behind this campaign wns the active involvement of the five principal 

business associations in Haiti and the leadership that key members of those 

associations provided. Their creation of a Private Sector Committee for 

Development and the subsequent drive to raise equity capital for the DFC 

received broad support iunong the private sector, confirming the credibility of 

this cxmnittec as well as the perceived need for such a financial 

institution. Substantial tnployment generation and widespread entrepreneurial 

growth due to the financing of nuw exqanded irxdustr~il projects are the most 

significant out-com-s anticipated under the project. 1he target population 

which will be reached by the DFC's operation,; can be divided into three 

categories of direct beneficiiries: (1) entrepreneurs/investors; (2) 

un 1)loyed or underanployed laborers (both urban and rura 1); and (3) small 

farmers. 

1. Entrepreneurs,/ Investors 

a. ID(r ;t ic 

(1) iw ndus;tra lit,/!Merchant:;: Thrtre appears to be a 

growingj niz ber of' 1.ll .Wuc.ited Imoatnitm,; Wio 'ire evt.rtng butine:;.; in tlhir 

1. A-5. Little arvi A n-iAic femii. bility :;thiv:; wrvt c(Anpleted in 1980 
2. Annex 1I, USJAID/1iti ()Unry IL:Vi,. l .v.tnLSLritgy StUitrin1t, by 1984. 



country for the first time. They may be either "permanent" Haitians or those 

uho have gone abroad and have now returned. Collectively, they might X-. 

described as a middle class with entrepreneurial tendencies (versus those who 

simply remain professionals, or bureaucrat.). Their investments may range 
from less than $50,000 (as an individual) to over $1 million (if part of a 

larger group). They often cannot rely on family or close friends for large 
investment assistance. Except for the Haitian comnnnity in the U.S. ihere 

there are few people with much knowledge of investment opportunities in Haiti, 

these new entrepreneurs do not have ready access to knowledgeable sources or 

appropriate marketing channels overseas. As a group, however they appear 

exceptionally responsive to new investment ideas. 

(2) Established Families: Haiti's organized industrial and 

commercial economy has long been dominated by a relatively few number of 

families. Mlost are concentrated in Port-au-Prince, although their roots may 

be in one of the regiorLl towns such as ,Ti, ,, I or Gip-Hitien. Although they 

may seek outside financing frcxn banks aid g&verrtnent bodies, this group is 
generally able to tap interrill resources imong f-unily and friend:; to undertake 

all but the largest projects. The most po%.rful or influentLil. of these 
families can sortime:; obtain concessicnry terns or legal or regu lntory 

interpretatic,:.; not availble to other businesMan. They can be quite 
responsive to new inve;stent ideas, howuver, given their range of interest, 

influence and options, they often pursue only the most a.s.ured of investments. 

b. Foreign 

Existing or potential foreign investors in Hlaiti typically 

fall into three braid categoriv:;: 

(1) G)II LA)n__("hi:; is group i.;1 -mctd ntes: a thait 

largely coaq)ri,;vd of) a!;:.v:hly iilu:;trie:;. 'llk.y ate ge:ern1ly (:uxr(pnie:; with 

individuial :;i lc.; ri; gfrmr :;10-2(W) i-Il ion that :-viv luve i.td ly Itnitedb ,-

prior but[.* ex4,ritenc, ,abroad. An i Ov,:tor fr1 thi.; ',roup wi llwiI151lly 

fItvi te rtec-lica 1 :;kill.'1; .r j I to. (Alitl lh 'cl-ded )y ia , iIt in: rofjtct 
if it it, oriented to export prxiuct lot. A1Uougli these-; inves-totrs oftenI haive 



access to the necessary capital they may want a significant capital commitment
 

by a Haitian partner as a show of good faith.
 

The assembly industries in Haiti have been the fastest 

growing component of the economy in the last decade. The subsector is 

comprised of approximately 200 factories which employ 40,000 to 60,000 

workers. Studies , :imate that 3 to 4 people indirectly benefit from the 

employment obtained by one assembly worker. Using the higher figures, the 

assembly industries help to support from 16 to 24 percent of the population of 

Port-au-Prince metropolitan area (currently estimated at 1 million) %here all 

the assembly operations are located 

(2) Multi-national Companies: This group includes
 

multinat.ionals of varying sizes including large organizations that possess all
 

the experience, skills, and capital resources necessary to evaluate a Haitian
 

opportunity and undertake it, no matter what the size. These companies may
 

not be interested in laitian pacticipaticn if it can be avoided. 'They are 

very risk-conscious and look at lHiti in relation to other countries where 

they might go to obtain similar benefits with less risk. These companies are 

usLully not interested in simillur inveitment opportunities (as are likely to 

be in)st cc(:rxn in Hiti), or in dealing with nunerous still suppliers (e.g., 

peasant l;irers). lk)%vr, these comrpanies will frequently seek out local 

inves;tors/~iigers; for joint venture projects Qiich take advantage of Hiti's 

large labor force, low .ztge rates and proximity to the U.S. . In such cases 

the Haitian inve,;tors will u.;tally be required to financce the locail costs of 

the investixnt in order to gain a ubstantli 1 role in the new enterprise. 

c. ()I;traint! 

alti doh4,; not hick for entrelpren.urn at any level. Should 

n promising icswtr:;.nt hh,:i t.:Are or t foreign inv .stor :;eek -luch a local 

pilrti ter or aigent , thv, n..t;y vntz'tt .,e'i '1 e hortlhc(xning. 11e 
proble:n i:; not in tw, ah~aence (dch .tiit'r; 1ut . c:ntra nt:;,l ,itrepr t 

prevent this .ntrir',. .i I ,*'r', fzu, ltl 1 z,'&l, . 

1. i,\n'x[I1I,11IJ)IID/11 ( jtutry l;.vlop t Strategy ;tatecnt , FY 1984. 

http:icswtr:;.nt


In interviews with Haitian businessmen and wmen, the lack of 

credit at reasonable interest rates has been cited as one of the major 

obstacles to more rapid investment by the private sector. Operating capital 

is also a problem. Most medium-to-small investors have typically used their 
short-term credit line to the maximum to expand rapidly from a limited 

personal capital/equity base. Thus, when sudden opportunities or problems 
arise vhich require short-term capital, they are unable to adequately respond. 

2. Unemployed or Underemployed Laborers (Urban & Rural) 

Haiti is in a gradual transition from an overuhelmingly agrarian 

to a dual economy with a dynamic new industrial sector. Currently, more than 
70 percent of the population lives in the rural areas, but produces less than 

40 percent of the national income. Unemployment in Haiti is estimated at 50% 
of the Job-seeking population and underemployment is estimated much higher. 

Roughly 54% of Haitian women are in the Labor force. 

Rural to urban migraL!.on is high and growing and both sectors 

suffer from widespread poverty. Rural poverty reflects an antiquated 
economic/social structure, low-level technologies, and a lack of incentives 

for the predominantly small farmer population. Urban poverty reflects 
widespread unemployment. Urban wage rates, while low by international 

standards, are currently two or three times higher than rural wages and the 
disparity is increasing. The possibility of higher ges, the total absence 

of unutilized arable Land, the lack of off-farm employment opportunities, and 
the far greater availability of social services in provincial capitals and 
Port-au-Prince are acceirating the inflow of rural poor to urban areas. I7i 
rural popubltion growth i; about % per year wile urban areas grow at over 4% 

per year. Port-au-Prince is growirg at 77. or more per year. 

112!;pite "overcrowding" and poverty in Port-au-Prince, die city 

offers the best overall condition.; for industrial investments. 'The vast 
majority oA Ihiti's baNks-; and firnincial in;titutlt)n:; are located in the city. 

Nationa 1 ,iid interiit iovni 1 c(rxnunicat ion;, the countlry':; principal1 port and 
airport, al the key goverronnt offices with Wich every businss will have to 

deal are in Port-au-pu nce. lrT(n the staindpoint of exl)atriate aviiagement 

http:migraL!.on


personnel, the living conditions and amenties of Port-au-Prince are far 

superior to those anywhere else in the country. Port-au-Prince has skilled 

manpower, business services, and above all, the city is the hub of the 

national market. Soon, Port-au-Prince will hold nearly one-third of the 

country's population. Few national businesses are able to survive in the 

rural periphery and the secondary cities of the country. Some agro

industries, because of their close ties to agriculture, may be able to Move 

into the regions outside of Port-au-Prince. 

3. Small Farmers 

Inspite of current demographic trends, Haiti is today, and will 

remain for some time to ccune, a predcninantly rural and agricultural country. 

According to the 1971 census, there v.re 620,0(X) farn units in Haliti on abcut 

365,000 hectares of hind. .,it'I unit, 1_Lw.Vver, ccnIList ed of .rJ7tw thI n one 

plot. '!he average plot ,;ize w-iz; 0.77 I-ctares and the avercige ntu!er of plots 

held by each farmer wi:; 1.8. ,hile few of the rural po:I)r ire to tlly 

landless, firm unit:; are ,.o :ia digricultu ra!1 l :; ::tu I that ::.o:;t 

rural inhbitants ,;ek -;Upp lvkenti rk uri'; ::;ci of t-.he ,.'ar. 'lIv,, lack 

of government and private :;ector i v,:;t:: -W in agriculI Lure couphtd, withi a 

pri-itive agricultural technolo;y tiat hi: re:aiid w,ntLil ly :.tatic since 

independence, are two of the Imljor factor:; ii: the declining prcAJuctivit': of 

Haiti's agricultural base. 

It i:; a1ct1,1-l Ie hl idea tl' tt ili ale..,t-bd:Ad farming 

systin !;ucti a,; L'iti' 8 in:-rs cannot h, induced to conu rt r.xidlv to ' liw 

crop. "hu:s, ;igrO- i du. trt8, 1 Lith (le(icatt! . land (1.,. I )r 1(1 ,-tnn 

I uised) co, i not rl:,k Lirl' I IX, hII, ; i ;I .,I I..' m-:, ,r, -f r ,.:,loj r 

source of raw L . ' . h Itm .trh.,. 'i.111'4.ti: 1'r.'2I,.'A rl.-1., inI Iiti 

with torui-t(Ao:; .1< taAb iccr,, lx , h . ''.., Lr: xir,,!cd I e, :..r, t: 

Mit)tJih ly 'db t. i:cd % 'ar, :, i 'a h '.';I.I c!.ilw".+ :i l t' Vlrar 4 h 

[increI:;(! I i I Ir nm,x iI' 'lq)v.r I ' ,rep:. , :'. .I1:I . . . ,(-, s rki t 1hV 

1iv, l Abilit,/ of t utj , .111 ()1 W.i i ' pAril)rovIdt! Iv tti.r ,. 1 ), ti~c 

jigro-i.l'dUNLtri . 

http:111'4.ti


The employment and earnings opportunities provided by the DFC
 

will be especially important to Haiti's poor. Many of the industrial
 

projects financed by the DFC will be labor-intensive and will often draw on
 

raw materials produced by Haiti's peasant farmers. Criteria for project
 

financing will reflect the above concerns.
 

Direct employment as a result of the DFC is projected to rise
 

from approximately 230 jobs in 1983 to 790 in 1992. A coresponding rise is
 

projected for huge arid salary earnings froL $139.000 in 1983 to $13. 1 million 

in 1992. Indirect employment and earnings effects can be e-xected to add
 

significantly to these estimates.
 

D. Institutional Analysis 

1. DFC ONerslip and E !uity Structure 

Annex I contain:; the DFC's articles of incorporation, uhich 

legally define its owership ard organizatioral structure. These articles or 

:;tatutes estnb li:L the institutlc'rv I fri i, )rk, and operatiolvil 

characteri stic.; ot _he DIEC. Ihe statutes are based upon rcccirrvxiation's 

originailly i: ide by A'L'I'T, Liter revised by A.I). LiLtt '1791 ultilkluely 

decided Uqun by the core group with the i.sistance of the leading attorneys in 

liti. 

The DFC wi 1] >e a dewlopment banking inr;titution 'vhich 'Will 

provide project aivimly,;is and fitincial services to c lints involvc(. in new or 

xpared itrxhu!-t r11i ,cct S. k; !;tat d n prilvii 1:; .(ttt:; of tLhi.:; pper 

the DFC illI1b d.,rxict,.rI;:cd by dlyhI:, d cq':itv 'hercbyits broi -ftrvture no 

Ltilivicluil l&h , ::.' ts!: ; ., a(.:c(,r~Itf:.g Lo U .:11iijj l?,;:;Lfttl , 

moEre diLuin I7 tut t-ov c ~crxn -;Lock- It ',.i. 11 1b4 iw Irvi(ity 11Wt 11'.w ourmA( 

cxnpanv ,t:d ;r i vate !litil n citi,;.:; ,o frl+, i lmtiiotii1:. 'Iii:- it itilly, r rr 2. 

will owil D . "t Ole . :,tck.,ll 


Tlhe1t-nIllit leg is LtIJ oiln v qtlr Lbvt LtLI I tD '( a itIn :n n 

equLty l .;e (autt rz ,vi l c ,-pItol ) (A $1 :'it ion within 1 ',.arn frei 0i,, 

dalte ot incotrorlt ionl. TIhti tt' $1Iiiimtl lhu$ bnN1-1 hI ,,,tg.l$b0,Oa 



has been paid into an escrow account. Upon incorporation it is expected that 

shares of common stock, each having one vote will be issued. Investors will
 

purchase sufficient shares to capitalize the DFC at about $700,000 initially.
 

The remaining $300,000 will be raised at a later date (but before drawing down
 

more,tlhn $2 million of the AID funds), by selling shares to either the
 

iniital stockholders or other investors. Barcd upon the contributions to the 

escrow account, it is expected that the average hidividual investment will be 

betwen $1,000 and $10,000; the maximum investment uould likely total $30,000; 

and the mean invest;.vnt will about $5,700. There will likely be about 140 

initial shareholders. 

Obviou;ly the imrket for shares is very lilaited ,ind not many 

Haitians are able and willing to hivest $5,000 to $10,000 in a venture that 

may not yield high returns. ul even better balance ,umot Shareholders will be 

achieved by inviting tl general public to particip.ite in the initial t,;ock 

offering (perh;y: in Ior amounts) and by limiting the 'm1ut of vo tig 

sh;tres to not uI)re t!han 10L for any one :;-Lirchlohidur. By limitij; the ::tLximLn 

lndtividtmid ouiwer-hip of slare.S, by ih:;)OSing adeqLate e lction procedures for 

tk&ard mel.lxr:;Ihip, and byi pcnitting purclhauses of a minimil ntz.ber of ,Jlares, 

broad ouner:;hip i:; TS:A1u11,1. 

:; to :si.; equity in tilt future, provi:;ion h i,. lbeen maide, 

through th ,'in(-g h ilt ;ni, for is.uing ,tcl, at any t,. 'Ilh board 

aMwl manngi-int will rvit&w tht- ;c'd tor itdditiolul 1,:. -i. .,uity 1:i light of 
ti le DFC ' ! . t. ~ ind . , i t .; (: .:,; t f ) ~ r u! i : ; ,~ p r o ti t : ;.* : ttt ; , t > 't,y 

Lit t rf-13i A It,, &t..1d ~~! iw tile;to 
J:t,1' ri:u t *4 'itf'slAtNlu lnL '111IdVlng t':;. a:. a It s)I i-t-.[V4 !t:[ ill 

dcbt/eja:it'i li::i 1:. ,tt l i :.hti by l, .in +l;-,,. 't . At til:; th:,2z tla" I . , cas:e 

.[: I~'t idditintl it.' v..ir tiltt+,.i i~ .c l I i'a ,yl. ru,~r,) tiL. n t 1" ,',j iLU TIhe 

'

oi w ii, tl A r .al,i ; ';'* *iI'. *IRn:gll'!:ltI: .'ill.: ?61Irr ' I ti..i~ InC ' .ll, 'r will1x: 

rugliu +it the, ,','its,.t tbi....q; '',!'~.vn h:. b,,'n ,. d~l.sUe t ) ¢,titln', bro ij 

plartIcl;i)ia i n !n tC,, lutirj , n t 'niit, l tt i11-:: tL,. Ue1 Li) i )L'.ct 1.11t illitial 

C:3c:oln -:1 +it: ,L -r-. lir i ,.flt i,,n id 

(,,.g. :dsV,, %ax 


fulr, etc .*) 1 ),c t prv ldhh +v#~d 

k.:;t,, ;.;Mol . A., ,.., , , l hv, , 01 l 

, tti :/V.' ::;I dlnAII i~r wi11 t i Ius iltI ngk~ 



to operate during the first few years. As projected in the financial
 

analysis, and as justified by the market demand, the DFC requires additional
 
capital 2.1/2 years after starting operations. This additional capital should
 

come through borrowings, as the DFC is more likely to be able to borrow than
 
to raise equity (note the debt/equity ratio is still relatively low). Whether
 

the borrowings are coumorcial or concessional remains to Ib,seen, but on the 
basis of experiences in other developing contries a follow-on soft loan is 

likely to be needed and can be justified. Without it the DFC's ability to 
maintain a reasonable Ivel of savings is greatly reduced. As showu ill the
 

financial analysis; a s cond concess;ionail loan is assumed in year three. 
Beyond this second loan the analysis assumes that connercial borrowings are 

obtained. It should also be pointed out that with only about $1 million in 
equity and ;:,.::ets totaling !; ;lihtly over $5 millicn, coupled with Lil, fact 
tlut the DI, will ,;ti 1Ie new and operating in a high risk environment, 
acce:;:; t-o ci:xercLi1 !ebt could be Hii:ited. 

With icgart co purchased fund:;, the legislation pernits the DFC 
to issue bonds.,; and tactentures but it (%aintot: hold dmni i, or short-term 

deposits. "lhe DR: obt;.ir and its rtioii inrd foreignan al ,-(o ,,in:; cr- tr4in t 

ink and 17.,intain " depos it:; in natiol il i- foreign kn. A:s t:he 
Corp)oriat iLi N-C{na s op r;mticrvtI andi :; .1) to iIta) p.]LI' l 

perfo:%,nce, it 1- oX[tJaCtCd ttt t lt g'nera 1 p)11 i C, inc lud low idividual 
.;aivur.; or pur[-m:; insurasi'.- inp ei CotIl I't] '. S.LUrCL: Of :.xutluin-term 

certificate.; of depos;it:;. 

2. 2Egani;-at ionmni M 

"ilo )dl:. z ,. i:IAt htlio1 below .1 ,;Lesition of how the 

DC could hc inir: i.mll :.tt-Litirc. [i~vA:ver, s,. thd.I decio.Itn belongs 

Oil. ADI)1I-A .tay . r ,.AIlt 0It dlt:i,:p,:.i, W;. it : tl,.G)-1 L;,:it-

FitatcU .'a :::inI ;mz. u~! . '. -lnt ,;l-., Artlut- D. I.Ji.t~h. t,'tn. It i,'t h',Ets: 

the 1;:4trt.rJ+,. t1::. .Alcia , X ,r I,,, ..W I.r11 :ri:,tr; '.L'OuM :t'Lt:,i-ill have% 

on thlt. 'l vet + drW (u, ttie, i ' lth td tl-i&1'o' Ow D H: miii 14 : folio. 
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a. Board of Directors and Officers: The DFC will have a Board 

of at least 5 and up to 12 members appointed at the annual membership 

meeting. The board will appoint a chairman, a vice chairman, a secretary and 

a treasurer. It is responsible for setting policy, delegation of its 
authority to appropriate management personnel, and general overall supervision 

of the activities of the DEC. 

The Articles of Incorporation of the DFC focus primarily on 

the general functions of the Board of Directors uhose members are elected by 

the shareholders, and of the Chnimnnan of the Board who is elected from among 

Board members by their votes. The Articles do nut specify how the DEC is to 

be organized, nor does it specify many details on how the Board and the DFC 

are to operate. The first Board of Directors will, therefore, have the 

responsibility of determining the rules and procedures under which future 
Iloards and the Corporation will conduct business. This is a proper role for a 

new N)ard, but it will require a careful exercise of that responsibility so as 

to keep the orgianL-tion a.-; flexible as possible in order to b, able to 

successfully operate in an uncertain and changing envirotnent. The results 

will be only a,,; goix1 as the care and effort Qiich the initial Boird puts into 

its task. 

"IhiL (Oiinin.i of the lM)ard will have the pour to manage the 

coquiny within the limits of th- powr of the Iard Wfich will presitibly be 

delegated to hin/her. 'lhi:; por.,;on will in turn delegate certain authority to 

the (t.Ier;al lll.iige r, %1) will be resputslb l to1 the day to day operation., of 

the c(s:plniy .; -. 1 a; t i; in h:q)ortant factor in helping to determine 

c(quilly p-)1Icy,. In , ,tidr I.,) .n:.ur thi; role for the General ,>tiager, the 

I'a rd h .1 t 'ii hi)r a '.vi .,.-; Lt) thie. by the ( -te ral a age r, perhaps 

inelksd ing hi ::/t ir -ttlg: dr)tthIoad 

l ,.Ih.~'~a l tuim411 will reit rt di rct ly to the Board or its 

(Ovirailn, and will b,-* . : lb1h r .,t ht; ,.)J rrowii gs by tile DFC, 

IU'Cote!;atry1 ]tygal cs)t.tat: with t),:lit itis tlg r' Lit L ub IO .,otivitlC.o;,not t) 

411I:for AniIy O' C ptitIa II I,,; I I i d , I . ×'r ' I ,l"uirt ,IIt:'. L .hIi C aII. w1ll! i 

rr':;p) 1:A~i)h, tu" ,i::,isl l ,. theI. it-i t m IIi ,.1 ,' ],rt::iut :etvting tv, ti 

Mtvriut I h ga I t pitI rni ,ii'bat I vI,I to Oilte Is lidIV,- atil gtlLII ¢itei ' tncti Ioils, 
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but will not actively take part in this on a daily basis, unless necessitated 

by unusual circumstances 

The external auditor, which shoulk be an internationally 
recognized company, will be responsible for the preparation of annual reports 

and for assisting the Controller or Acccounting Group with the design of 
appropriate accounting, control and management information systems. This firm 

will be responsible to the Board of Director 

b. Management and Staff* 

The Loan Evaluation Department of the DFC will be 
responsible for the full credit analysis and presentation of all potential 

projects: including the initial development of the prospect or screening of 
the request, in depth analytical work; loan committee presentation; 

negotiation of required covenants, ccllateral and guarantees; and other 
requirements necessary to actually lend money. The Clief of this department, 

,ho should be a good analyst of long-term credit requests, will operate for 
one year as the only analyst other than the General Manager. In addition to 

regular analysis activities, he/she will also have to initially draw up
 

operating policies for the department, and the general require-, s and 

minimun standards uhich the DFC will use for pre-screening prospective 

customers and projects. These latter requirements should be well publicized 
within the business roffunity in order to encourage potentil clients to 

carefully consider ium)ortint aspects of a project before coming to the DFC. 
Some of this vork uviv be done with the hel l) of outside technical assistance. 
Assistant loan officers will be added as demand requires. 11hy should be 

chosen not only on their ability to do long-term credit alalysis, but also for 
their specific expertise (if possible) in industriiil engineerig and/or 

agronomy. It will Lx neces;ary to have both of the's2 disciplines and 

correa;potxiing ,kills either in-house, or thriglh contracted expertise. 

Se Annex 11for job descriptions oL principnl officers. 
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The Legal Department will perform internal legal functions, 

specifically relating to the lenriing/guarante activities of the DFC. ihe 

department chief should be someone with legal training, but does not have to 

be a trained lawyer. In fact, in the early years, this probably would be an 

unwarranted expense. Functions will include: the preparation of basic loan 

contracts; amendment of these contracts to fit the individual subloans; the 

review of guarantees provided to the DFC from sub-borrowers; registration of 

collateral; the legal implications of loan evaluation recommendations; and the 

initiation/implementation of any legal actions requirexd to obtain repayment of 

subloans or recovery under guarantees, either directly or through contracts 

with outside collection agencies or legal counsel. 

The Loan Administration Department will have as its primary 

responsibility the mechanical details of actually making advances once a loan 

has been approved by the Loan Committee except for those activities handled by 

the Legal Department. Although Loan Ealuation should newr relinouish its 

overall responsibility for the lending relationship and 1- health of the 

company, Loan Admninistration can, in effect, help the ainalysts hverage their 

time. Loan A&inistration will obtain reports for advances against 

completion, determine that Imachinery being firanced or used a; collatcral is 

in p hce and of the type agreed to, do inventory coecl;, di.;bur;e against 

preconditions set by Loan E aluation, and follow custoaur c,,q)ILinue with the 

covernts of loain agrecinents. Together with the L.oan E'valuition I'Aartmunt, 

Loan Aministration personnel will )rk out i j)]lII of action .,h"1xild a 

ccustoiner be found to be having difficulty. '1he chief Of thi.; depa t lnnt 

will, in addition to setting up and overseeing; the ab,)ve enus.r~ited 

procedure.s, a .So d.Velo) and over,,;ct the treas:ury ind ca.-.h :ru,,nt 

function.,, of' the WFC, .iccounting/controlklr functi n;s, i)er:;nnleI and payro 1l 

functions, aI r,:c-f-t- )in, and rIqng,,:.int .rfl ;y t a ',:we oflfltt)1 this 

dUve loj)1I1lt ,Ark 14ty be doe1 with the0 :Of i:tance oL utlide c()r:; itt:; 

lIlomAver, the chief will initil li hatv to have ai iunfliarity with il l thse 

operations. 1'; tht CLIn)IIy trow.;, :A v1K. of ttUic.- rbe.nom 1t litil,.i be 

transferred into newly c(rnted departments, it, tt ir :i;-2, 'IZr!IIt s it. 

7flu, Cer:t l ,Iinager of the DR, will be tile chief _xcut1vU 

re 1 ;uj)ervi:,ingofficer ard will Nve the ;)oni;ibility of all three of the axwo 
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mentioned departments. To acccomplish this he/she will have to have a working 

knowledge of them all, in order to foresee or deal with any difficulties which 

may arise. Houever, in the early years of the DFC operation, continuing into 

the later years under a low growth scenario, the General Manager will also 

speud a significant amount of time performing credit analysis, acting to a 

certain extent as Chief Lean Officer. The ability to perform this function 

must be a particular force of the General Manager, in addition to being 

skilled in management. If the organization grows rapidly, there will be less 

and less time for the General Manager to act as an analyst, and this day to 

day responsibility will have to be taken up by the Loan Evaluation Group. 

Loan approval decisions will probably be the responsibility 

of a Loan Committee, particularly in the early years when there are few people 

on the staff with credit experience. The Board will have to decide who sits 

on the Committee, but is should probably include the head of Loan Evaluation, 

the General Manager, Chief of Loan Administration, and one or more members of 

the Board of Directors, the latter perhaps on a rotating basis. The Board may 

also wish to grant the Chairman or General Manager loan approval authority 

within certain limits, on their own. 

It should again be emphasized that this organization plan 

and thc specific assignments of responsibilities are a proposed mode of 

operation. It is extremely important that flexibility be built into whatever 

system is develop d, and it should be expected that it will evolve over time 

in response to changing needs'. 

3. DFC Operating Csts - ($000) Years 1 2 3 4 5 

a. Staff -

General Manager 70 77 85 92 100 
Exec. !cretary (bilingual) 12 13 15 16 18 

Administrative Assistant - - 15 16 18 

Lega.i dvisor 6 7 8 0 10 

EteinaI Auditor 6 7 8 9 10 



loan Evaluation 

1 office chief 
1 assistant loan officer 

1 assistant loan officer 

1 secretary/typist 

35 
-

-

7 

40 
21 

-

8 

45 
23 

21 

9 

69 
25 

23 

10 

55 
28 

25 

11 

Legal Department 

1 office chief 

1 assistant 

1 secretary/typist 

14 

-

7 

16 

-

8 

18 

9 

9 

20 

10 

10 

22 

11 

11 

Loan Administration 

1 office chief 

1 treasurer/accountant 

1 secretary/typist 

(controller) 

-

14 

-

35 

16 

8 

40 

18 

9 

45 

20 

10 

50 

22 

11 

Clerical/Logistical 

chauffer/messenger 

cleaning/security 

2 

2 

2 

2 

3 

3 

3 

3 

4 

4 

Total Personnel 175 260 338 371 410 

b. General and Administrative Expenses -

Rent 

Utilities 

Telephone 

Telex 

Office Supplies 

12 

2 

4 

1 

1 

12 

2 

4 

1 

1 

15 

3 

5 

2 

2 

15 

3 

5 

2 

2 

18 

4 

6 

2 

3 
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Local transportation 2 2 3 3 4 

Travel 6 6 7 7 8 
Equipment rental (computers, etc.) 3 3 4 4 5 

Professional fees (accounting) 2 2 3 3 4 
Public re lations 2 2 3 3 4 

Sub-Total 35 35 47 47 58
 

Total 210 295 385 418 468 

Fringe Benefits and Payroll Charges - Haiti (used in computing above figures)
 

Bonus - 1 extra month salary (December)
 
Vacation - 1/2 month salary
 

Social Security - 4%
 

Workmen's compensation - 2%
 

Labor training tax - 17
 

Paid holidays - 11 days/yr.
 

Sick leave - 15 days/yr.
 

Health card - $5/card
 

Severance pay - 2 eeks to 3 months based on years of employment at the rate
 
of approximately one month/5 years.
 

For women, maternity leave of 6 eeks of paid salary.
 

Total Fringe Benefits and Payroll Charges average 38.4%.
 

Other Costs
 

Office Rent - $10/sq. ft./yr.
 

Utilities: Phone Rental $25/mo. plus $3/extension
 

Power 3" cents/Kilouatt hour
 

Telex Rental-ninimum of $100/month
 

Water - $5/month
 

Auditors - $40/hour
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VI. PROJEC' DMLEINTION 

A. Project Management 

1. Role of AID 

The Mission's Office of Private Enterprise Development (OPED) 

will be responsible for monitoring the project. With the assistance of the 

Mission Controller arid, when required, Mission management, the OPED will: 

- review and forward for processing DFC requests for disbursements; 

- review proposed sub-loans which require AID approval; 
- review DFC reports and other related correspondence, taking 

action as needed; 
- supervise project evaluation activities; 

- monitor project activity, ensuring compliance with conditions 

and covenants of Project Agreement, taking management action as 

necessary; and 
- make periodic visits to sub-project sites; 

- report on the project to Mission management and AID/W as 

appropriate. 

The review/approval process will consist of two steps. The DFC 

will submit to USAID a sub-loan proposal that will include a detailed analysis 

of the proposed project in terms of its technical, financial, marketing and 

managerial aspects. This proposal will be accompanied by a DFC letter 

certifying that the proposed investment has been authorized by the Board of 

Directors and a copy of the proposed loan agreement with the perspective 

client. Upon receipt of the sub-loan proposal, USAID's OPED office will 

initiate USAID's review of these documents. This review will not examine the 

credit worthiness of the project per se, which is properly the role of the 

DFC's nfficers, but will focus on: compliance with agreed upon lending 

criteria; the anticipated economic impact of the project; and compliance with 



-99
the 	terms and conditions of the AID Project Agreement and overall objectives 

of the Project. 

Fifteen (15) days after receipt of the sub-loan proposal 
USAID/Haiti will advise the DFC, in writing, of Its decision which will result 

in one of three outcomes: (a)USAID's concurrence with the DFC request; or (b) 
a request for additional information required for a decision; or (c) the 

rejection of the proposed sub-loan. 

2. 	 Role of DFC 

The DFC will be responsible for developing and installing all 
sublending management systems and procedures (after obtaining AID's 

approval). The DFC will also develop and formalize all sublending policies, 
in accordance with the conditions of the AID grant*. 

The DFC will systematically supervise its loans and investments 
in order to monitor their performance, and to provide any necessary back-up 

support. The DFC will compile a set of key indices for each such project and
 

require the respective companies to supply that information periodically, 

preferably on a quarterly basis. The collected data will comprise not only 

financial indices but also information on fulfillment of other project 

evaluation criteria as appropriate in each case. 

B. 	 Implementation Schedule Event 

Date 	 (eek of) 

I. 	 Project Paper submitted to AID/W Sept. 13, 1982 

2. 	 DFC legislation approved 

by GOH (Presidential signature) Sept. 13, 1982 

* 	 Annex J describes the DFC's proposed policy and operations guidelines. 
They will be formally submitted and approved as a contition precedent to 
disbursement. 



-100

3. 	 AID/W review/approval 

4. 	 Preliminary organization of DFC: 

Selection of provisional Board of Director 

5. 	 DFC General Assembly: approval of by-laws 

and election of Board of Directors 

6. 	 Selection of General Manager 

7. 	 Incorporation of DFC 

and opening of temporary offices 

8. 	 Negotiate/Sign Project Agreement 

9. 	 Conditions Precedent to first 

disbursement met 


10. 	 Issue Request for Proposals (RFP)
 

for Technical assistance team 


11. 	 Public Opening of DFC's 

permament Office 


12. 	 Closing date for RFP 

Receipt of proposals 

13. 	 Select/Contract 

Technical Assistance Contractor 


14. 	Arrival of Senior Advisor and
 

Project Analysis/Credit Specialist 


15. 	 Condition precedent to disbursement
 

for sub-project lending satisfied 


Sept. 27, 1982 

Sept. 27, 1982 

Oct. 11, 1982
 

Oct. 18, 1982
 

Nov. 8, 1982
 

Nov. 15, 1982
 

Nov. 29, 1982
 

Nov. 29, 1982
 

Dec. 15, 1982 

Jan 10, 1983
 

Feb. 7, 1983
 

March 7, 1983 

April 4, 1983
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16. Arrival of Loan Adninistration 

Specialist 	 Jan. 1984 

17. Conditions precedent to disbursement 

of in excess of $2,0 million in lending 
capital satisfied Jan. 1984 

18. Mid-course evaluation 	 Oct. 1984 

19. End of Project Evaluation 	 Oct. 1985 

20. PACD 	 Dec. 1985 

C. Evaluation Plan 

Two in-dept project evaluations will be conducted by independent 
contractors during the life of the Project*. The first one is scheduled after 

two years of project implementation (October 1984), at which time the DFC's 
progress towards implementation targets will be scrutinized. The second 

evaluation will be scheduled for October 1985, thus serving as an end of
 

project evaluation. 

These comprehensive evaluations will assess the following aspects of
 

the Project:
 

(1) The impact of sub-loans on the borrowers' businesses in terms of 

increased income and entry into new markets. 

(2) The macro-economic effect of the DFC's operations on foreign 
exchange earnings, numoers of small farmers participating in
 

cropping programs with DFC sub-borrowers, and employment
 

generation.
 

* 	 Three (3) PM of consulting services will be budgeted for the two 
evaluations; the first will be funded by the DFC and the final one with 
AID 	funds.
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(3) 	 The effectiveness of the DFC's financial operations in 

relation to its client requirements. 

The targets and indicators presented in the logical framework 

will be the principal basis for measuring progress towards achieving the 

Project's goal and purpose. 

Information for carrying out the evaluations will be obtained 

from: project records, independent audit reports and interviews with DFC 

personnel, clients, technical advisors, and USAID officials. 

D. 	 Disbursement Procedures 

USAID will utilize the following for the disbursement of project 

funds: 

1. Direct Reimbursement - For Sub-Project Lending: The DFC will be 

required to submit annual sub-project lending estimates based on projected loan 

demand. Based upon these requirements, USAID/Haiti will establish a revolving 

fund which will be replenished as required. Detailed procedures governing the 

revolving fund will be spelled out in Project Implementation letters (PILs). 

2. Direct Payments - For Goods and Services to be Procured by 

USAID/Haiti. For these items, USAID will issue PIOs, Purchase Orders, etc. 

E. 	 Procurement Procedures
 

The DFC is an intermediate credit institution and its procurement 

policies will be in accordance with Handbook 1, Supplement B, Chapter 19. The 

source and origin of U.S. dollar procurement will be in those countries 

included in Code 941 of the AID Geographic Code Book and Haiti. 

The DFC's management will have re:3ponsibility for monitoring 

procurement, and regular reports will be submitted to USAID/Haiti. 
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VII.ONDITIONS AND NEO3TIATING STATUS 

A. Negotiating Status 

This project has been developed on a collaborative basis with the DFC 
core group which represents the investors. These individuals have reviewed 
the project paper and proposed conditions and covenants and find them 
acceptable. It is expected that negotiations will be accomplished rapidly, 
and that a grant agreement will be finalized within two weeks after the 

incorporation of the DFC. 

B. Conditions and Covenants 

The following conditions and covenants will be included in the grant
 
agreement. These conditions and covenants 
 are similar to those utilized with 

other intermediate credit institution projects in the LAC Bureau. 

Conditions Precedent to First Disbursement 

Prior to the first disbursement under the Grant, or to the issuance 
by AID of documentation pursuant to which disbursement will be made, the 

Grantee will, except as the parties may otherwise agree in writing, furnish to 
AID in form and substance satisfactory to AID: 

1. An opinion of Grantee's counsel satisfactory to AID, that the 
Grantee has been duly organized and incorporated under the laws of Haiti, that 
Grantee has taken all corporate and legal action required under the laws of 
Haiti and has full powers essential to the effective implementation by Grantee 

of the Project; 

2. An opinion of counsel acceptable to AID stating that this 
Agreement has been duly authorized and/or ratified by, and is a legally 

executed binding obligation of the Grantee in accordance with all of its terms. 

3. A statement of the name of the principal officers of the Grantee 

and of any additional representatives, together with a specimen signature of
 

each person specified in such statement.
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4. Evidence of paid-in capital of not less than the gourde 

equivalent of seven hundred thousand United States Dollars ($700,000). 

5. Evidence of the selection of a general manager or interim
 

project manager satisfactory to AID and the establishment of an office for the
 

DFC. 

6. Except for the consulting services required to recruit a general 

manager, evidence that the Grantee has identified sources of technical 

assistance, satisfactory to AID, to assist the Grantee in the organization and 

operation of the DFC. 

Conditions Precedent to disbursement for Sub-Project Lending 

Except as AID may otherwise agree in writing, prior to disbursement 

under the Grant or to issuance by AID of documentation pursuant to which 

disbursement will be made to finance Sub-Project Lending, the Grantee will 

furnish to AID in form and substance satisfactory to AID: 

1. A statement setting forth the basic organizational policies and 

operational guidelines of the DFC. 

2. A statement setting forth the lending criteria and procedures 

the Grantee will follow in reviewing, analyzing and administering sub-loans, 

investments and guarantees. 

3. Evidpnce satisfactory to AID that the Grantee has employed the 

staff required to carry out the DFC's operations. 

4. A plan for the periodic audit of sub-loans. 

5. A description of the DFC's trust fund mechanism for loan 

repayment, including an agreement with a participating bank, which describes 

its operation, projected cash flow, and schedule for its establishment. 



6. 	 A detailed tio year operating budget. 

Conditions precedent to Disbursement of in Excess of $2,000,000 
Lending Capital 

Prior to disburseraent under the Grant or to issuance by AID of 
documentation pursuant to which disbursement will be made for in Excess of 

$2,000,000 of Grant fundF, the Grantee will, except as AID may otherwise agree 
in writing, furnish AID in form and substance satisfactory to AID evidence 

that 	the Grantee has obcained additional total paid-in capital of the gourde 
equivalent of $300,000 raising total paid-in capital in gourde equivalent of 

$1,000,000. 

Special Covenants 

1. 	 Project Evaluation - The Parties agree to establish an 
evaluation program as part of the Project. E cept as the Parties otherwise 

agree in writing, the program will include. 

(a) 	 evaluation of progress toward attainment of the objectives 

of the project; 

(b) 	 identification and evaluation of problem areas of 
contraints which may inhibit such atainment; 

(c) 	assessment of how such information may be used to help 
overcome such probleirs; and 

(d) 	 evaluation, to the degree feasible, of the overall 
development linpact of the Project. 

2. Other Special CovenInts - Grantee agrees that, unless AID 
otherwise agrees in writing, it will:
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(a) 	 Not declare or pay any cash dividend during the grace 

period until such time as the DFC has realized two 

consecutive years of profit. Furthermore, the amount 

declared and paid should not exceed IC.of that year's 

profits. 

(b) 	 Not use AID funds to pay administrative or operating 

expenses of the Grantee.
 

(c) 	 Not without prior AID approval make sub-loans or guarantees 

to, or equity investment in, business or other activities 

in hich any menber of the Board of Directors, officer or 

employee of the Grantee or their immediate family has a 

financial interest.
 

(d) 	 Maintain a reserve for bad debts of at least two percent 

(Z7) of all outstanding loans. 

(e) 	 Not incur any indebtedness which would enjoy a position 

superior to the obligation incurred under the AI) loans. 

(f) 	 Use ref lou- of sub-loan principal and interest in 

conformity with the purpose of the Project. 

(S) 	 Submit a report to AID each quarter (luring the life of this 

Agreeent. Eiac report will contain a breanldow of 

sub-projects, showing types of industry, coiitments and 

disbursements, erns and conditions of financiig and uses 

of AID funds, an aging of account, and other conments as 

appropriate. 

(h) 	 Amend or modify its corporate charter and by-laws without 

prior approval of AID. 
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(1) 	 Not undertake equity financing of sub-projects during the 

firsL three years of operations.
 

(j) 	 Limit the m=ximum total amaint of outstanding loans and or 

guarantees to any sub-bor-ower, or groups of borrowers with 
similar ownership, to no more than 15% of the Grantee's 

equity base at the time sub-loans or guarantees are made. 

(k) 	 Repay the AID grant funds prcvided for sub-lending in 
Gourdes (both principal and interest) to an independent 

trust fund.
 

(1) 	 Will submit for AID approval a policy regarding the use of 
guarantees prior to the issuance of any guarantee. 

(m) 	 Fngage the services of an internationally receognized 
accounting firm to carry out an annual audit of the 

Grantee's operation;. 

(n) 	 Not incur short or long-term liabilities which cause the 

debt/equity ratio of the DFC to exceed five to one (5/1). 

(o) 	 Not make equity investment which exceed 57 of the DFC's 

total assets or 207. of the DFC's equity %,hichever is lower. 



fi s I'rtV 7 I" ;I ,.ujaa~t rgILLL.(hAMl 

A1H# IIIANCIA INSTI ,%vJLImAK IllIN Cft C0 SIM A 

011IA11 I1 L 1AII11 18I11 lllTINIC IlRATS(0 IC'.01'411o Iti 
11$ 	 2iN101MCMIIis £A1 l iW'll.t ?Pt(-#I MPH PMA.l1Gc!s11O el 1,9 161N1111 INAt 0 .1 Aii-

6CI1 FI111 11O01l-0811 IAC8'fl IMs ell i V11,11 toI INIO AWISOlLgIN~ ONlAIllN1ck 11131MRVIS 
*....g..,.@.........t......@...e#e~.@~*eo**@Ou~s@ ASIS Al it1911C911As IILUSIIIATES 10 Pill MISSION -

IlS 9-0 it'6l I53.:. ;i !. : ii> ... flAPIS I S A ILOAlIIG RA itETIS O0 tIIIIIATI!IIAL3t 	 or11010 Mom11 Al,
out01153APPIOPRIAIC O001tA 

IN03111f 	 , INIIIRUMI, I1KIII Oft 1i31C1 VITiItIGN1 10n0I 0IA lIl/tCIS11111111iAll

" IA110111 	 AIl 1,011N00 ItSESCElIIO IN
APPIOVES I AIS/AAARI IC111 11AIDSA11 AID 


Il OFS0
A15118C/StTA411TI01 011011 	 P?. FINANCIAL 610 01111M0 ItP31,811O0 1101 
O1111t 	 MAWEITTIIIII1II 1 AND
11IT INIIIEW.S7I1A8 AN
AIAAIO: 0 1IUll1011018N1t 


Allm sel141I 	 111111111 AAL~h Iptolp o 16 1IMPACT ON 
#I01115 at 581095 lilts, LOCALC111311 
1108311i i SI O 1hi P(CIIII iT INIATIOU CLIl 7111AIII UIiAC0ISIttUE tota l) 


LP.
AI./IACG0S0111li l1t - ;, 	 P!ONIATNUII 111OL 8 IIOP'P 

(14111)RlEI1 	 TNSAIS/IACPI11 " FINANCIA 0AE RIIOWAISD/lC4A I CSiIT1 0 111 	 .4.* VIAIIIIT 81O FIIICIA 

AiSIDA/IA.~l5lI0 	 * STAINUIT fIOJIGTIOII! SNiMS ItPISTEWiCI I P 

10111111 olstIISIIIIN T1U10611, I8I1SC VIAIILIT, ASSMPIOlS SIMS II 

0411 1 tA 180 AMA LAI lAt? P7PO PUP 1184 CIL F11 IM11111 STAT[$.81 	 Me 
WA5 IIC-10 900FNI 

!i.i ...... 3114 3101151/U I31 HN0SEr.Ue PIII K VIITEIIVE milEiV, 
MISSION SUMS 81111TI MII4111111 TICtoPC WILL* M11111 JR a: 
81918 111941. Till W0Pl ISICt IN IAIiATIO 0O-INEITTi AVIVIN 

* .olPAT A t. 1411 10151811MI ll115I8T1 	 TIt I o too O CAPITAL, SlVfmPmil I6018 140li OF 
' 
911(185 	 V A"l 3ICOIIIIWA!OI U lilIIhUitIl STATE 2ll153 	 1li112PF 5i350l3l904081l.qIS,(ICLIIIS,AlllAnli1lI ALIA, IlS S + . 

ilActrol 
WAS TEAT U 101 x LIMIT R 1A , T11 II 
"1110PiIIATlil o 1IOAiL IIIIAL sutiv 

It t.*EVL
SAISAC 


1,0. p91811 	 PIOLIVI3ATION P0 111811081 INS :SIltfah 13 U.%*/A 

11411 SHAl SwC STAhl it ?
511. 91011 Mat Itlit01$ta 
SuI*ECTI 	 SILMItct 1118111 COAPOATION fit t511-8141 LIMIT 0 08oo1111 SEtto6Om *v -tV9 of: 00 

MIN161P AI EMiTso110ItiR 131115 '0 0M 4 i,tx IOFluI1111 

SIC ft1 !:119 W111-9 .10u0C10totIEIC II tP31 I 	 i!Ilnll 8to 53131881. 5111(wto 01111 
I J.T, lll. Tot tip IS til TiE 1111101 It 	 IN1Em.16 A L,11 9101161.API L MISSIO 	 Sto P1TIiCIPATI 

IIpo"111111 T :IIMUTS 

po1nIt, 181(1I 511811Iva fALITY Ame ANINIsIIlTI1l 
SiANT10ncu PNT Ip,3I1: OsPIsITIIi. , 1111111 IflU 57ti118Iglto 

1191 5T130 An) tIPAATAII. N, OIMNI I 	 L 

1i53 -L. rTi S 411 
1111IVI0 PISPOSC o UIiocAtES to 51Rt Sl1UTal 101 ANlIUVSIIIEII CII11 ICII1I 

CITIEit liIt l TEAT O IIItAII Tt1 III311101 11111111 
#$I 11 1111 

11111011I1 p 	 ITI, 1111,111. 
OIUE 0111tISU Is f51tNNW81 CAN I 11*1 0 o4015Va I0111111115 111oo"41 


APPPIIAII 5101t/11OIIT1 RELATISN11IP. IM k,.ll.I 

EUUECTIfE SIUAC 1131 A 

CANS11381181 115. I, wilE 3811 lit 15801 slt 	 11015815 to 881111511++ .IN$ 	 ,l A 111AM ioffv. 
+
i!+I,+ :IAW--1. 	 NISIIIIIII Al OfliIIIA L ! 	 I 11li % 1II1, 

111111 51141- tOll$ SIC SoIt IqU16511&IIt 1lvO1 

'LA SWll 51311, 11110 PUT If P10.11191ii1 1111m 113 cost IIIP1 II IS 

AltRAC111 $14401,11111IS I., SO6 111llll wItill CIPIAIIZI IS orUxoff ilTS1 
evi l 11110P1 

S 05 
11111110151 W91A88 1 1"ll1 1"10p 1111111114 

603703 u atl At VINI 1111151S111119 81(011301 tot t11318181 

1170181 P TMIING01f111A1 014141111119PItfil P 1011114, 	 P110510 C 118 I.4.0IIIIIUMtn 11411(1 
1311 I111 	 IN ll1116t, 1t8lll3T ilSliC 11881II51 Ltlf9ll33II Pelf 3To8 1 Pf tot 18115 WI II 


&"SCSlI 1lOU Pi101111PtyS IlI, WlE !fill1N' $ I15 WlIt. .
foP %l*$ II 0t 11111to10 PC6 
0111 RM 8191 ANA 8U1II1 tIISJAT&11imo 91 0538I151 Pettie 111I#311N01Of 1313101 WI I4 31909 P 

St114111110 16130 lhft%115t. t13 111:151181 VIF A11111111 to fi 11111i 5 1111.4' 1%%Vrot.1 It R155111 
1 IV1$041,I5.. I 41 Stl, 9150110104 11185l114 **DSCIA&( 5 01 SV~l #4 lots lo81 ON9imsOtlim *to %.5 

10111101,IWT.1ilUI, II!til IIt0IlitilS MI " AVAIIAI1 31tot ti ' ItC6'1 1405 

Sl It51114411091 too Ill pV f luS,Si- 111011. I t0 f1follo1101 611 

111£Wi11ll 14l II 1111IA5 VC 39IP1 9S10
 

CAP114 1140110113111 110145811 - 116 111MA61
L VI4. C11 131 11011 Pt tII 
S!5I$twil 5i1019M to711510t T1 VW11 it 

*0. Mts1101311313? 0111.11111111S 1811 #1410118 POIJ11 WA5SI1551. tW036110#.P11110 13A1SIt~lS 
fit "now 111010 18111$1 tot 01115819113 toll (i lit 111111"IWW 11110lI6111M ma0 WoSlf :0041116110, 

0911Hot iATfW11 tiAIt1401161 OP g MuItuu 1105 to" 16 . not$$ 14111901110 51 NIS "u 101 N 

LA/DR Chro
 
- -- ------ .-. 

mailto:g..,.@.........t......@...e#e


02a,1-111 SlateT~ Page&2 ofXLLUE t1OF' 
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STUDIE",NIEDED AND TA REQUIIMENT: FORCARRYING TN(( . CORPORATION It APPROVECSYTHC MIS.SION PRIOR TO 
OUT, DISPOSITION HERE IS THAT EMPHASIS :OULD RE ON TA DSUNSEMiNT1 
FORSTUDIES FROMl WHO-OTNER BUSINESSMEN ORMANIUFACTURERS 

ARE MORE LIELT 70 PROVIDE PRACTICAL AIIDU.EASLE --C. THAITHE DEPOSIT Of THE ENTIRE DOLS I MILLION IN
 
STUDIES OfC HOULD NOT BC IN THE BU.IN(SS Of FINANCING , ,HAITIAN PRIVATE SECTOR EQUITY BE C MPLEIED PRIOR TO
 
FEASIBILITY STUDIES FOR IT OWN ACCOUNT, RATHER, COSTS . DISIURSEMENTI AND .
 
OF rEAIBILITY STUDIES SHOULD BE ELIGIBLE FOR FINANCING
 

AS PART Of SUE*LOAN PACKAGE. 
 *-Do TInT PROFITS RESULTING FROTCONCESSIOIIARf AID
 
INTEREST RATES BEUTILIZED TO ENLARGE PERMA1NENT EQUITY
 

5. DFC OPERATIONS : MISSION SHOULD NOT BE INVOLVED IN BASE OF THE OfC.
 

LOAN APPROVALS OR OTHER DAY-TO-DAY JFC ACTIVITIES. 7. FUNDINGi
 
RATHER, DFC ACTIVITIIS SHOULD BE GUIDED AND CIRCUMCI5IED
 
IYCRITERIA ANo POLICIESAGRED To PRIOR TO PROJECT --A. SOURCE. PREFERRED FUNIDING SOURCE ISES
 
APPROVAL, INC ABOVE NOTWITHSTANDING, 1131014 MAY WISH TO SUPPLEMENTAL APPROPRIATION ICIII)IF[SF IS NOT
 
RECEIVE COPIES OF SUI;LOAH DOCUMINIS AND MINUTES Of OC AVAILABLE THIS YEAR, BUREAU WILL MAC[VRYEFFORTTO
 
MhT1iNO CRITERI NO~D|AOV ORATJ OI ANNUA LDALUATIONDETAIN DA FUNDS.
 
OF DC OPERATIONS. DURING INTENSIVE REVIEW APPROPRIATE .
 
LENDING1CRITERIA ANDIEASIC OPERATING POLICIES SOULD BE 
 BECAUSE GRANT
 
DIVRLOPI HICNNOULD eE OUTLINED INTHE PROJECT PAPER. FUNDING ISPRfEERRED TO LOAN FUNDING. INEVENT LOAN
 
INDIVELOPING TIHSCCRITERIA AND POLICIES, 'MISSION SHOULD 
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FUNDS ARE THE ONLY AVAILABLE SOURCE, SEPIEL GUIDAIICE WILL
 
INVESTIATE rOLLOVING AREAS: PCETRANSMITTED RIGARDING LOAN FUNDING MECHANISM AND
 

GUARANTY ARRANGEMENTS. GUIDANCE PROVIDED IN C BELOW,
 
--A. A LIMIT ON TNE DEIT/COUITY RATIO THE DC MAY THEREFORE, REFERS ONLY TO GRAIT FUNDINI OPTION.
 
EMPLOY, INTENSIVE REVIEW SHOULD CARErULLY EAAMINE
 
EXPERIENCES Of OTHER DeCS OTHER 10 DETERMINE C. MECHANISIU MECHANISM ItS GRANT
Iln COUNTRIES -- SUGGCSTED A DIRECT 
THE APPROPRIATE DCIT/[OUITY RATIO, OFC I/ RATIO SHOULD TO DFC WITH THE PROVISION THAT DFC RP[AY T0 A TRUST FUND
 
IE EASED ON C03SIOERATIONS SUCH AS FINANCIAL SOUNDNEIS THE.LOCAL CURRENCY EQUIVALENT OF THE AMOUNT OF THE A.i.D.
 
CUiRIENT SUE-LOI R1EUOVIREMENTS, 
RISK. A0 FUTURE GRANT DISBURSED 10 THE sC PLUS AN ANINUAL INCREMENTAL
 
LEVERAGING OF CAPITAL TO OBTAIN C^nrEtRIAL LOANS FOR 
 INTEREST CHARGE ON THESE FW.t CF 1 :0 1 #!PCENT. THE
 
INCREASING IN RESOURCES AVAILAILI FROMl INCRIMINTAL PATMINS COULD It V#tC 1'. iE
11O.CONC ESSIONAL 

SOURCES. SUGGEST RATIO Of 0N THI ORDE01F SI. ISSIH-INCURRID LOCAL CUWIt f ' ;.5 of Pi-'ETS ON
 

PRINCIPAL COULD It USEDTOFIl:IACf ' :0Dr.XT , OGRAS
 
I:*A LIMIT ON DIVIDENDS PAID TO SHAREHOLDERS. WHILE MTUALLY AGREED UPON BY USAID AND1Z .4.
 

IT MAY NOT of ADvISAILi TO AESTRICT THESE PAYMENTS
 
ENTIRELY, DAEC RECOMMiNSO THAT DiVICENDS SHOULD NOT IE 8, ENVIRONMENTAL CONSIDERATIONS. PP SHOULD INCLUDE A
 
PAID DUIIG Tt INITIAL YEARs OF DC OPERATIONS. OFC LIST OF THOSE TYPES Of PROJECTS THAT WILL I EXCLUDED
 
SHOULD ItE tLLCAPITALIUID AND OPERATIN4 PROFITABLY PRIOR FROM CONSIDERATION UNDER THE PROJECT Uf TO THEIR
 
TO CONSIDERING UISTANTIAL DIVIOEND PAYMENT AS RETAINED OTAIO[lTAL INVIROIENTAL EfE(CTS Pf '.t 119IL0v ujI:ER
 

-EARNINGS All CUT 0IED TO IURTHER CAPITALIZE THE DFC, AND A.4,D. RIEULATIOS (E.G., 0A1LI:G UJiPNfT). I([ WILL
 
LEVER ADDITIONAL DEBT. 
 i AMENDED IT U AUS ENVIRONMINAL OFFICER AND
 

.TRASNMITTEO SOONEST TO MISSION FOB INCLUSION IN PP.
 
,C. CRITERIA ESTAILISHING THE CONOITIONS UNDER WICH
 
EI14IERSor TH BOARD OF DIRECTCIS MAY SORROW IFCrUNDS. 1. TDY ASSlSIANC: MISSION HAS REOUESTED AND OAC
 
RECONIZiTHAITELUSIoNO rASUCH LE ING IN CONTEXT of UFAOVED LAC/OR IDY AlSISTACE PROPOSAL THAT P. WITNER
 
NAIIIMAY NOT BE A1VISAII,1 HOWEVER, AT A MINIMUM, FULL OR C. LEONARD ASSIST MISSION WITH PP PREPARATION. ,PLEASE
 
DISCICLOSURE PRIo TO APPROVAL of SUCH SUlLOANS IS 
 ADVIISDESIE1 IlA FOR THIS ASSISTAloCE, TGST
 
ADVISED. PP SHOVLD DISCRIES RECOMMIENCED DEC POLICIES AID-AUGUST.
 
GOVERNING SUC MATTERS.
 

fII,PROJIT AUTHDIZlATION1 GlN[% 4.P-'.L * '. or?.
 
*-. IUIDELINES COVERING THI IXTENT 1D WHICH IRE Oft CAN PROJECT, MISSION SHOULD SUMIT FINAL PP TO |V'R[AU FOR
 
PROVIDE ECUITY FINANCING. IUEAI IELIYESV[ AUTHORIZATIOK.
THAT VERY 

LIMITEo IFANY EoUITy NINANCIHG SHOULD IE PROVIDED BY OIt
 
DURING INITIAL THR[[ TO FIVE TEARS. PP HOULD'IFULLtY It. FYI ALL IAC MISTIO AND PID 0PPCVAL1 ARt SUBJECT
 
JUSTIFY ANY R[COPJIE'OA'IONTHAT DIC TARE EQUITY IS REVALIDATION IF POST-PIC PROJECT CEVELOPMENT EXTENDS
 
POSITI0S, E1ERIENCE AND RECORD 0 OTNt CFCS IN TII ITOND ONE YEAR. END FYI, SHULTZ
 
AREA $HOUO iE EAIItIID, -•
 

*of. IN CREATION Of AN A,1OP.IAT RESEE FO SAD110| 


I CONDITIONS: DURING ilottSIVE IEW1, MISS.ION 0OULS
 
IERAINE ADVISAI11iTY Of INUCVO14 THE IOLLodIvG
 
CONDITIOIS PRIO to A9II410TION Oo ItSUPSIEHNT Of
 
AIhO. FUNDSI
 

-*. THAT TIHCRAFT OfC LAW It NCTED ITTHE 4ON PRIOR 

. IHAI IClE-I. TlHCO of N1AL MANWR&l Of TI 

- UkILASS1IF IED LA/DR Chron' 
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5C(2) PROJECT CHECKLIST
 

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

CROSS REFERENCES: IS COUNTRY CHECKLIST
 
UP TO DATE?
 
HAS STANDARD ITEM
 
CHE2CKLIST BEEN
 
REVIEWED FOR THIS
 
PROJECT?
 

A. 	 GENERAL CRITERIA FOR PROJECT
 

1. 	 Continuino Resolution 
Unnumbered; FAA SP2. 634A-
Sec. 653(b). 

(a) Describe how authorizing
 
and appropriations Committees 
of Senate and House have been Notification Expired on: 
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. 611(a) (1). Prior to
 
obligation in excess of Yes.
 
$100,000, will there be (a)
 
engineering, financial other
 
plans necessary to carry out
 
the assistance and (b) a
 
reasonably firm estimate of
 
the cost to the U.S. of the
 
assistance?
 

3. FAA Sec. 611 (a) (2). If 
further legislative action is 
required within recipient 
couintry , what is basis forconrwhti asnfrLegislative 

The law has been enacted 
(8-30-82) by the National 

which enables 
reasonable expectation that 
such action will be comoleted 
in time to permit orderly 
accomplishment of purpose of 

Lesli hienables 
the establishment of a 
Development Finance Corpo
ration. 

the assistance? 
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A. 	 4. 
 FAA Sec. 611(b); Continuing

Resolution Sec. 501. If 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, 1973?
 

5. 	 FAA Sec. 611(e). If project 

is capital assistance (e.g.,

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
 
project?
 

6. FAA Sec. 209. Is project

susceptible of execution 
as 

part 	of regional or 

multilateral project? If so
 
why is project not so
 
executed? information and
 
conclusion wheth,: assistance
 
will encourage regional
 
development programs.
 

7. FAA Sec. 601(a). Information 

nd conclusions 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 unions.
 

8. 	 FAA Sec. 601(b). Information 

and conclusion on how project 

will encourage U.S. private
 
trade and investment abroad 

and encourage private U.S. 


AID HANDBOOK 3, App 5C(2) 

N.A.
 

Yes.
 

No. However, other donor
 
support to the DFC is 
a
 
strong possibility.
 

Yes, 	project will provide

fes, o r pr vt e
 
financing for private sector
 
activities in Haiti.
 

Funding is provided to allow
 
private business in Haiti to
 

procure goods and services
 
from United States sources.
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A.d. 	 participation in foreign
 
assistance programs (including
 
use of private tra.. A nn j,
 
and the services of U.S.
 
private enterprise).
 

9. 	 FAA Sec. 612(b), 636(h); N.A However, a substantial
 
Continuing Resolution Sec.
 
508. Describe steps taken to equity contribution will be
 
assure that, to the maximum 
 made by the private sector in
 
extent possible, the country 
 Haiti.
 
is contributing local
 
currencies to meet the cost of
 
contractual and other
 
services, and foreign
 
currencies owned by the U.S.
 
are utilized in lieu of
 
dollars.
 

10. 	 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?
 

11. 	 FAA Sec. 601(e). Will the Yes.
 

project util ize competitive
 
selection procedures for the
 
awarding of contracts, except
 
where applicable procurement
 
rules allow otherwise?
 

12. 	 Continuing !Pes7onwtionSec.
 
522. It assintance is for the
 
production ot any commodity
 
for export, is the commodity
 
likely to be in sur'luS on
 
world markets at the rime the
 
resultinq productive capacity
 
becomes operativo, and is such
 
assistance likely to cause
 
substantial injury to U.S. 
producers of the same, similar
 
or competing commodity?
 

B. 	 FUNDING CRITERIA FOP PrOJECT 

1. 	 Development Anistance Project
 
Criteria 

a. FAA Sec. 102(h), lll, 113, 
281 (a) . fExtent to which
 
activity will (a) effectively N.A.
 
involve the pror in
 
develonment, by ,xtend ing
 
access to econo mv at local
 
level, incroa-inq labor



E
IVAGE O. C F TI% DATE TRANI. MMONO, 

5C(2)-4 December 16, 1980 3:41 AID HANDBOOK 3, App 5C(2) 

B.1.a. intensive production and the 
use of appropriate technology, 
spreading investment out from 
cities to small towns and 
rural areas, and insuring wide 
participation of the poor in 
the benefits of development on 
a sustained basis, using the 
appropriate U.S. institutions; 
(b) help develop cooperatives, 
especially by technical 
assistance, to assist rural 
and urban poor to help 
themselves toward better life,
and otherwise encourage
democratic private and local 
governmental institutions; (c)
support the self-help efforts 
of developing countries; (d) 
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, 107. Is assistance 
being made available: 
(include only applicable
paragraph which corresponds to 
source of funds used. If more 
than one fund source is used 
for project, include relevant 
paragraph for each fund 
source.) 

(1) [1031 for agriculture, 
rural development or 
nutrition; if so (a) extent to 
which activity is specifically 
designed to increase 
productivity and income of 
rural poor; 103A if for 
agricultural research, full 
account shall be taken of the 
needs of small farmers, and 
extensive use of field testing 
to adapt basic research to 
local conditions shall he 
made; (b) extent to which 
assistance is used in 
coordination with programs 
carried out under Sec. 104 to 
help improve nutrition of the 
people of developing countries 
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8.1.b.(1) 	 through encouragement of
 
increased production of crops

with greater nutritional
 
value, improvement of
 
planning, research, and
 
education with respect to

nutrition, particularly with
 
reference to improvement and
 
expanded use of indigenously

produced foodstuffs; and the
 
undertaking of pilot or
 
demonstration of programs
 
explicitly addressing the
 
problem of malnutrition of
 
poor and vulnerable people;
 
and (c) extent to which
 
activity increases national
 
food security by improving

food policies and management
 
and by strengthening national
 
food reserves, with particular
 
concern for the needs of the
 
poor, through measures
 
encouraging domestic
 
production, building national
 
food reserves, expanding

available storage facilities,
 
reducing post harvest food
 
losses, and improving food
 
distribution.
 

(2) [104] 	for population
 
planning under sec. 104(b) or
 
health under sec. 104(c); if
 
so, (i) extent to which
 
activity emphasizes low-cost,
 
integrated delivery systems

for health, nutrition and
 
family planning for the
 
poorest people, with
 
particular attention to 
the
 
needs of mothers and young

children, using paramedical
 
and auxiliary medical
 
personnel, clinics and health
 
posts, commercial distribution
 
systems and other modes of
 
community research.
 

(4) [1051 	for education,

public administration, or
 
human resources development;
 
if so, extent to which
 
activity strengthens nonformal
 
education, makes formal
 
education more relevant,
 
especially for rural families
 
and urban poor, or strengtheis
 
management capability of
 
institutions enabling the 
pool

to participate in development;
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8.1.b.(4) and (ii) extent to which 
assistance provides advanced
 
education and training of
 
people in developing countries
 
in such disciplines as are
 
required for planning and
 
implementation of public and
 
private development

activities.
 

(5) (106; ISDCA of 1980, Sec.
 
3041 for energy, private

voluntary organizations, and
 
selected development

activities; if so, extent to
 
which activity is: (i) (a)

concerned with data collection
 
and analysis, the training of

skilled personnel, research on
 
and development of suitable
 
energy sources, and pilot

projects to test new methods
 
of energy production; (b)

facilitative of geological and
 
geophysical survey work to
 
locate potential oil, natural
 
gas, and coal reserves and to
 
encourage exploration for

potential oil, natural gas,

and coal reserves; and (c) a

cooperative program in energy

production and conservation
 
through research and
 
deviopment and 
use of small
 
sca±e, decentralized,

renewable energy sources 
for
 
rural areas;
 

(ii)technical cooperation and
 
development, especially with
 
U.S. private and voluntary or
 
regional and international
 
development, organizations;
 

(iii) research into, and
 
evaluation of, economic
 
development process and
 
techniques;
 

(iv) reconstruction after
 
natural or manmade disaster;
 

(v) for special development
 
problems, and to enable proper

utilization of earlier U.S.
 
infrastructure, etc.,
 
assistance;
 

(vi) for programs of urban
 
development, especially small
 
laborintensive enterprises,

marketing systems, and
 
financial or other
 
institutions to help urban
 
poor participate in economic
 
and social development.
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B.1. c. [107) is appropriate
effort placed on use of 
appropriate technology?
(relatively smaller, cost
saving, labor using
technologies that are 
generally most appropriate for 
the small farms, small 
businesses, and small incomes 
of the poor.) 

d. FAA Sec. 110(a). Will 
the recipient country provide 
at least 25% of the costs of 
the program, project, or 
activity with respect to which 
the assistance is to be 
furnished (or has the latter 
cost-sharing requirement been 
waived for a "relatively least 
developed" country)? 

e. FAA Sec. 110(b). Will 
grant capital assistance be
disbursed for project over 
more than 3 years? If so, has
justification satisfactory to 
Congress been made, and 
efforts for other financing,
or is the recipient country
"relatively least developed"? 

f. FAA Sec. 281(b). Describe 
extent to which program
recognizes the particular
needs, 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 participation in 
governmental processes
essential to self-government. 

g. FAA Sec. 122(b). Does 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? 

2. DevelopmentAssistance Proect 
Criteria(Loans Onl) 

a. FAA Sec. 122(b). 
Information and conclusion oncapacity of the country to 
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B.2.a. repay the loan, at a 
reasonable rate of interest. 

b. FAA Sec. 620(d). If 
assistance is for any 
productive enterprise which 
will compete with U.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? 

3. Project Criteria Solely for 
Economic Support Fund 

Yes. 

a. FAA Sec. 531(a). Will 
this assistance promote 
economic or political 
stability? To the extent 
possible, does it reflect the 
policy directions of FAA 
Section 1027 

b. FAA Sec. 531(c). Will 
assistance under this chapter 
be used for military, or 
paramilitary activities? 

No. 



PROJECT AUTHORIZATION AND REQUEST FOR ALLOTMENT OF FUNDS
 

Part II
 

Name of Country Haiti
 
Name of Project Development Finance Corporation
 
Project Number 521-0154
 

Pursuant to Part II, Chapter4,Section 531 of the Foreign Assistance Act of 1961,
 
as amended, I hereby authorize a grant to the Development Finance Corporation
 
("Grantee") of not to exceed Five Million United States Dollars ($5,000,000)
 
(the "Grant") to help in financing certain foreign exchange and local currency
 
costs of goods and certain services required for a project which consists of
 
the establishment of a Development Finance Corporation in Haiti. The entire
 
amount of the A.I.D. financing herein authorized ($5,000,000) for the project
 
will be obligated when the Project Agreement is executed.
 

I hereby authorize the initiation of negotiation and execution of the Project
 
Agreement by the officer to whom such authority has been delegated in accordance
 
with A.I.D. regulations and Delegations of Authority subject to the following
 
essential terms and convenants and major conditions; together with such other
 
terms and conditions as A.I.D. may deem appropriate:
 

1. Source and Origin of Goods and Services
 

Goods and Services financed by A.I.D. under the Grant shall have their
 
source and origin in countries included in A.I.D. Geographic Code 941 or in
 
Haiti except as A.I.D. may otherwise agree in writing.
 

2. Conditions Precedent to Initial Disbursement
 

Except as A.I.D. may otherwise agree in writing, prior to the first disburse
ment under the Grant or to the issuance by A.I.D. of documentation pursuant to
 
which the first disbursement will be made, the Grantee will furnish to A.I.D.
 
in form and substance satisfactory to A.I.D.:
 

(a) Evidence of paid-in capital of not less than the gourde equivalent of
 
seven hundred thousand United States Dollars ($700,000).
 

(b) Evidence of the selection of a general manager or interim project
 
manager satisfactory to AID and the establishment of an office for the DFC.
 

(c) Except for the consulting services required to recruit a general
 

manager, evidence that Grantee has identified sources of technical assistance,
 

satisfactory to A.I.D., to assist Grantee in the organization and operation of
 

the DFC.
 



3. Conditions Precedent to Disbursement for Sub-Project rending
 

Except as A.I.D. may otherwise agree in writing, prior to disbursement
 
under the Grant or to issuance by A.I.D. of documentation pursuant to which
 
disbursement will be made to finance Sub-Project Lending, the Grantee will
 
furnish to A.I.D. in form and substance satisfactory to A.I.D.:
 

(a) A statement setting forth the basic organizational policies: and
 
operational guidelines of the DFC.
 

(b) A statement setting forth the lending criteria and procedures the
 
Grantee will follow in reviewing, analyzing and administering subloans,
 
investment and guarantees.
 

(c) Evidence satisfactoxy to A.I.D. that the Grantee has employed staff
 
as required to carry out the JFC's operations.
 

(d) A plan for the periodic audit of subloans.
 

4. 	Conditions Precedent to Disbursement of in Excess of $2,000,000 Lending
 
Capital
 

Notwithstanding compliance with other conditions precedent in this
 
authorization, prior to disbursement under the Grant or to issuance by A.I.D.:
 
of documentation pursuant to which disbursement will be made for in Excess
 
of $2,000,000 of Grant funds, the Grantee will except as A.I.D. may otherwise
 
agree in writing, furnish A.I.D. in form and substance satisfactory to A.I.D.:
 

(a) Evidence that Grantee has obtained additional total paid in capital
 
of the gourde equivalent of $300,000 raising total paid in capital in the
 
gourde equivalent of $1,000,000.
 

5. Convenants
 

The Grantee shall convenant that unless A.I.D. otherwise agrees in writing,
 
it will:
 

(a) Establish an evaluation program as part of the project. Except as
 
the Parties otherwise agree in writing, the program will include, during the
 
implementation of the project and at one oi more points thereafter:
 

- evaluation of progress towardzttainment of the objectives of the
 
project;
 

- identification and evaluation of problem areas of constraints which
 
may inhibit such attainment;
 

- assessment of how such information may be used to help overcome such
 
problems; and
 



- evaluation, to the degree feasible, of the overall development
 
impact of the project.
 

(b) Not declare or pay any cash dividends, during the grace period, until
 
such time as the DFC has realized two consecutive years of profit, furthermore,
 
the amount declared and paid should not exceed 10% of that year's profits.
 

(c) Not use A.I.D. funds to pay administrative or operating expenses of
 
the Grantee.
 

(d) Not without prior A.I.D. approval make a subloan or guarantees to, or
 

equity investments in, business or other activities in which any member of the
 

Board of Directors, officer or employee of the Grantee or their immediate
 
family has a financial interest;
 

(e) Not incur any indebtedness which would enjoy a position superior to
 

the obligation incurred under the A.I.D. loan;
 

(f) Use reflows of subloan principal and interest in conformity with the
 

purpose of the project;
 

(g) Not undertake equity financing of sub-project during the first three
 

years of operations.
 

(h) Repay the A.I.D. grant funds, provided for sublending, in Gourdes
 
(both principal and interest) to an independent trust fund.
 

(i) Engage the services of an internationally recognized accounting
 
firm to carry out an annual audit of the Grantee's operations.
 



CERTIFICATION PURSUANT TO SECTION
 

611 (e) OF THE FOREIGN ASSISTANCE
 

ACT OF 1961, AS AMENDED
 

I, Harlan H. Hobgood, the principal officer of the Agency for
 
International Development in Haiti, having taken into account, among
 
other factors, the maintenance and utilization of projects in Haiti
 
previously financed or assisted by the United States, do hereby certify
 
that, in my judgement, the Development Finance Corporation in Haiti has
 
both the human resources and financial capability to effectively maintain
 
and utilize the grant capital assistance project: Development Finance
 
Corporation, project number 521-0154.
 

This judgement is based, inter alia, upon the commitment of the
 
private sector in Haiti to the project as evidenced by its substantial 
equity contribution, the continuing voluntary support of the Haitian core
 
group and the leadership of the Haitian Association of Industries; and
 
the substantial technical assistance to be made available within the
 
project to assure sound institutional management.
 

Harlan . obgoo 

Director USAID/Hai
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UNITED STATES INTERNATIONAL DEVELOPMENT COOPERATION AGENCY
 

AGENCY FOR INTERNATIONAL DEVELOPMENT
 
WASHINGTON D C 20523 

LAC/DR- IEE- 82- 34 

ENVIRONMThNTAL THRESHOLD DECISION
 

Project Location : 	Haiti
 

Project Title and Number : 	Development Finance Corporation
 
521-0154
 

Funding : LOP: $5,000,000 

Life of Project : Five years, FY 1982 - FY 1987 

IEE Prepared by 	 Aaron S. '.illims 
USA ID/H~ait i 

Recomrended Threshold Decision: jegati,,e eteination 

Bureau Tnreshold Decision 	 Concurrence with recortendation 

Action : 	 Copy to Phyllis L. Dichter 
Acting Hi,.rion Director 
USAID/a iti
 

Copy to Aaron .',li1ams
 

Copy to Richard ,C/DR/CAR
Iyes, 


Env I ,, wt , I , o a , 
,Blriell ,u L.i ! l :. ri'C I 

andl till. C.Iv'i, iI 



INITIAL ENVIRMNYEAL EXAMINATION
 

P C LOCATION Haiti 

PROJCT TITE Deelopment Finance Corporation 

FUNDING 

LIFEOF PRO=J 

LOP: $5,000,000 

Five years . -z 

IEPREPARED BY 
_____________Aar~ S. iliamns 

USA /Haiti 

DATE June 14, 1982 

ENVIOZ.=DL ;.CTICN 

REC1".1UDED T.hat t-he project vill nor have a significant 
effect on the envir-c.,-nt and therefore a 
negative dete=dination is aroroariate. 

Phyiz L. Dicrntit 
Acting8,sicn Dir9-8or 

DATE : June 18, 1982 



II. PROJECT DESCRIPTION
 

The development Finance Corporation will be a broad-based, multipurpose
 
investment finance institution that will provide promotional, technical,
 
and financial services to carefully selected clients involved in new or
 
expanded industrial projects. Special emphasis will be given to well
planned regional projects, profitable projects with small businessmen,
 
and investments with significant employment generating potential.
 

The DFC will provide medium and long-term financing to medium as well
 
as to large enterprises. Project selection criteria will include
 
economic viability/impact, availability of skilled management, environ
mental acceptability, estimated return on investment, direct employment
 
potential, and foreign exchange earnings. Credit will be extended to
 
both industrial and agroindustrial projects which meet the DFC's
 
requirements.
 

III. IDENTIFICATION AND EVALUATION OF ENVIRONMENTAL IMPACT,
 

The major focus of this project is the creation of a credit institution
 
that will provide direct stimulation to the Haitian economy. The pro
ject will provide employment opportunities in both Port-au-Prince and
 
the regional areas to skilled and unskilled workers, primarily through
 
the creation and expansion of labor-intensive industries. While the 
project will generate employment opportunities and benefit those
 
individuals who are the direct recipients of loans, the DFC will not 
have a significant impact on the human environment. Those classes of 
loans to businesses that would have a significant adverse effect on 
the environment will be specifically excluded from funding under the 
terms of the loan and grant. These include loans for the manufacture,
 
importation, distribution or application of pesticides, loans for
 
mining coral reefs, and loans which would contribute to the exploita
tion of endangered species. As such, and in accordance with AID IEE
 
Guidelines, Part V. B, the project will not warrant the preparation of 
an Environmental Assessment.
 

IV. RECOMMENDATION FOR ENVIRONMENTAL ACTION 

Given that the DFC project will have no significant negative impact on 
the human environment, a recommendation for a Negative Determination 
is extended.
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uLift of Project ($000) 

1. AID 

I. AID records I. Funds available in FY 82 or 83 

a. AID (lending capital, $4,000 

B. AID grant (TA, Trainir.g) 1,000 

2. Grantec*s equity $1,O00 2. DFC reports and annual 
independent audit, 

2. Successful completion of 
subscription drive fcr DFC escrow 
account. 
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COMITE DU SECTEUR PRIVE POUR LE DEVELOPPEMENT
 
AD I H HAM C HAM - AI H E - C CH - AHTH 

P. o. BOX 2568 0 PORT-AU-PRINCE. HAITITEL. 6.4509 / 6-4510 

September 14, 1982
 

Mr. Harlan Hobgood
 

Director,
 

USAID MISSION TO HAITI
 

P.O. Box 1634
 

Port-au-Prince, HAITI.
 

Dear Harlan:
 

This will refer to our proposed project concerning the creation in
 

Haiti by the Private Sector of a private Development Finance Corpo

ration (DFC) which goal is to stimulate substantial industrial
 

growth in both the manufacturing and agricultural sectors of our 

country. This goal will be achieved by promoting and facilitating 

domestic and foreign investment in Haiti, especially in ariculture 

oriented processing =ndustries and labor-in tensive operations that 

maximize in-country value added to our products. 

The purpose of this priiate Haitian Deveiopmsent Finance Corporation 

is to provide medium and long term capital and support services to 

investors for dus trial in rn manner, DECin Haiti. ioject; this the 

will _,nablc us to addr'ess major coistr-ints which inhibit industrial 

growth in !aiti. 

The project has Lteen designed in a collaborative manner to include 

a grouping of private sector a:iociation:at.nn:, n as "The ivate 

2ector <. r t.', f'cr Dev,.1o;mr% i 't" P. D) , a roup co)r,c 'n.:;ting of 

n ine pro, rei :; ivye itJ hi:,I : n ':r:l r) nJ ::,: t . ,) ru t1, f 

Thi-; for't i:;si n :}d c Li. en (i t : i,k .5!t 1 :: 1it" , 



for growth in Haiti and the development of a modern society which
 

providesemployment for the majority of its citizens.
 

To that end the Haitian Private Sector intends to raise one million
 

dollars ($1,000,000.00) in equity capital to initiate the DFC. We
 

have already collected $700,000.00 which is currently deposited in
 

escrow in various ccmmercial banks here. Over 120 different subs

cribers have participated in this exercise, thus assuring a broad
 

ownership base.
 

The purpose of this letter is to request from A.I.D. a grant of five
 

million dollars ($5,000,000.00) to assist the private sector of Haiti
 

in the establishment of this Development Finance Corporation.
 

We hope that this request will result in a positive response from 

A.I.D., and will provide us with the technical and financial support 

to engage in this very much needed endeavor. 

With best personal regards,
 

Sincerely,
 

ANDRE S. APAID'
 

Chairman
 

AA/mn
 

http:5,000,000.00
http:700,000.00
http:1,000,000.00


LAW GOVERNING THE OPERATION OF A DEVELOPMENT FINANCE
 

CORPORATION (DFC)
 

Considering Article 88 and Article 93 of the Constitution;
 

Considering the Law of July 4, 1933 on Registration;
 

Considering the Decree of October 10, 1979 on the development finance corpora

tions;
 

Considering Section III and Section IV of the Commercial Law;
 

Considering the Law of September 18, 1952 creating a general store for mainte

nance of goods likely to warrant imprests;
 

Considering the Law of September 19, 1952 enabling short and medium-term credit
 

grants to farmers and manufacturers subject to.pledging on site of machines,
 

machine-tools and any mechanical equipment in good order;
 

Considering the Law of August 3, 1955 governing the constitution, establishmpnt
 

and operation of Haitian and foreign corporations;
 

Considering the Decree of August 23, 1960 on corporations;
 

Considering the Decree of November 11, 1968 on the settlement of the registered
 

capital of joint-stock companies;
 

Considering the Law of June 1, 1973 governing the Institut de D6veloppement
 

Agricole et Industriel (Institute of Agricultural and Industrial Development)
 

created by the Decree of June 29, 1961;
 

Considering the Law of August 17, 1979 creating the Banque de la R6publique
 

d'Haiti;
 

Considering the Law of August 17, 1979 creating the Banque Nationale de Credit;
 

Considering the Decree of November 14, 1980 governing the operation of banks and
 

bank activities on the territory of the Republic of Haiti;
 

Considering the Decree of March 20, 1981 creating the Industrial Development Fund
 

within the Banque de la R6publique d'1aiti;
 

Considering the Decree of September 28, 1981 amending the Law of August 7, 1980
 

and the Decree of October 28, 1980 on the income taxation;
 

Whereas the economic policy of the Government is to incite the private sector to
 



participate more actively in the development of the country;
 

Whereas it is necessary to facilitate credits to a larger scale of sectors of
 

the national economy, and in particular the sector of the small and medium-size
 

firms;
 

Whereas it is necessary to adopt a new law amending or i-cscinding the provisions
 

of the Decree of October 10, 1979 governing the development finance corporations,
 

in order to achieve aforesaid objective.
 

Considering the report of the Secretaries of State of Finance and Economic Affairs,
 

of Commerce and Industry, and of Planning; and
 

After deliberation of the Cabinet
 

The following clauses have been proposed and
 

passed by the Parliament
 



Article 1 - The organization, constitution, and operation of a Development
 

Finance Corporation (DFC), as defined hereinafter, shall be
 

subject to the provisions of this Law.
 

Article 2 - DEFINITION
 

A Development Finance Corporation (DFC) is a partnership whose
 

objective is to promote, finance, and organize the establishment and the operation
 

of any business able to contribute to the national economic development.
 

Article 3 - Except otherwise stipulated by this Law, the DFCs shall be subject
 

to the laws and regulaUons regarding the organization, constitution,
 

and operation of the corporations in Haiti.
 

Article 4 - The minimum authorized capital of a DFC shall be Five Million
 

Gourdes (0 5,000,000.00). Before a Development Finance Corporation
 

may operate, the founders shall subscribe 100% of the registered capital and pay
 

in 50% of the above mentionned minimum authorized capital. The paid in 50%
 

shall be deposited on a special DFC account at the Banque Nationale de Cr6dit,
 

who shall deliver a safe-custody receipt to this effect. The rest of the
 

registered capital shall be paid in one or several payments within a period of
 

two years following publication of the authorization to operate in The Moniteur
 

(official gazette).
 

Article 5 - DFC shareholders may not own more than ten per cent (10%) of the
 

assets of the Corporation
 

Article 6 - When filing for auLuIorization to operate DFC founders shall attach
 

the following to their application:
 

a) 	Authorization of the Minister of Finance and Economic Affairs;
 

b) 	Safe-custody receipt of the BNC certifying deposit of 50% of
 

the capital.
 

http:5,000,000.00


tKrticle 7 - A DFC is not a bank. DFCs are not authorized to receive per

sonal deposits. They are not required to keep the legal reserves
 

provided and required by the laws governing banks.
 

Article 8 - In any case, whatsoever, a DFC may not:
 

- Operate or administrate personal properties or real estate
 

for third parties
 

- Participate in unincorporated companies
 

- Receive deposits as is the case for banks
 

- Apply for loans guaranteed by its own shares.
 

Article 9 - A Development Finance Corporation may:
 

- Obtain loans and credits from local or foreign banks
 

- Maintain depos.-s in Haitian or foreign banks 

- Issue bonds and debentures 

- Guarantee the placement of rhares or other values issued by 

third parties, and receive commissions therefrom 

- Accept grants, donations or loans from foreign, governmental 

or non-governmental parties, refundable or not.
 

Article 10 - The DFCs shall fix, within th- limits prescribed by the Law,
 

the maximum amount of debts and obligations allowed, including 

those authorized for subscription of endorsement and guarantees, and for 

issuance of bills of exchange.
 

Article 11 - DFCs may grant medium or long-term loans or participate in any 

company for: 

a) Project :;tudes aind implementation 

b) Purchase and in:;tallation of machinery and equipment 



c) 	Purchase, construction, extension, and modernization of
 

buildings for industrial, agricultural, or agro-industrial
 

production
 

d) 	Purchase of patents or manufacturing licenses
 

e) 	Technical assistance contracts
 

f) 	Participation in the categories of businesses subject to 

this Law 

g) Refinancing of debts 

Th±is list shall not be considored all-inclusive and restrictive. 

Article 12 

1) A Short-Term Cr,.dit is any amount of money granted to a com

pany hereunder, in order to be to pay its cu:'rent iburnementable Rpof::. 

of such loan shall take place wit hi: a p,.rioci rot x'1,.iMn' t- :'Ior-oths. 

2) A :1,,di:u,%-,r: C:.,.dit i:n aql~ lain, cr dit 1i:, or othz" for 

for valuable ri(, 1of financing a ccMidr-tion a-nd lll y to L'y lw 

materials, maLyrial:n and oquipn;n',nt. h- ir:,.'m.ut " juc:h lo-ri .:h: l takt place 

within a p,riol *:.cJi,,, ; tt;,Py-!'>uWut.y :' i.: 2:, .,'' .ty t.oY:; 

~ 1A :Aym:1 .rAA~ t.1in form 

f'inanicing Car A vAlwubl v,: i<~':'± ic md ill "i n, A 4,mpi.iy Wo o[#ixe fixed 

inv" at:n,:rit':, r,.-t .,,'t:;. ,. 4'.an . : ral i .wd ut it lo,_ g t,-rm, 

accordi K t. to Fi.0 A 1 ,;:.:4 t.,. :,- arl!y ,1r,,d >,Ou tj:a principles, and 

u::,:'' '. ,o :. : ;).a, OV,.n ol five 

3)~ [Aiz.: ~ 	 loa~n, r ot.htr of 

the 	 " , , ' ;I:i:" a ;,,,riuI' at leo:t years, 

uaraete the 

.cuinLty of i,.hta in ",noral, the loans granted by a DFC can bo 

:ncurvd by: 

Arti(:1,0 13 - In _idditon toh," ,h:" authort,ed by the Law for 

Pmdk.ring ((it, nite) or n~thinonu~, roci'to ~lSe ~~~a lec tro

mvchanical oJr e1.octrunica1 tuol:: and vyl~t~t4the prls oa"ne 

crops, 11 stck , ;produc , raw ma~trina s, mtilu .i ttiprd or zcri-.jnu:irJac turad, 

http:4,mpi.iy
http:ir:,.'m.ut


agricultural and industrial product warrant.
 

Article 14 -
 Pledging on site shall consist of a statement made by the
 
debtor at the record-office of the Civil Court of his residence, with the
 
authorization of a DFC, consigned in 
a special register, classified and ini
tialled by the Prosecutor appointed to the above mentionned court, or by
 
notarial act. Said statement, copy of which shall be sent to the DFC at the
 
debtor's expense, shall contain a list, the marks and serial numbers of the
 
articles pledged, as well as the paid invoices, and any other document stating
 

the applicant's ownership.
 

Article 15 - Registers containing the pledging statement shall be public, and
 
the statement shall be registered free of charge.
 

Article 16 - The short and medium-term loans granted by a DFC by pledging
 
(on site) or by warrant of crops or 
live'stocks are considered as preferential
 
debts on persoral oltates. Said debts shall have priority on any other pref

erential debts, exc,,Pt Treasiury Bonds. 

Case, and 


be free c-n': of ichment, any means however,
 

In any crops livestocks pledred in favor of a DFC shall 
of rli:L t by letal whatsoever, 

notwit.hstn itnc the acknowi,,d owneris'rhts concerning the estates culti
vated, in a.i-e of 'rops. Thf-,ruitorn of" a DFC d,:btor, or any other person 
havin: a right on the crops or ivestock of ;sid d,.Ltor, may file a claim in 
due time thru the VC, in crd:r' to :,cr5 their ,btsnd to prot ,ct their 

rights. 

After pa yr2,-t of th. debt by th, d(obtov', the DFC :;11 retain 
any amount due for re i nburs :nt,.nd for vAidlation o' ti s-ure.;o. 

Article 17 - The DC's'ur',f,.',ritial n'irht :ThI] r',main in 'orce: regarding the 
crops iand thonir it.il Theiroc.a*ds,r,'linurs.,icnt. livestock 

warranting a loan s;hall riot b!::;ied or sold wi thout the DFC's prior autho

rization. 



Article 18 - DFCs may put. at the disposal of any farmer, stock-breeder,
 

and manufacturer, m.chine, machine-tools, farming instruments, and cattle,
 

whatsoever, on a lease-purchase agreement.
 

The DFC's preferential rights shall remain in force concerning
 

the properties thus leased to the farmers and manufacturers, until full pay

ment of the debt; they shall have the right to seize them or lay a claim to
 

them, in case any payment should remain due, after notice and without any
 

other legal procedures, wherever they might be.
 

Article 19 - In case any payment should remain due concerning a loan against
 

pledging (on site) affecting industrial equipment, the legal procedure shall
 

be that provided for in Articles 93 and next, of the Commercial Law.
 

Article 20 - All registration fees concerning documents which are not ex

pressely exempted shall be reduced by fifty per cent (50%), as to the trans

actions provided by this Law.
 

Article 21 - Any borrower who misappropriates or attempts to misappropriate
 

the articles thus pledged or leased; harvests or attempts to harvest, without
 

the knowledge of the DFC, the products guaranteeing the loan granted; refuses
 

or fails to harvest; hinders or attempts to hinder transportation of the pro

duces to the silos (store-pits), wharehouses or stores indicated to him, shall
 

be subject to the penalties provided for in Articles 324 and 340 of the Penal
 

Code, without prejudice to the legal action taken against him for the reim

bursement of the loan before the competent court.
 

Article 22 - Any borrower who, voluntarily, alterates or attempts to alterate,
 

or deteriorates produces, machines, instruments or goods pledged or hired, or 

misappropriates or kills the pledged cattle, except the provisions made in 

Article 119, 2nd parajraph of thc Riral Code, shall be subject to the pen

alties provided for in Articles 356 and next of the Penal Code. 



In the same manner, any purchaser of all or part of the crops
 

pledged in favor of a DFC, shall be responsible for the reimbursement of the
 

principal and the rest of the DFC's debt to thbir debtor, without prejudice
 

to any judgment issued against him under the preceeding paragraph.
 

Article 23 - During the first ten 
(10) years of their existence, from the
 

date of issuance of the Decree authorizing their operation,
 

the DFCs shall be exempt from payment of the taxes due to the Government,
 

and in particular of:
 

- Operation income tax
 

- Undistributed earnings tax
 

• Any tax or levy on liberalities received.
 

All shares shall be free of stamp and share duties, and any
 

share of capital introduced by a shareholder shall be deductible from his
 

taxable income during five years, from the date of introduction.
 

Article 24 - The DFCs shall appoint auditors in order to carry out an
 
annual audit of their financial statement. They shall also publish, quarterly,
 

a balance sheet in the official gazette of Haiti, and also in a newspaper
 

with a wide circulation in the country.
 

Article 25 - The DFC's transactions shall be controlled according to the
 

provisions of the applicable laws concerning operation of financial insti

tutions in Haiti
 

Article 26 - This Law rescinds all other laws or regulations, and decrees,
 

which might be contrary, particularly the October 10, 1979 Decree in its whole,
 

and will be issued and executed by the Ministers of Finance and Economic
 

Affairs, of Commerce and Industry, and of Planning, respectively.
 



Made and executed at the National Palace in Port-au-Prince
 

on August 16, 1982.
 

JEAN-CLAUDE DUVALIER
 
PRESIDENT
 

By:
 



ARTICLES
 

FORM, OBJECTIVE, NAME, HEAD OFFICE AND DURATION
 

Article 1.- Company Form
 

Between the holders of the shares hereinafter delivered, and of those
 

that might be delivered later on, it is hereby formed a corporation
 

under the laws of the Republic of Haiti applicable thereto, and accor

ding to these Articles.
 

Article 2.- Objective
 

The objective of the Corporation is to develop and promote businesses
 

able to contribute to the economic development of the Republic of Haiti,
 

and more particularly:
 

a) to grant loans with interests at short, medium, and long
 

term, with or without grace period regarding amortization, with or
 

without joint or personal mortgages, for the establishment, betterment,
 

or extension of industrial, agricultural and agro-industrial projects,
 

as well as projects including breeding of large and medium-sized stocks,
 

processing of stock-farm produces, and any other activity able to promote
 

agricultural production, tourism, public means of conveyance, hotels
 

and related services;
 

b) to organize enterprises under the above paragraph, pro

mote and plan the establishment thereof;
 

c) to share profits in such enterprises, and guarantee all
 

or part of their obligations, bonds or securities without form restric

tion;
 

d) to supply technical assistance for implementation, orga

nization, and administrative studies regarding the entreprises;
 



e) to receive monies, whatever their source may be,.in
 

compliance with administrative contracts or agreements;
 

f) to issue fixed or variable rent certificates with
 

general or specific guarantees such as bonds, mortgage deeds or any
 

other securities;
 

g) to assume obligations with national or foreign credit
 

institutions, under the form of loans, securities (bonds, mortgage deeds
 

or stocks), endorsements, or under any other form, with or without other
 

public or private institutions' guarantee;
 

h) to obtain imprests, credit lines, and loans,
 

i) to keep all or part of the amounts of the thus granted
 

credits, with the right to levy a liability commission on said funds,
 

to receive, obtain refundable or non-refundable imprests from national,
 

foreign or international, governmental or non-governmental agencies;
 

j) to pay or accept, on behalf of finance enterprises and
 

against proof of payment concerning the importation and exportation of
 

goods, or local trade transactions, being understood that such documents
 

that specify the negotiated or shipped goods must be retained by the
 

Corporation, in order to control the movements of mQney, and to guaran

tee reimbursement of credits, or that said payments must be guaranteed
 

at the time of the acknowledgement on warrant or any similar document,
 

enabling the institution to conurol The thus covered goods;
 

k) to make deposits in local or foreign banks;
 

1) to place obligations, shares and any other securities
 

issued by third parties against a commission, and guarantee or not the
 

total or part thereof.
 

In general, the Corporation may operate industrial, commercial, financial,
 

personal or real estate transactions, directly or indirectly related to
 



the above objectives and able to promote and achieve them.
 

Article 3.- Corporation's Name
 

The name fo the Corporation shall be "SOCIETE FINANCIERE
 

HAITIENNE DE DEVELOPPEMENT, S.A. (SFHD, S.A.) (Haitian Finance Develop

ment Corporation).
 

Article 4.- Registered Office
 

The Corporation's registered office shall be at Port-au-


Prince. This head office may be moved to any other location, on the
 

Board's decision, who may also create one or several daughter companies,
 

subsidiaries, or counters on the Haitian territory or abroad, subject
 

to ratification of' such decision by the Ordinary General Meeting.
 

Article 5.- Duration
 

case
The Corporation's duration is unlimited, except in 


the laws
of anticipated dissolution under these Articles and according to 


and regulations in force.
 

CHAPTER II
 

REGISTERED CAPITAL - SHARES
 

Article 6.- Authorized Registered Capital
 

The registered capital authorized is fixed up to
 

GOURDES, divided into
 

shares of GOURDES each.
 

All the shares shall be subscribed in cash. They shall be paid in on
 

the following conditions:
 



- 50% at subscription
 

- The remaining at the time and conditions determined by 

the Board of Directors, but within a maximum period of 

two years, from the date of the Decree or notice authori

zing the Corporation's operation. 

The shareholders shall be informed of the capital call-up at least one
 

month before the period of payment, by registered letter with acknowled

gement of receipt. Shareholders may, from time to time, pay in in antici

pation.
 

Owners of unpaid share certificates, assignees, middlemen, and subscri

bers shall, jointly and severally, be bound to the amount of said shares.
 

In case of failure to pay-in the shares at the above mentioned times, the
 

amounts due shall produce, day by day and without legal claim, an interest
 

of 6% per annum from the date of maturity. The Corporation shall use
 

any or all legal means to recover said unpaid amounts.
 

Article 7.- Registered Capital Increase
 

The registered capital may be increased either by issuing
 

new shares representing the cash contribution, or by converting the
 

Corporation's liquid assets and the received donations inito shares.
 

Capital increases are decided or authorized by the Extraordinary General
 

Meeting of the shareholders , who shall determine the conditions of new
 

issuances and give full powers to the Board of Directors to render them
 

effective within a period of not more than two years.
 

Article 8.- Reduction of the Registered Capital
 

The registered capital may be written down by decision of the
 

Extraordinary General Meeting for the Corporation's good operation and 

in any manner, whatsoever, e.g. by repurcha ;ing shares or by reducing 

their face value, or by redu ing the number of securities wa Thin the 

limits authorized by the law. 



registered shares.
The share issued shall all be
Article 9.-


be extracted from a
 
Share certificates or registered securities 

shall 


the Corporation's head office. Said
 
counterfoil register kept at 


the number
 
certificates shall bear the number corresponding 

thereto, 


the subscribed and
 
of shares represented, the Corporation's name, and 


the date of issuance. They shall also bear
 
paid-in capital, as well as 


and shall be signed by the Chairman and the
 
the Corporation's seal, 


the Board of Directors.
Secretary to 


done by written notice signed by the
 
Registered share transfers shall be 


a share and transfer ledger

assignor or the assignee, and entered in 


registered office.
especially kept at the 


they sell or assign any share, a shareholder shall
 
However, before 


the other shareholders
 
offer them first to the Corporation, and then to 


owned by each shareholder, by
 at the prorata of the number of shares 


tender signed by himself or by a special proxy;
written 


such tender shall be written down in the Corporation's corresponding
 

head office. The Corporation and the
 
the Corporation's
register kept at 


one month following
an
other shareholders shall have option period of 


after this
 
the date of the tender, to purchase the thus offered shares; 


the sale of the shares may be done to another party. The
 
period, 


offered at the price determined by the Shareholders
 
shares shall be 


General Meeting
 

the necessary provisions as to 

The Board of Directors may make 

make
 

tender is sent to each interested party by cable or by
 
sure that the 


following the tender. Any 
any other means, within the eight days 


share sold under breach of these provisions shall not be included in
 

considered null and void.
 the Corporation's registers and shall be 


Article 1C.- In case of conversion of a category of shares 
into another
 

or in case of transfer, the old shares shall be
 
category of shares, 


mark on the share certificatescorrespondingdeclared null and void by a 

be entered


Board Chairman or, Secretary; this mark shall
signed by the 

into the ;hare transfer register. 



Article 11.- As regards the Corporation, all shares are indivisible.
 

Consequently, each share shall have only one official owner.
 

Article 12.- Loss or Destruction of Share Certificates
 

In case of loss or destruction of the share certificates,
 

a new certificate may be issued to the owner in order to replace the
 

lost shares, subject to the following formalities:
 

a) Written and certified declaration of loss or des

truction of the share certificate requesting nullification of the
 

lost or destructed certificate and its replacement by a new one;
 

b) Simultaneously, publication of said declaration in
 

two of the most important newspapers with a wide circulation in Haiti,
 

at least twice and at an interval of one week between each publication.
 

Proof of publication shall be given by filing copies of above mentioned
 

newspapers at the Registered Office. In case of objection by any
 

person at the issue of a new share certificate, no new certificate
 

shall be issued until amicable settlement is reached between the
 

plaintiff and the defendant, or until a judgement is issued by the
 

competent court. Share certificates issued under the provisions of
 

this clause shall mention replacement of the lost or destructed
 

certificate.
 

Article 13.- Shareholders' limited liability
 

Shareholders are liable but up to the amount of the shares they
 

hold; any capital call-up shall be prohibited above this amount.As regardz
 

participation in the registered assets, each share shall give right
 

to a proratable part in the number of shares and also a proratable
 

part in the profits.
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Article 14.- Yielding of rights - Seals
 

The rights and obligations attached to a share shall be assigned
 

with the share.
 

Holding a share shall by right mean acceptance of these articles and
 

the decisions made by the General Meeting.
 

Shareholders' heirs, assignees and creditors may not, for any reason,
 

whatsoever, request the affixing of seals on the Corporation's
 

properties and documents, nor distribution or sale thereof by auction,
 

nor interfer in the Corporation's management. In order to exercise
 

their rights, shareholders' heirs, assignees and creditors must refer
 

to the stock schedules and the General Meeting decisions.
 

Article 15.- Issue of Bonds
 

Bonds maybe issued on decision of the Ordinary General Meeting. The
 

issue of bonds convertible into or exchangeable against shares shall
 

be done by the Extraordinary General Meeting
 

Article I.- General Meetings - Calling
 

The shareholders shall held Ordinary and Extraordinary General Meetings.
 

The Ordinary General Meetings may have extraordinary sessions beyond
 

the date of their arrival session. The decisions of the general
 

meetings are final and the resolution thereof shall bind all the
 

shareholders, present, absent, dissenting or inapt.
 

The Ordinary General Meeting is called by the Board of Directors to
 

meet extraordinarily, when the latter deems it necessary.
 

Furthermore, the General Meetings may be called by the Board Chairman,
 

in case it shoulG not be possible for the Board to meet.
 

Shareholders representing at least 25% of the subscribed and paid-in
 

capital may request a General Meeting by submitting an agenda to the
 

Corporation's President or to the Board of Directors who shall satisfy
 

said request within the time required by the Law and these Articles.
 



The General Meeting thus required shall be called by notice
 

published in a newspaper with a wide circulation in Haiti. The organ
 

calling the meeting shall, in addition,give notice to the shareholders
 

by registered letter with acknowledgement of receipt or by cable.
 

Such notice shall bind the shareholders who reside abroad and whose
 

address is included in the shares register. The notice shall briefly
 

meeting. The meetings shall the
mention the ooject of the be held at 


Corporation's head office or in the place of the national territory
 

mentioned in the notice.
 

Article 17.- Agenda - Attendance List
 

The Agenda of the General Meeting shall be prepared by the party reques

ting this General Meeting.
 

Only the items of the Agenda shall be discussed at the General Meeting,
 

except otherwise provided by the Law.
 

Shareholders representinF least 25% of the subscribed and paid-in
 

capital may submit suggesb±.ns to be included in the Agenda, subject
 

that all necessary information is given in writing by the Board's
 

Secretary as to the locations provided by these Articles. Before a
 

shareholders' General Meeting, the Secretary shall write down and keep
 

an updated attendance list with the names and address of the sharehol

ders present or represented, the number of shares held by these share

holders, and the number of related votes. Said list shall be initial

led by all shareholders present or represented, certified by the Board
 

of Directors, and filed at th- head office for information of other
 

parties, on request. Any proxy issed must be deposited at the head
 

office within at least five days before the meeting
 

Article 18.- Board of the General Meeting
 

The General Meeting is presided over by the Board of Directors' Chair

man or by a director appointed to this end by the Board of Directors.
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Two shareholders representing, either themselves or by proxy the
 

in case of refusal,
act as
majority of the shares shall tellers; 


the same conditions shall
the next two shareholders complying with 


reached. The board
be appointed, and so on, until acceptance is 


of the General Meeting appoints a secretary who may not be a partici

pant in the meeting. 

the present
An attendance sheet shall be kept and initialled by 


shareholders or by their representatives, and certified true by the
 

the information
Board of the meeting, and filed at the head office for 


of third parties on request.
 

be responsible for the
The board of the General Meeting shall only 


meeting normal proceedings.
 

Article 19 - Minutes of Proceedings 

the minutes
The deliberations 	of the General Meeting shall be stated in 


special register markedof proceedings which shall be written down in a 

board.and initialled by 	 the members of the meeting 

Any justification 	 to third parties or any justification at court cor.cerninj 

of the Meeting shall consist of the copies and extractsthe deliberations 

minutes signed by the Chairman of the Board of Directors.of the certified 

After dissolution of the Corporation and during the liquidation, said 

signed by the one or severa. liquidatorscopies and extracts shall be 

appointed, as the 	case may be.
 

Article 20.- Deliberations and consequences thereof
 

General Meting represents the totality of the shareholder:;A qualified 

the General Meetini, deliberationr binds all the sharewi:ders present,
 

absent, dissenting or inapt.
 



Article 21.- Ordinary General Meeting
 

The shareholders Ordinary General Meeting is held once a year' to discuss
 

all matters regarding the Corporation's current activities during the 

past fiscal year.
 

The shareholders Ordinary General Meeting meets to the following 

purposes:
 

a) Appoint the Directors, and the Auditors, as the case 

may be;
 

b) Ratify the Board's report, discussapprove, amend, or 

review the accounts, being understood that discussions regarding approval 

of the accounts shall be null and void if not proceeded by the conside

ration of the Auditors' Report;
 

c) Make any decision regarding the profits sharing the
 

dividends distribution.
 

d) Approve the buoget(Id accounts; 

e) Give decision on any authorization or Lpecial 

powers to be gr:nted to the Boid of 1) rtctor, nd , encr. 11y take 
cognizance o all : att,:,:ubmittod by the B ] Pi'r ctor. 

The der. Ordiwiy' m r,, '. I , n ] :Ui±1 1 ,: h',id ahr'rhoiat the 
Cor'pornmtio' '2 hed ofi ±ie, 1,*,,,:t ,, t., .>,.,nI. tVn.dmy uf" M4arch 
of ,emcti ye:ir it. 1) A. 2. iL" tW 2Ii: i 1,~ 1 ii);y , it 2tamll be held 
onI th r, ,xt ,,r< n, , it '.h,. :i l , ' , . !. ,-f . l I,tI' ' , ld, it 

zhlll b,: t' l~1 * :: t ) .J,,t i . n! " ]" . ',.i ,,., pr : I:nt l 

at Ica';t 5 0" " t ,:; bc 'Lbd ,,ni p --i c p ti I t'e i'r:: f- t. 

Any dcci:jon :;hall b,: taken by ht :ThJorit7 18oftrtth,! prv:,oft 



Article 22.- The Ordinary General Meeting held extraordinarily shall
 

also have cognizance of all actions ani transactions regarding the
 

Corporation's management and administration, of the applications or
 

interpretations of these Articles which are beyond the powers of the
 

Board of Directors, the Ordinary General Meeting held extraordinarily
 

shall have the same powers as the Annual Ordinary General meeting
 

when for any reason, whatsoever the latter could not meet at the
 

fixed date or when urgent matters need to be discussed before said
 

annual sessicn
 

The Ordinary General Meeting shall be called extraordinardly by notice
 

given thiity days in advance. In case the quorum should not be reached
 

at the first meeting, a second notice shall be given after fifteen days,
 

and so on. The Ordinary General Meeting shall be qualified to delibera

te on the same quorum conditions as those of the Annual Ordinary
 

Meeting.
 

Article 23.- Extraordinary General Meeting
 

The Extraordinary General Meeting shall 
have cognizance of all matters
 

and shall be entitled to:

hese Articles
regarding the amendment of 


reduce the registered capital;
a) Increase or 


issue, against payment, preferential
b) Create and 


or on the assets, or on
the profits
shares with priority right on 


to the legal provisions in force;

both, subject 




c) Decide to purchase or to take over any corporation
 

through the purchase of shares or in any other manner such as the
 

purchase of shares granting a majority; 

d) Decide the Corporation's dissolution;
 

e) Decide the Corporation's total or partial merger with 

other corporations duly organized;
 

f) Authorize total or partial amendment of the Corporation's 

aims, and if necessary, change its name;
 

g) Determine the system of total or partial amortization 

of the Corporation's capital, under the conditions specified by the 

General Meeting, while keeping the principle of parity among the share

holders, and on the condition that said amortization shall be done only
 

by using the registered profits or the reserves which shall not be legal
 

reserves;
 

h) Amend or extend the powers of the Board of Directors and
 

the President;
 

i) Make any amendment of these Articles, subject to the 

legal provisions regarding the General Meeting composition, the manner 

of recounting the votes, and the number of members within the Board of 

Directors.
 

The Extraordinary General Meeting shall be called by notice of thirty days
 

given in advance, and in case the quorum should not be reached at the
 

first meeting, the following meetings shall be called by notice of fifteen 

days. The extraordinary general meeting shall be qaalified to deliberate,
 

when at least two-third of the subscribed, paid-in shares with right to 

vote are present or represented. However, at the second meeting and at 

the following meetings, only the presence of shareholders representing 



50% of the shares shall be required. All decisions shall be taken at
 

majority of two-third of the present members. No proxy shall participate
 

in the discussions and deliberations, nor shall they have the right to 

vote at an ordinary, extraordinary general meeting, or at a regular 

general meeting, if he is not himself a shareholder. 

CORPORATION'S MANAGEMENT
 

Article 24 - Organization of the Board of Directors
 

A Board of Directors composed of at least 5, and at the 

utmost 12 members shall manage and administrate the Corporation. Said
 

members shall remain in place until their replacement by other directors.
 

The duration of the Board members appointment shall be one year; said
 

members may be indefinitely re-appointed.
 

Article 25 - Any applicant whishing to become a member of the Board
 

must own at least ten fully paid-in shares. The directors must pay-in
 

at least five of said shares to guaraniee their appointment, without
 

prejudice to the other guarantees required by the Board for any particular
 

function.
 

Article 26 - Immediately after their appointment by the General Meeting, 

the Board members shall appoint one Chairman, one or several Vice-Chairmen,
 

one Secretary, and one Treasurer, who shall remain in function during a
 

year and shall be reeligible. Legal entities may apply for membership
 

within the Board of Directors; they shall be represented at the Board
 

by one individual duly appointed by mandate, the duration of which shall
 

be evaluated by the majority of the Board members. Said representative
 

may only be replaced subject to notice given ten days in advance to the
 

Board, who shall accept him in the above described manner.
 



Article 27 - Replacement of Board Members
 

If, during appointment of the Board of.Direztors, a vacancy occurs
 

among its members, the remaining membera shall appoint, within fifteen
 

days following said vacancy, another member who shall remain in function
 

until the nezt shareholders Annual General Meeting; this meeting shall 

appoint a permanent member to fill the vacancy. If the Board does not
 

appoint a new member, and if many vacancies occur, so that the Board of
 

Directors cannot deliberate because the quorum is not reached, anyone
 

of the remaining members shall immediately call a general meeting to
 

appoint the required number of members.
 

Article 28 - Any Board member who is absent at three consecutive meetings
 

without Bcard authorization, shall be considered dismissed, and the
 

Board shall replace him under the above mentioned provisions.
 

Article 29 - Notice of Meetings - Meeting Place - Deliberations - Voting 

From the first year following constitution of its boa,'d, the Board of 

Directors shall determine the dates and places, at which and where it 

shall held its meetings without advance notice. The Board shall meet 

extraordinarily on call by the President or by its representative, or on 

call by two Board members with notice given at least three days in advance 

It shall meet at the head office or in any other location it shall deter

mine. The presence of the majority of members shall be required to 

qualify deliberations and decisions, which shall be taken at simple 

majority of the present members' votes. Any absent or unable Board member 

cannot appoint but another Board member to represent him at a meeting. 

Article 30 - Minutes of Proceedings 

The Board Deliberations shall be stated in minutes that shall be included 

in a special register kept at the Corporation's head office, and that 

shall be marked and initialled consequently. Minutes of proceedings shall 

be signed by the meeting Cnairman and Secretary. 

. .S / . .• 



Article 31 - Powers 

The Board of Directors shall manage, direct, and administrate the 

Corporation, and shall determine the general policy of the Corporation, 

within the limits determined by the General Meeting. The following list
 

of powers shall not be all-inclusive and restrictive;
 

The Board of Directors shall be entittled to:
 

a) Permanently or temporarily give any kind of mandates and
 

hand over any powers;
 

b) Appoint and dismiss any employee, determine their wages,
 

salary, or participation, as well as any employment and dismissal terms;
 

c) Determine overhead expeises;
 

d) Authorize creation of subsidiaries and the appointment
 

of agencies in any location of the Republic or abroad;
 

e) Determine the amount of disposable funds;
 

f) Authorize signature of any kind of contract;
 

g) Decide the construction of buildings for the Corporation;
 

h) Accept loans on the conditions it shall deem acceptable
 

by opening of credits or else;
 

or 

i) Purchase and sell the Corporation's properties, personal 

real estates, and negotiate any kind of credit; 

or 

j) Subscribe, purchase, sell or assign shares to any haitian 

foreign company authorized or in the proceed of organization; 

k) Accept mortgages, make transactions, compromises, or
 

sign any withdrawal or discharge, yield privileges, mortgage, waive any
 

condition of avoidance and any other rights.
 

1) Determine the amortizations, distributions and dividends
 

on the effectively realized profits;
 

m) Replace the audits within the limits authorized by the
 

law;
 



n) Recommend the General Meeting any profit distribution
 

based on the balance sheet within the limits authorized by the law and
 

those of any accepted binding agreement.
 

Article 32 - Powers of the Board Chairman
 

The Chairman of the Board of Directors is the President and General
 

Manager of the Corporation. These duties are executive according to the 

law, within the frame of the Board and Shareholders general assemblies
 

deliberations and under the control of the Board of Directors. In
 

particular: 

a) He shall represent the Corporation vis-a-vis any private
 

or public entity;
 

b) He shall preside over the shareholders general meetings
 

as well as those of the Board of Directors, and shall sign any act or
 

document issued by these agencies;
 

c) He shall represent the Corporation at court as plaintif
 

or as defendant; 

d) He shall keep inventories, make profit and loss statements
 

as well as establish the balance sheets, which must be submitted each
 

year to the General Meeting after approval of the Board of Directors, and
 

in general nmanage within the limits of Article 31 of these Articles.
 

Article 33 - Powers of the Vice-Chairmen 

The Vice-Chairmen shall have the functions determined by the Genera.
 

Meeting, the 2oard of Directors, or the President.
 

The Secretary shall be responsible for the correspondence and the
 

Corporation's archives and shall accomplish the other functions imposed
 

to him by the Board of Directors.
 

The Treasurer shall be responsible for the accounts and for all financial
 

matters of the Corporation within the frame of the powers conferred to 

him by the General Meeting of the shareholders and by the Board of 

Directors. 



CORPORATION'S BALANCE SHEET AND PROFIT DISTRIBUTION
 

Article 34.- Fiscal Year
 

The fiscal year commence on January 1, and end on December 31, of
 

first year shall the
each year. Exceptionnally, the commence on 

date of the Decree or the authorization giving the Corporation 

on . Any action taken on behalf ofthe right to operate, and end 


the Corporation and accepted by the latter shall be attached to
 

this fiscal year.
 

Article 35.- Corporation's Balance Sheet and Board Report
 

be made each year and the Corporation's
An inventory shall contain 


assets and liabilities, the Profit and Loss Statement, and a Balance
 

Sheet.
 

as Profit and Loss Statement shall be
The Balance Sheet as well the 


same form as the preceeding years, and
presented each year under the 


items unlessthe evaluation system of the different shall not change, 

the Ordinary General Meeting approves each one of the amendments 

regarding the accounts presentation or the evaluation concerning 

such amendments. The Profit and Loss Statement shall indicate, 

under seperate items, the profits and losses and their source. The 

shall be
inventory, balance sheet and profit and loss statement 


kept at the auditors' disposal thirty days at least before the date
 

of the annual ordinary general meeting, and presented to said meeting 

by the Board of Directors.
 

Article 36.- Shareholders' Information Right
 

Within the fifteen days preceeding the annual Ordinary General Meeting, 

and the profit and loss statementthe inventory, the balance sheet, 

as well as all documents which must legally be submittod to this 

meeting, and th2 shareholders' list -;hall be! keupt at the ,di:pcsal of the 

shareholders at the head office. 

Furthermore, any shareholder may, from time to time throughout the 



year, take cognizance or request a copy, personnally or thru a repre

sentative, of any document submitted to the general meetings during
 

the past three years, and copy Of these meetings' minutes of procee

dings from the Head Office.
 

Article 37.- Payment of Dividends 

The time, manner,and place of payment of the dividends shall be
 

determined by the Board of Directors.
 

However, the effective payment of said dividends shall take place
 

within a maximum period on nine months following the closing of the
 

fiscal year. Any dividend, that should not be claimed within five
 

years shall be barred according to the Law.
 

Article 38.- Dissolution
 

Dissolution of the Corporation shall occur when the net assets become
 

less than 25% of the registered capital due to the losses stated in
 

the accounting documents. Dissolution may also occur by decision of
 

the Extraordinary General Meeting or by court judgement.
 

LIQUIDATION
 

In case of dissolution for any reason whatsoever, the Ordinary General 

Meeting shall, on proposal of the Board of Directors, determine the 

mode of liquidation and appoint one or jeveral liquidators, whose powers 

and wages it '3hall fix. fhis appoint-2nt shall end the powers of the 

directors who shall deliver their accounts to the liquidators. 

The liquidation net proceeds ,hall be used, after settlement of the 

liabilities and charges of the Corporation, to fully redeem the stock 

capital and the surplus shall be distributed among the shareholders. 

The partners shall meet at the end of the liquidation to ratify the 

final accounts and the liquidators' final discharge.
 



LITIGATIONS
 

Any litigation occuring during bhe Corporation's life or liquidation,
 

either among the shareholders regarding the Corporation's business, or
 

between the shareholders and the Corporation, shall be submitted to
 

the arbitration of the Civil Court of Port-au-Prince. To this end,
 

shareholders shall elect domicile at Port-au-Prince. In default of
 

dimicile election, the notifications given at the Public Prosecutor's
 

Room at the Civil Court of Port-au-Prince shall be valid.
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HAITIAN DEVELOPMENT FINANCE CORPORATION 

(DFC) 

STAT MENT OF POLICY AND OPERATIONAL GUIDELINES (PROPOSED) 

I. OBJECTIVFS 

The overall goal of this A.I.D. supported project is to stimulate 
substantial industrial growth in both the manufacturing and agricultural 
sectors of Haiti, resulting in increased levels of employment and income. The, 
proposed project will contribute to the achievEment of this goal by promoting 
and facilitating domestic and foreign investment in Haiti, especially in 
agriculture-oriented processing industries and Labor-intensive operations that 
maximize in-country value added to their product.-. The purpose of the project 
is to establish a Development Finance Corporation to providc uedium/iong tetm 
credit and investment services to investors for industrial projects in Haiti. 
The total amount of financing to be made available by A I D under the project 
will be $5 million in a direct grant to the DFC of which $4.00 million will be 
repayable to a special trust fund. 

II. AREAS OF OPERATIONS 

In order to maximize the economic impact of its activities, the DFC will
 
concentrate its lending efforts on productive enterprises in three broad 
categories. The first is agro-industrial operations, which includes all 
busines.es that are active in either food or beverage processing, ranging from 
poultry farms to breeries. Primary producers -- i.e., sugar cane farmers, 
mango growers -- were omitted from the list of businesses. The second 
category includes assembly businesses, that are essentially subcontractors for 
foreign firms. They are generally provided with the capital equipment and raw 
materials, add labor to the value of the product through a simple or a series 
of simple assembly operations, and then re-export the finished/semi-finished 
goods back to the foreign supplier. The distinguishing trademark of these 
'usinesses is that the owners put very little into the fixed assets of the 
operations, and determine their revenues almost solely through the sale of 
labor used in the value-added process. The third cacegory is comprised of 
manufacturing operations which are producing predominantly for the local 
market. They are easily differentiated from the assembly operation- in that 
they generally purchase their own raw material and capital equipment, and are 
also often responsible for marketing their products to a local distributor or 
directly to the end us i/consumer. 

In each of these categories primary consideration will be given to the
 
following type of businesses:
 

a) 	exporters of goods manufactured wholly or primarily from local raw 
materials (agro-industry for example); 

b) 	 exporters of goods produced from a mix of imported and local raw 
materia is; 
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c) exporters of goods from imported raw materials with at least a 25% 

domestic value added; 

d) 	 producers for the local market with local raw materials 

e) 	 producers of import substitutes from imported raw materials with 
substantial domestic value added or cost savings; 

f) 	 companies whose operation directly enhances the ability of other 
companies to earn foreign exchange (such as services for the tourist 
industry, a trucker of agricultural products, etc.). 

Where projects are otherwise of similar financial quality, the DFC should 
consider factors such as the amount of domestic value added, overall 
employment generation, geographic location, use of specific agricultural raw 
materials, environmental impact, employment of the unskilled poor, and 
employment of women. 

III.ELIGIBLE BORROWERS 

For the purpose of the Project, eligible private sector borrowers are 
defined as those operating in the above mentioned sectors with the following 
size prior to receipt of loans from the DFC. 

A. 	 Small : Total assets of less than $500,000 and between 20-100 
employees. 

B. 	Medium: Total assets ranging from $500,000 to $1,500,000 with
 
101-200 employees.
 

C. 	 Large : Total assets over $1,500,000 and over 200 employees.
 

Only privately owned "for profit" business ventures with substantial
 
Haitian ownership will be eligible. Government enterprises and enterprises
 
which are engaged in commodity trading, real estate development, agriculture
 
farming, or of a speculative nature will not be eligible for financing under
 
this Project. However, enterprises with a minimum public sector participation
 
will be eligible for financing provided they are private, indigenous,
 
independently controlled and managed, and are financially and commercially 
viable. 

In addition to existing enterprises, promising new ventures may, at the
 
discretion of the DFC, be assisted if they are promoted by capable
 
enterpreneurs and/or individuals experienced in their line of business.
 

IV. FINANCIAL 	 POLICIES 

A. 	 Use of Funds 

The DFC's objective is to increase the productive capacity of 
eligible enterprises and to meet the need for intermediate term credit at 
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floating or fixed rates. Rinds provided by the DFC may not be used to 
refinance existing borrowings but it is recognized that as part of a new, 
larger financing package term loans from other lenders may be acquired to 
obtain satisfactory collateral for the DFC. Project loan proceeds may not be 
used as a substitute for short-term working capital. Loan proceeds may be 
used for the financing of fixed assets including land, building, machinery, 
equipment, and vehicles and related expenses. Certain portions of working 
capital represent a minimum/permanent _orking capital often financed from 
equity. If short term financing is not available because the DFC has all of a 
company's security, it should consider either sharing security or financing at 
least some of the working capital need. 

B. Structure of Financial Package 

1. Size of loans 

In order to ensure that the DFC does not excessively rir its 
equity capital, the maximum size of loans made to individual borroers or 
groups of borrowers with similar ownership will be limited to 15% of DFC 
equity at the time a loan is made. A.I.D. and the DFC will review this limit 
periodically, and if need is demnstrated,these limits may be modified by 
mutual agreement. 

2. Terms of Loans to Sub-Borrowers 

The DFC will appraise individual projects and establish
 
approximate lending terms and conditions on the basis of its appraisal. In
 
general the following terms will apply:
 

a. Loan Maturities
 

Term loans to eligible borrowers will have a maximum term 
of eight years including a grace period of up to two years. 

b. Repayments 

Repayments will be made through equal semi-annual or 
quarterly installments, as appropriate. 

c. Interest Rate 

The interest rate on the loans from the Project will
 
normally be the maximum obtainable under market conditions. Any term loan may 
provide for an adjustable (floating) or fixed interest rate. In addition the 
DFC may charge a service fee and loan initiation fee if deemed appropriate. 
The interest rate on any working capital and other facilities provided to 
borrowers will be at DFC's prevailing r1es. 
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d. 	 Penalties 

Penalties for late payment will be charged in accordance 
with local practice. However, normally there will be no penalty for 
prepayments.
 

e. 	 Restriction on Borrowings 

Total borrowings of clients, including short-term 
facilities, may not normally exceed three times clients' net worth. 
Borrowings and other forms of credit obtained outside the Project will be 
subject to other reasonable restrictions. 

C. 	A.I.D. Conditions
 

In order to comply with the A.I.D. Project Agreement the DFC will
 
adhere to the following conditions unless it is mutually agreed by A.I.D. and
 
the DFC to modify these conditions:
 

1. 	Not declare or pay any cash dividends during the grace period
tmtil such time as the DFC has realized tun consecutive years of 
profit, furthermore the amount declared and paid should not 
exceed 10% of that year's profits. 

2. Establish an evaluation program as part of the project. The 
program will include, during the 'm.plementation of the Project 
and at one or more points including prior to disbursements of 
Loan funds in excess of $2,000,000 and at the end of the 
project, the following: 

a. 	 An evaluation of progress to~surd attainment of the 
objectives of the project;
 

b. 	 Identification and examination of problem areas or
 
obstacles to accomplishment of project objectives;
 

c. 	 Evaluation, to the degree feasible, of the overall 
development impact of the Project; 

3. 	Not use A.I.D. funds to pay administrative or operating expenses 
of the DFC. 

4. 	Without prior A.I.D. approval make no sub-loans or guarantees 
to, or equity investments in business or other activities in 
which any member of the Board of Directors, officer or eqployee 
of the DE)C or their inL=ediate family has a financial interest; 

5. 	 Maintain a reserve for bad debts of at least tuo percent (2%) of 
all outstanding loans; 
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6. 	 Not incur any indebtedness which would enjoy a position superior 
to the obligation incurred under the A.I.D. Loan; 

7. 	 Use reflows of subloan principal and interest in conformity with 
the purposes of the Project; 

8. 	 Submit a report to A.I.D. each quarter during the life of this 
Agreement. Each report will contain a breakdown of subprojects, 
showing types of industry, commitments and disbursements, terms
 
and conditions of financing, uses of DFC and A.I.D. funds, an 
aging of accounts and other comments as appropriate. 

9. 	 Amend or modify its corporate clhrter, by-Inws or undergo any 
type of corporate reorganization without prior approval of A.I.D. 

10. 	 DFC will not incur short-or long term liabilities uhich cause 
the debt/equity ratio of DFC to exceed five to one (5/1) through 
the fifth year, and if DFC remain profitable increasing to 6/1, 
7/1... in successive years until maximum of 10/1 is reached in 
tenth year. 

11. 	 Not undertake equity financing of so'-projects during the first 
three years of operations and limit such participation to no 
more than 207 of equity, or 5%of total assests, uhichever is 
lower. 

12. 	 Limit the mxihmum tal amount of outstanding loans and or 
guarantees to any ab-borrour or grou)s of borrowers with 
similar o .nership. no more thin 15Z. of the DFC's equity base 
at the time sub- loans/guiarantees are tmade. 

13. 	 Repay the A.I.D. loan (principal ,ind interest) in (nurdes to an 
independent trust fund. 

14. 	 Will submit [or A.I.D. atpproval a policy regarding the use of 
gtuarantee:, prior to is,uavnce of any guirantee. 

15. 	 Fngage the services of n intenaLtionailly recognitlw accounting 

firm 	to carry out its anna I anlit;. 

V. CLIExr sUPmu'r swVic i 

The DFC will provide, to tlv extent non.i l in good banking practice, 
limited service:; to borrowrs . lhese -.ervic!; are .ifi:v(I at ass 1sti1 ; clients 
to manage their enterpri se:; more efficit.'t lv. (us.;tOr:r; will receviV. 
assistance in to IaL :AVa im,I inu tii to t i=rire;Fx)nding -;pccific lIr1r rt:y 
and in the preparation f) h an v - tca ion:;. 

The scope of bu;ines advi';ory setvice,; will I c J. ttIU- 101]hMw1; 
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(1) accounting, budgeting, management of cash, and credit;
 

(2) marketing, purchasing, and inventory control;
 

(3) plant and equipment maintenance and production matters;
 

(4) company organization and office and personnel management;
 

VI. RELATIONSHIP WITH ER FINANCIAL INSTITUrIONS 

In order to foster common objectives of economic development through the 
provision of financial assistance, including loan syndications, to Haitian 
entrepreneurs, the DFC will develop professional relationships with other 
institutions interested in private sector development. These are the 
commercial banks, the Industrial Development Fund (FDI), supported by the 
IBRD, and the IDB Funded government devel-Ttent bank, IDAI. The DFC will 
explore areas of common interest and will work closely with such institutions. 

VII.REFORTING REQUIRN= FOR A.I.D. 

A. quarterly
 

The DFC will provide A.I.D. with reports on new borrowers, a
 
cumulative statistical review of the Project's progress and financial
 
statements1 within 30 days of the end of each quarter. Reports on
 
borrowers will contain the following information.
 

1. New Borrowers 

A brief description of each new borrouer inchl,.i"g the nature of
 
business, the purpose and the developmental objectives of the
 
loan, total assets before and after financing, term loans
 
overdraft and other facilities provided by the DFC, and the
 
component of term loans provided by A.I.D. Details of funds
 
committed but not disbursed and of funds disbursed will also be
 
included.
 

2. Statistical Review
 

Separate cumulative totals of funds and other facilities 
provided by A.I.D. and other donors. An analysis of total funds 
outstanding, size of firms and location will be provided. The 
review will also include a summary of funds outstanding, 
classified by size of borroer, separately showing term loans 
provided by A.I.D. on a cunulative basis;
 

The financial statuients should include, at a minimum, balance sheets, 
profit and losi staLnents, cash flows, and loan status and arrears
 
reports.
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B. 	 Annually 

1. 	 Statistical Review and Other Reports 

The DFC will, within 120 days of its financial year end, provide 
A.I.D. with a brief summary of each borrower's financial 
condition, and with a cumulative statistical review providing 
information detailed in Paragraph VII A 2. above and an 
explanation of how the developmental criteria of the loan 
agreement has been met. 

2 	 Audited Financial Statement 

The DFC will, within 120 days of its financial year end, provide 
A.I.D. with annual reports and audited financial statements and 
other normal management information reports. 

VIII. OPERATIONAL GUIDELINES FOR CREDIT EVALUATION AND SUPEVISION 

A. 	 Evaluation of Projects 

DFC will carry out a thorough investigation of the background of 
potential borrowers and their existing operations, covering at a minimum the 
following broad areas, before undertaking a detailed analysis of projects *to 
be financed under the scheme: 

--	 Line of business. 
--	 Ownership. 
--	 Management and directors. 
--	 Business history. 
--	 Banking and other financial relationships. 
--	 Products. 
--	 Production facilities. 
--	 Suppliers and trade reputation. 
--	 Distribution system and selling terms. 
--	 Affiliated companies and related business connections. 
- -	 Financial statements for the last three years where applicable. 

DFC will utilize special application forms in order to consider 
proposals for financial assistance from borrowers, to obtain the minumun 
information requirements related to proposed projects. This form will at 
least include information relating to the following broad areas: 

--	 A general description of the project. 
--	 The market for the borrower's products, competition, and distribution 

arrangement. 
--	 An estimate of development expenses. 
--	 An estimate of total fixed capital requirements. 
--	 An estimate of working capital requirements. 
--	 The proposed financial structure of the borrower and related
 

financial arrangements.
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-- Estimated drawdown of funds. 
-- Projected financial statements, including balance sheets, profit and 

loss accounts, and cash flows for the period of the loan, details of 
assumptions used and their justification. 

-- A list of key personnel and their experience in the line or business 
-- Security to be offered. 
- - Any special problems likely to be encouraged in obtaining the 

security such an availability of title, deeds, etc. 

The DFC staff responsible for the credit evaluation and loan 
supervision functions will be assisted by the proposed technical assistance 
team to develop the forms and procedures necessary to carry out a reasonably
detailed analysis of the borrower's project. They will be responsible for 
carrying out the required credit analysis to enable the DFC to come to 
judgment on the credit risks associated with overall viability of the project, 
particularly the borrower's ability to repay the loans requested under the 
project. 

B. Structure of Loans 

DFC will structure the financial package for each borrower to ensure 
that fixed assets are a primarily financed by either borrower's equity or term 
loans. Most current assets are appropriately financed by commercial banking
facilities, but it is recognized that permanent working capital needs may 
properly be financed with long term resources. DFC will determine the 
repayment period of its term loans, keeping in mind the reasonable cash flow 
generation expected from the borrower's business, allowing a margin for 
contingencies, reasonable costs and profits.
 

C. Negotiations with Customers
 

DFC will conduct negotiations with each borrower, after the detailed 
credit analysis is completed, with a view to agreeing on the relative rights 
and responsibilities of the DFC and the borrowers, which will be reflected in 
a loan agreement tailored to meet the particular needs of the borrower. The 
loan agreement should cover the following broad terms: 

-- Principal loan term. 
-- Commitment and administrative fees. 
-- Repayment provisions and arrearage limits. 
-- Security to be taken and supporting documents. 
-- Affirmative and negative covenants including reasonable restrictions 

on the ratio of borrowings to owners equity, current ratio and quick
 
ratio.
 

-- Condition precedent to disbursement.
 
-- Events, operation and effect of default
 
-- Required documentation.
 
-- Miscellaneous conditions.
 
-- Cash flow coverage of debt service 
-- Provision for submission of financial statements which are audited or 

prepared in accordance with generally accepted accounting principles. 
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To the extent permitted by local laws, the DFC may secure credits 
extended under the project by a first charge over the borrower's assets, 
including fixed and current assets, through the execution of appropriate legal 
documentation prior to making disbursements. The DFC may, at its descretion, 
obtain additional collateral security, including personnel or corporate 
guarantees, to secure loans made under the Project. 

D. 	 Quarterly Follow-up 

DFC will obtain and review the following information from borrowers 
on a quarterly basis, to enable it to review borrower's progress on an
 
on-going basis and to comply with its obligations under the A.I.D. Agreement:
 

1. 	An unaudited balance sheet and profit and loss account, and 
related cash-flow statement; 

2. 	 A statement of inventory, goods in process and finished goods, 
at cost;
 

3. 	 A statement of accounts payable, suitably aged; and 

4. 	A statement of accounts receivable, suitably aged.
 

If as a result of the quarterly follow-up it is noted that the 
client's performance could be improved with the assistance of outside
 
consultants of DFC, the client will be encouraged to make use of these
 
services.
 

F. 	 Annua I Review 

A formal review of each outstanding loan and other investments or 
guarantees will be carried out by DFC at least once a year, and preferably 
immediately after receipt of interim or audited annual financial statements 
from borrowers. 

The review ries three main objectives: 

1. 	 To ascertain that the borrowur has complied with all the terms 
of the loan agreement, both financial and non-financial; 

2. 	 To enable DFC to ccxnply with its reporting obligations under the 
A.I.D. Agreement; and 

3. 	 To detennine iether the progress of the project, combined with 
DFC's; knowledge of the lx~rrow-r and it; industry, indicates 
future deveIqxnents of %tiich DFC and A.I.D. should be awire. 
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It is suggested that the following broad approach be used by DFC in 
making the review: 

The Past 

1. 	 Determine the current financial position of the client and the 
reasons and events leading to his present condition, w~tether 
favorable or unfavorable. 

2. 	 Compare the client's performance with the financial projections 
on file to determine the client's ability to achieve the targets
indicated by such projections. Determine all reasons for 
deviations. 

3. 	 Compare all convenants involving financial limits (required
working capital, current ratio, dividend restrictions, etc.)
 
with the most recent financial statements to determine
 
compliance; and 

4. 	 Other covenants should also be reviewed to ensure compliance.
 

The Future
 

1. 	Based on the review of the past, point out any adverse

development that may affect the client's ability to meet 
required future repayments of the term loan or any other 
outstanding debt.
 

2. 	 Identify other future developments in the business that may
require external sources of funds (whether debt or equity) or 
that may affect the client's ability to comply with the loan 
agreement; and 

3. 	 Identify other opportunities to furthcr develop business 
relationships with other institutions participating in the 
project.
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TECHNICAL ASSISTANCE PLAN 

A. EXE=JTIVE RERUITHENT 

If acceptable and qualified, candidates for the General Manager 

position cannot be identified and hired by the DFC's Board of Directors in a 

timely manner, funds are available to secure the services of a qualified 

management recruitment firm. The selected firm will be contracted to conduct 

an executive search for experienced financial professionals who will be 

presented as candidates to the DFC. This firm will be contracted by AID under 

normal contracting procedures. The proposed Job Description for the General 

Manager is included in Annex N "DFC's Job Descriptions". 

B. TECHNICAL ASSISTANCE REUIREN'
 

Three (3)Long-Term Advisors will be contracted by AID to provide 72 

person/months of technical assistance to the DFC. The purpose and nature of 

this technical assistance is discussed in the Project Description Section 

(III.D 4). Once the Conditions Precedent to Disbursement are met, a request 

for technical assistance proposal (RFTP) will be issued and published in the 

Commerce Business Daily in order to solicit proposals from firms capable of 

fielding a team with the required technical expertise. 

An estimated 22 FM of short-term consulting services will be utilized 

by the DFC. The consultants required on a short-term basis will be selected 

by the DFC's management on a case by case basis, and will be contracted
 

through the use of usual AID contracting procedures. It is anticipated that 

these experts will provide specific technical expertise for the DFC in the 
analysis/evaluation of proposed sub-projects leading to the development of its 

loan portfolio. 

The proposed scopes of work for the long-term advisory team is 

presented below. 
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SENIOR ADVISOR 

The senior advisor will provide direct assistance to the General Manager 

td aoard of Directors of the DFC in the organization and management of the 

new company. This individual must be a banking professional who is thoroughly 

laowledgeable in the management of financial institutions, with special 

emphasis on development banking experience. He/She should have extensive 

uorking experience (10 years) in or with development financing institutions in 

developing countries, and possess a graduate degree or post baccalaurate 

training in finance, banking and accounting. French language caapability at 

the S-3, R-3 level is required. 

The advisor will provide technical expertise to the DFC in the areas of 
financial operations and general management. 

The following is illustrative of the senior advisors duties in Uhich 

he/she will assist the DFC's General Manager in: 

1. The development and installation of a management system tailored to
 
the DFC's immediate and medium term organizational needs. This will include, 

but not be limited to, assistance in the selection and hiring of professional 

staff; the definition of the DFC's corporate policies, both as a financial 

institution and development bank; the developinent and i)]ementation of the 

DFC's policy and operating guidelines; the preparation of business plans; and 

the creation of a management reporting system. 

2. The development of internal financial analysis and planning systems. 

3. The initial dewlopmnent of the DFC':; loan portfolio with : lpecial1 

emphasis on the definition of lending criteria, utilization of such in sub

project analysis, and the implementation of the loan review/approval process. 
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4. The identification and selection of training programs appropriate for 

staff development and improvement. Programs will be selected Uhich will 

provide international and internal (on-the-job) exposure. 

5. The identification and selection of short-term consultants as 

required to carry out the organizational development activities of the DFC. 

6. The idencification and selection of audit companies to provide 

auditing services to the DFC. 

7. The preparation, testing and execution of investment of mobilization 

programs (i.e. bond issues, debentures, certificates of deposit, etc.). 

8. Serve as Team Leader for the three person TA Team. 

PROJECT ANALYSIS/CREDIT SPECIALIST
 

The Project Analysis/Credit Advisor will assist in the development and
 

operation of the Loan Evaluation epartment. This specialist must possess
 

extensive experience and an in-depth understanding of financial analysis for
 

medin and long-term industri.-1 projects, and analytical techniques for 

determining p)roject feasibility, (e.g. economic analysis, technical 

evil luit ions , etc.). Academic and non-academic training will be required in 

the areas of project analysis given that a major responsibility of the advisor 

will be to train DEC staff. Worldng experience (8-10 years) with investment 

or devloptnwnt baInk; in developing countries is desirabh,, but similar 

experience with c(xInercial bank. or internitiona i. deve lopment institutions in 

LDCs is aceeptable. Fluency in the French language is required at a level of 

S-3, R-3. 

The speciili:st w[Il be responsible for the following duties: 

1. Assist the Qiief of te Loan Evlutuion Il)vrtment in rthe 
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organization of the department, including the design and implementation of a 

methodology for the analysis, monitoring and evaluation of projects. 

2. Design project appraisal procedures for the identification
 

(screening) and/or development of client proposals aimed at the selection of
 
several industrial projects eligible for DFC financing.
 

3. The identification and selection of short-term consultants, as
 
required for project analyses, in specific technical fields.
 

4. Tie development of specialized project raonitoring procedures focussed 
on the preparation of special reports concerning borrouer performance, e.g. 

payment arrearages, technical and management problems, etc. 

LOAN ADMINISRATION SPECIALIST 

The advisor will be recruited in the second-year of project implementation 

and will provride assistance in the operation of the Loan Administration 

Department. This specialist must have at least five years of experience in 

the supervision/monitoring of medium Lnd long-term credit portfolios at 

commercial banks or development finance institutions in LDCs. A similar level 

of experience in accounting and/or internal auditing with a public accounting 

firm or in the appropriate office with an industrial company or batking 
institution would be cxtrCenoy valtubLe and an important asset for this 

assignment. The consultant selected for this position must have, aar. 
minimum, a Baclxelor of Arts or Sciences (or equivalent) in accountirg, finance 

or business administratir1c. 

The specialist will be res;x :dbl. for the following duties: 

1. Assi-st the (Iiief of the h)an iklmini:;tration DIpartn,.t in the 

nvinaent of tho department, inc hIding the UV,dLVItiOn and binprovezrvnt, uhlere 
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required, of the DFC's internal accounting and loan monitoring systems. 

2. Review of the client reporting systems in order to develop 

appropriate procedures for tracking the progress of the sub-projects, and to 

recommend solutions for the resolution of any implementation problems. 

3. The implementation of internal staff training programs for the 

department.
 

4. Assist in the preparation, review, analysis, and appraisal of the 

DFC's financial statements. 

5. Provide guidance in the selection of appropriate management 

information and word processing systems for the DFC. 
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DESCRPTION OF FINANCIAL MODEL 

In order to measure the financial impact of our assumptions on the DFC's 

operations in the future, a computer model was designed to allow the user to 

change certain key variables and develop a projected set of balance sheets, 

income statements and sources and uses of working capital statements. The 

model simulates the projected operations of the DFC over a ten year period. 

The model reflects end of year amounts for balance sheet items, but 

interest income and expense are computed on average amount outstanding during
 

the period. This is necessary in order to simulate the probable occurrences 

on the income statement. 

A detailed description of the computer model assumptions is provided in 

this section. It is important to understand how the computer model simulates 

the financial activities of the DFC in order to understand its capabilities as 

well as its limitations. The detailed assumptions are provided below for the 

balance sheet, the income statement, and the sources and uses of funds 

statement: 

Balance Sheet 

Cash - Cash shown on the balance sheet is set to equal 1 month's 

operating expenses in each scenario. 

Fixed Deposits - The modcl uses fixLd deposits as a repository for 

all excess cash. Ihe model will u,,1L draw down on the U'AID loan to 

place funds in fixed deposits. 

Interest RIUceiviblt' - Average interest receivnble is estimaited by the 

model to emul two months gross operating income. We assume that 

intere:;t is received suni-annually. 
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Loan Portfolio - The loan portfolio has been broken down into four 

independent sub-portfolios for our analysis. The amounts outstanding 

in each portfolio are a function of the amounts disbursed every year, 

the grace period on principal repayment and the tenor of the loan in 

addition to the grace period. The model assumes that loans will be 

repaid in equal semi-annual principal installments once the grace 

period is over. 

Reserve for Loan Losses - The reserve for loan losses is made up of 

the accumulated provision for losses taken in every year, less the 

amount of loans written off in every year. In all scenarios, the 

amount charged off is equal to 2/3 of the provision taken tuo year 

earlier. The amount charged off in each year is subtracted from each 

of the four portfolios proportionately. 

Fixed Assets Net of Depreciation - A beginning assets figure of 

$50,000 has been assumed with additional purchases of $50,000 in year 

3 and $70,000 in year 7. Straight line depreciation is assumed, and
 

this amount is calculated on the basis of an average life of 7 years
 

for all assets.
 

Current Liabilities - Current liabilities is composed of 1/2 month's 

operating expenses and three months' interest payable, Three months' 

interest payable is assumed to be the average amount outstanding 

given that interest on all debt is to be paid semi-anntually. 

USAID Loans - The amount of the USAID Loan outstanding in any year is 

determined as a function of the gross loans disbur;ed by the DFC. 

All new loans mad-- by tile DFC are funded by the USAID loan until the 

maximum amount has been reachad, or the draw down period on the loan 

has expired. 
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Other Leng-Term Debt - Once the USAID loan has been fully drawn down 

or the draw down period has expired, the model will borrow additional 

money after exhausting all excess cash kept in fixed deposits. 

Paid-in Capital - The model reflects the projected amounts of paid-in 

capital in any given year both on the balance sheet and in the 

sources and uses of working capital statement. Additional paid-in 

capital is raised in any year that the debt to equity ratio exceeds 

the maximum allowed . The model will raise additional paid-in 

capital in increments of $100,000 until the maximum debt to equity 

limit is reached. 

Retained Earnings - Retained earnirs in any year equal the previous 

year's retained earnings, plus the current year's net income, less 

current year. The amount of dividendsany dividcnds paid during the 

paid is controlled by specitying ane percentage of net income to be 

paid out, and diviends will oe paid only in the second or two 

consecutive years of profit. 

Income Statements
 

2All interest income and expenses are computed on interest rates uhich 

are relative to the prine rate. lle prime rate forecast is an input to the 

mode 1. 

Fixed Deposits - Fixed deposit income is computed based on the 

average balance in the fixed deposit account and the rate 

differential relative to prime. 

1. 	 5 to 1 during the first five years, increasing to 6 to 1, 7 to 1, 8 to 1, 
9 to 1, and 10 to 1 by 1992. 

2. 	 except for the fixed rate USAID loan. 
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Loan Portfolios One through Four - The income on all four portfolios 

is computed by taking the average balance outstanding in each 
category in each year and the rate differential relative to prime for 

each portfolio. 

Fee Income on Guarantees - Fee income is computed as a percentage of 

the total amount of guarantees made in each year. 

Loan Closing Fees - Closing Fee income is computed on the actual 

amounts of loans disbursed in portfolios one through four in every 

year. 

Interest Expense on the USAID Loan - The amount of interest charged 
on the USAID loan is based on the average outstanding balance in 

every year, and a specified fixed interes rate. 

Other Long-Term Debt - Interest expense on other debt is computed on 

the average balance outstnding in every year and the interest rate 

charged relative to the prime. 

Provision for Loan Losses - The amount taken as a provision for loan 
losses is taken on Lhe gross loans outstanding before charge offs in 

each year. 

Loses on Guirantees - Losses on guarantees are calculated as a 

percentage of guarantees made In prior years. 

Operating Expn,;e; - xprating expenses are input direcLly into the 

model by the user. 

Depreciation - D-preccition is a direct input to the model using 

strtight line, seven-year average lie for assets. 
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Sources and Uses of Working Capital 

Sources of working capital are broken down into five categories by the 

model: Operations, Depreciation, Provision for oan Losses, Paid-in Capital, 

and Increase in ong-Term Debt. The uses of working capital are broken down 

into three categories: Loans Placed, Dividends Paid and Fixed Assets 

Purchased. The model computes these amounts in every year by looking at the 

actual changes in the balance sheet items, and the actuil amounts on the 

income statennts. The change in net working capital is the change in current 

assets minus the change in current liabilities in each year. 

Yield Analysis and Ratio Analysis 

The yield analysis computes the major income statement categories as a 

percentage of average gross loans outstanding in every year. The yield 

analysis facilitates the comparison of different scenarios and comparison to 

other DFC's. The ratio analysis summarized the returns as wll as computing 

the debt to equity ratio in every year and the reserve to gross loans 

outstanding at the end of every year. 
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DEVELOPIENT FItITNI'E COIITPIY OF HAI I 
2.5% iPIOVISIO! HIR LOAN LOSSES 

YIELD ANALYSIS 

YEAR 
IN1EREST 
INCOME 

INTEREST 
EXPENSE 

NEI OFER AI ING 
INCOME 

IIIER 
EXPENSE 

NET 
INCOME 

1983 13 1.3 11.7 19.2 -7.4 

1984 16.2 3.3 12.9 14.6 -1.7 

1985 16.6 4 12.6 9.7 2.9 

1986 16.7 4.1 12.6 7.1 5.6 

1987 17 4.1 12.9 6.8 6.1 

1988 17.1 4.9 12.2 6.7 5.5 

1789 17.1 6.1 10.9 6.3 4.6 

1990 16.1 6.9 9.9 6 3.9 

1991 16.8 7.5 9.3 5.8 3.6 

1992 16.8 7.8 9 5.7 3.3 

RATIO ANALYSIS 

RETURN RETURN DEBT TO RESERVES TO 
YEAR UN ASSETS # ON EQUITY # EQUITY GROSS LOANS 

1903 -7.1 -9.4 .7 2.5 

1964 -1.7 -4.9 3.1 3.1 

19(35 2.9 14.6 4.8 3.7 

1986 5.6 32.2 4.8 4.4 

1987 6.2 31.9 3.7 5 

1988 5.7 26.3 3.6 5.5 

1909 4.8 21.8 3.6 6 

1990 4 18.3 _. 6.4 (D P 
-

991 3.7 16.5 3.4 6.9 H rr 

192 3.5 15 3.3 7.4 0i 

# NOIE: DASED OrN AVERAGE FIALANCES 
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YEAI, 

1983 

1V984 

1V07P 

19tW. 

1917 


IIM" 


19'?1t 

S99(0 


1 V91 


1992 


YEAR 


1983 


I184 


19U5 

Ifi86 


19U, 


19011 

1989 
IW) 


I991 

INILVEST 
I NCLtIIE 

12 

14.6 

15.4 

15.9 

16.1 


16.? 


1L.3 

16 


16 


16 


IiETLOM 
ON ASSELiS II 


-7.6 


-2.4 


-2.4 

5.4 


6 


5.3 

4.4 


3.7 


3.. 


(i)I.55IIIf flI 'l I It Itll 

YIEL) 

INIERESI 
E XFENSE 


1.3 

3. 3 

4.1 

4. 2 

4.3 


5.4 


6.7 


7.5 


0.1 


0.5 


RATIO 

RE'IUR 
ON EQUIlY S 

-Iu.2 


-- 7.1 

12.9 


32.4 


32.3 


26.3 


::1.7 

le 


16 

14.4 


I :[li (t Iy of llA [ r 1 

AAlh: YSIS 

NIL I 01IEI}AI''IIt; JIIIR 
I NUUIE F XrENSE 

In.? l1. 1 

11I 13.8 

11.3 8.8 

11.7 6.2 

11.8 
 5.8 


10.9 
 5.5 


9.6 5.2 

8.5 
 4.8 


7.9 
 4.6 


7.5 
 4.5 


ANALYSIS 

DEBT TO 
 RESERVES TO
 
EDUIIY 
 GROSS LOANS
 

.7 
 1.5
 

3.2 
 1.9
 

4.9 
 2.2
 

5 
 2.6
 

4 
 3
 

3.9 
 3.3 

.9 :3.6
 
3.9 3.8t

.1.- 4.1 


.7 4.4 


o:Ao 

NET 
I HCOME 

-8 

-2.5 

2.5 

5.5 

6 

5.3
 

4.4
 

3.7
 

3.3
 

3
 

Px
 

.l rt
 
0 tj
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YLAR 

v17 

1904 

1 1[115 

19L6 

137 

PAM13 

1919 

"A1b6.8 

191 

1992 

YER 

191; 


1904 

198.; 

i, 

3981 

19131 

19r9 

399^ 

19 

1992 

DL_Vi I I f tit: rl 1I I1114.lt 1 I itl AN Y ill IiAi I t 

- t1) AtVWII11 fsIS 

INIIERE51 INIxLhE-SI Nlt I (l'alIlf INtG 0]11 f:ER NET 
I NE:RIE E x !EtSE I t 1: lE .XPtNSE INCOME 

1I-1 1. 11. 7 1FP. 6 -- 6.9 

16.2 3.3 12.9 13.6 -. 7 

16. 6 4 12.6 8.7 3.8 

16.8 4.2 12.6 6.2 6.4 

17 4.4 12.6 5.0 6.9 

11.1 5.4 11.7 5.5 6.1 

17.1 6.7 10.3 5.2 5.2 

1 7.6 9.2 4.8 4.4 

16.8 8.2 8.6 4.6 4 

16.7 8.5 G.2 4.5 3.7 

RAIO ANALYSIS 

iE iLJr14 RE1LJfN DEBT TO RESERVES TO 
OfS ASSEIS N ON ELUI7Y # EQUITY (ROSS LOANS 

-6.6 --a.8 .7 1.5 

-. 7 -1.9 3 1.9 

3.8 19.1 4.8 2.2 

Z,.4 37.4 4.9 2.6 

6.8 36.1 4 3 

6.1 3 . 5 3.9 3.3 

5.2 25.6 3.9 3.6 xtlt 

4.4 21.8 3.9 3.8 x 

4 19.6 3.8 4.1 0 0 

3.7 17.U A. 7 4.4 

It 11)11: 1¢13F;!'i II11 AVEI AGE Ic';. (NI.:FS 
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L)E- 'L;IF'M-.N I F IIWN IIAL- .II'-IFANY or inA ri 

W~kST Ci~ISE 

INIERESI 
YEAR INCOME 

1983 12 

19814 12.6 

191t 12.1 

1916 11.3 

19-1,' 10.8 

11313U 11.2 

"989 11.3 

1990 11.3 

1991 11.3 

I99: 11.3 

REI URN 
YEAR ON ASSETS # 

1983 -8.1 

1984 -5.6 

19135 -1.7 

1918:6 

1907 -. 2 

9io8 -. 4 

1909 -. 9 

199o -1.3 

1991 -1o5 

1992 -- 1.: 

YIELD ANALYSIS
 

INIERESI 
 NEI J'i IA1tING 
EXPENSE INCOIIE 

1.3 10.7 

3.4 9.2 

4 8 


4.1 
 7.2 


4.2 6.6 

4.9 6.3 

5.9 5.4 

6.5 4.8 


7 4.3 

7.3 4 

RATIO ANALYSIS
 

RETURN DEBT TO 

ON EQUITY # EQUITY 


-10.9 
 .7 


-16.9 3.6 


-8.7 4.6 


1.2 
 4.8 


-. 9 5 


-2.7 5.9 


-6.9 
 6.8 

-I.5 7.9 

-14.2 8.8 

-17.8 9.5 


07 HER 
EXPENSE 

19.2 

14.9 

9.7 


7 


6.8 

6.7 

6.3 


6 


5.8 

5.7 

RESERVES TO
 
GROSS LOANS
 

2.5
 

3.1
 

3.7
 

4.4
 

5
 

5.5
 

6
 

6.4
 

6.9 

7.4 


NEU
 
INCOME 

-8.5 

-5.7 

-1.7
 

.2
 

-. 2 

-. 4 

-. 9
 

-1.2
 

-1.5 

-1.7 

(-. I'. 

0 r

0 to 

it NI)II: I h;E 11) DE A NIOES ON1. 11 ViI-f:AIiE 
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I)E 'u:I.iF'"t1.NI" F I nt-lIF I:IriiviANI.iYI I It, 1 1 

INTEFREST 
YEAR INCOME 

1983 11.8 

1984 14.5 

1985 16 

198 6 16.4 

1987 15.8 

1988 15.7 

1989 16.5 

19911 16.8 

1991 16.8 

1992 16.8 

RETURN 
YEAR ON ASSETS # 

1983 -10.5 

1984 -11.9 

1985 -9.1 

1''86 -3. 1 

1987 .1 

1988 1 

1989 .6 

1995.4 

1991 -1 

199- -2 

RFI IJtI-) I.Fr I ,1GI 111 L11-Al i.VIII 

YI'-LD ANALYLIS 

I NI EFES I 
EXPENSE 


.5 

2 


3.5 


4.1 


4.2 


4.1 


4.1 


4.8 


6.2 


7.4 


NE1 fI"lAI I NO 
INCOME 


11.3 

12.5 


12.5 


12.3 


11.6 


11.6 


12.4 


11.9 


10.6 


9.4 


RATIO ANALYSIS
 

RETURN DEBT TO 

ON EQUITY # EQUITY 


-11.6 


-19.4 


-26.4 


-16.4 


.7 


5.7 


.4.6 


-7.2 

-17.0 


.2 


1.1 


3.5 


4.9 


5 


4.7 


6.B 


9.4 

I t I FE: A. II 1I0I A EIA 

.('. 

OILIER 
EXPENSE 
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OI ER Dl kIUIW l j33 I FIjIll . 

I NI ERES F 

YEAR I NI:OME 

1983 13 

1984 16.2 

1935 16.6 

1986 16.8 

1901 17 

1980 17.1 

1989 17.1 

1991) 16.8 

1991 16.8 

1992 16.7 

RETURN 
YEAR ON ASSETS # 

1986 -6.6 

1984 -. 7 

19135 3.8 

1986 6.4 

1987 7 

1901 6.9 

1969 6.6 

17" 6.3 

1991 6.4 

1992 6.5 

YIEID ANALYSIS
 

I NI EREST 
 NFA OFEAI ING 

EXPENSE I NCOME 

1.3 11.7 

3.3 12.9 

4 
 12.6 


4.2 12.6 

4.2 
 12.8 


4.7 
 12.4 


5.3 11.7 

5.7 11.1 

5.8 10.9 

5.8 
 10.9 


RATIO ANALYSIS
 

RETURN 
 DEBT TO 

ON EQUITY # EQUITY 


-8.8 
 .7 


-1.9 
 3 


19.1 
 4.8 


37.5 
 4.9 


36.7 
 3.8 


31.5 
 3.4 


20.2 3.2 


25.4 
 2.9 


23.7 2.6 

22.1 2.3 

01 HER 

EXPENSE 

18.6 

13.6 

8.7 


6.2 

5.8 


5.5 


5.2 

4.8 

4.6 

4.5 


RESERVES TO
 
GROSS LOANS
 

1.5
 

1.9
 

2.2
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3
 

3.3
 

3.6 
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NET 
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FINANCIAL PLAN 

SENSITIVITY ANALYSIS 

INCtEASE (DECXASE) ON NET YIELD FRCIM BASE CASE 

(Basis Points)* 

1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 

Base Case Actual (690) (70) 380 640 690 640 550 480 450 430 

Prime to 10% 0 (210) (330) (440) (520) (500) (470) (430) (440) (440) 

Market - 25% 0 0 (20) (40) (30) 50 140 170 160 140 

Administrative 

Expenses + 10% (190) (140) (70) (40) (50) (40) (40) (40) (40) (40) 

1% Provision 30 50 60 50 60 50 60 60 60 70 

2.5% Provision (50) (100) (90) (80) (80) (90) (90) (90) (90) (100) 

No Closing Fees (110) (180) (130) (.10) (90) (110) (110) (110) (120) (130) 

25% Dividends 0 0 0 0 0 (30) (30) (40) (50) (60) 

$4 MM AID Loan 0 0 (170) (370) (500) (510) (470) (470) (440) (440) 

Worst Case (160 (500) (550) (620) (700) (680) (645) (600) (590) (600) 

*/ B&sis points: 100 basis points equals 1 percentage point. 
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FINANCIAL PlAN 

SENSITIVITY ANALYSIS 

REIMON ASSETS 

1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 

Base Case (6.6) (0.7) 3.8 6.4 6.9 6.4 5.5 4.9 4.6 4.4 

Prime to 10% (6.6) (2.7) 0.5 2.0 1.7 1.5 0.8 0.5 0.1 (0.1) 
Market -25% (6.6) (0.7) 3.5 6.0 6.5 6.9 7.0 6.6 6.2 5.8 

Administrative 

Expenses + 10% (8.4) (2.0) 2.0 5.9 6.5 6.0 5.1 4.5 4.1 3.9 
1%provision (6.3) (0.2) 4.3 6.8 7.4 6.9 6.0 5.4 5.1 5.0 

2.5% provision (7.1) (1.7) 2.9 3.6 6.2 5.7 4.8 4.0 3.7 3.5 

No Closing Fees (7.6) (2.4) 2.4 5.4 6.0 5.3 4.4 3.7 3.3 3.0 

25% Dividend (6.6) (0.7) 3.8 6.4 6.8 6.1 5.2 4.4 4.0 3.7 

$4 MM AIDloan (6.6) (0.7) 2.0 2.6 1.9 1.3 0.8 0.4 0.1 (0.1) 

Worst Case (8.1) (5.6) (1.7) 0.2 (0.1) (0.4) (0.9) (1.3) (1.5) (1.8) 
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FINANCIAL PLAN 

SENSITIVITY ANALYSIS 

IERNAL QROIH RATE OF CAPITAL* 

Year 83-84 84-85 85-86 86-87 87-88 88-89 89-09 90-91 91-92 

Base Case (1.9) 23.5 45.1 43.3 34.1 27.8 23.3 20.8 18.9 

Prime to 10% (7.6) 3.5 14.1 10.4 9.4 6.2 3.9 1.3 (1.4) 

Market - 25% (1.9) 21.6 42.3 39.3 32.5 28.1 24.0 21.4 19.5 

Administrative 

Expenses + 10% (5.8) 20.1 42.2 39.7 31.7 26.0 21.8 19.4 17.6 

1%Provision (0.5) 26.3 47.0 44.7 35.3 29.0 24.5 22.0 20.1 

2.5% Provision (4.8) 18.5 39.1 37.3 29.8 24.2 20.0 17.8 16.1 

No Closing Fees (6.9) 16.2 39.4 37.7 29.8 24.0 19.6 17.2 15.3 

'57 Dividends (1.9) 23.5 45.1 42.6 34.4 28.3 23.7 21.1 19.1 

$4 MM AID Loan (1.9) 10.6 19.9 13.1 8.9 6.1 3.1 1.0 (1.3) 

Worst Case (15.6) (12.2) 1.4 (0.7) (2.4) (7.1) (10.6) (14.3) (18.2) 

* Annual % Change in total equity capital after adjustments 

for additions to paid in capital and dividends paid 
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FINAMIAL PLAN 

SENSITIVTY ANALYSIS
 

4 TIVE ADDITIONS TO PAID IN CAPITAL OVER AND ABOVE THE BASE CASE 
($ 000's) 

1984 1985 1986 1987 1988 1989 1990 1991 1992
 

Base Case Actual 0 200 200 200 200 200 200 200 200 
Prim to 10. 200 600 700 700 700 700 700 700 
Kirket - 257. 0 0 100 100 100 100 100 100 100 
dministrat ive 

Fxcns.;s + IT. 0 100 200 200 200 2(X) 200 200 200 
1. Provision 0 0 0 0 0 0 0 0 0 
2.57. Provision 0 100 200 200 2(X) 2(X) 200 200 2(X) 
N) Closing Fee 0 100 2(X) 200 2(X) 2(X) 2(X) ?,f) 200 
257. Divide Id 0 0 0 100 100 I0) 100 1(X) 100 
$4 M AID Lo n 0 (100) 2(X) 50w 500 (A0 0 000 700 

Worst Case ) 500 1,000 1.200 ] ,'() 1,00 1,9(00 - 2,700;00 
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FINANCIAL PLAN
 

SESITIVITY ANALYSIS
 

% INC2MEASE (DEGIEASE) IN MEER LONG TERM DEBT VS BASE CASE 

1984 1985 1986 1987 1988 1989 1990 1991 1992
 

Base Case $ 0 $ 0 $ 0 519 2,723 5,106 7,423 9,430 11,312
 

Actual ($000's) 

Prime to 10% 0.0 0.0 0.0 67.2 34.6 31.8 32.3 34.9 37.4 

Market - 25% 0.0 0.0 0.0 (100) (100) (14.2) (28.1) (37.6) (47.3) 

Administrative 

Expenses + 10% 0.0 0.0 0 0 (5.4) 0.7 1.5 2.0 2.5 3.1 

1% Provision 0.0 0.0 0.0 1.5 0.4 0.2 0.1 (0.1) (0.3) 

2.5 Z provision 0.0 0.0 0.0 (51.8) (12.0) (7.1) (5.4) (4.7) (4.1)
 

No closing fees 0.0 0.0 0.0 17.9 8.0 7.9 7.9 8.9 10.2 

25Zo Dividend 0.0 0.0 0.0 22.0 9.8 8.8 8.9 9.7 10.7 

$4 MM AID Loan* 0.0 798.5 3,447.3 1068.9 227.1 135.2 103.9 90.6 84.1 

Worst Case 0.0 0.0 0.0 14.8 23.5 21.8 22.8 24.4 27.1
 

/ Balances of $798,473 and $3,447,273 in the years 1985 and 1986. 
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ADDITICNAL SENSITIVITY ANALYSES 

1. 	 1%provision for loan losses - .66% charge off rate
 

2.5%provision for loan losses - 1.66% charge off rate
 

These scenarios are designed to assess the potential affect of 

changes in the bank's loan loss provision policy in response to higher and 

louer actual loss rates; the 17 provision assumes that the bank has 

experienced or anticipates a charge off rate (net of recoveries) of .66%, 

while the 2.5% provision assumes anticipated losses of 1.66%. Because 

provisions directly affect the bank's net yield, and so its earnings, a lower 

provision will improve the bank's ability to retain earnings for capital 

growth, while an increased provision and charge off rate will have the 

opposite effect. Because of this secondary effect on retained earnings, the 

equity component of total loanable funds is affected, and the change in net 

yield becomes greater over time. 

Under the 2.5%provision scenario, additions to paid-in capital over 

and above the base case) are made in years 1985 and 1986. The 17 provision 

does not result in any changes to paid-in capital. Note that the 2.5% 

provision policy results in smaller total net loans outstanding in any year 

and so requires lower commercial borrowings. The 1%provision because it 

results in greater net loans outstanding, requires slightly greater borrowings 

during the years 1987 to 1990, until the increases in retained earnings offset 

the increases in net loans. 

While the base case provision policy and net charge off experience 
(loan losses net of recoveries) accrues reserves equal to 4.4%of gross loans 

by 1992, the total allowance under the 17 policy is only 2.9%of gross loans 

in the same year. A 2.5% provision will bring the allownce to 7.4% of gross 

loans by 1992, a large allowance by U.S. commercial bank standards but near 

average for other Carribean development finance institutions. 
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To a large extent, these two scenarios illustrate the impacts of a 

variety of lending policies; a re lative ly conservative lending policy - which 
may 	include a policy of lending only to borrowers with substantial collateral 

- results in lower net charge off which in turn enables the bank to justify 
smaller annual loss provisions. This in turn allows the bank to support more 

of its growth in loan volume through equity capital growth, but in this case 
leaves the bank with smaller reserves by 1992 whtich could be entirely consued 

by one or two umexpectedly large loan losses1 . Obviously, in establishing 
its 	lending and provision for reserves policies, the DFC will have to balance 

its 	obligations to its borrowers and shareholders, particularly: 

Its positive role as a developmental lender, with the risk posture 

and potential loss level this implies; 

Its ability to provide for internal capital growth and most 

productively employ its shareholder's capital; and 

Its 	ability to absorb large losses in later years. 

2. No closing fees 

This scenario, like the provision scenario, is included to illustrate the 
long-term financial impact of one of the bank's operating policy options. 

The elimination of closing fees has a negative impact on net yields which 
declines through 1987, as closing fees represent a smaller and smaller portion 

of total gross income as interest earned rises. From 1987 on, the impact 
increases because lowr earnings, both cumulative and in any year, forces the 
DFC to borrow more at commercial bank rates to support its loan volume. 

1. 	 We have not provided for large single unrecoverable losses in any one year
in these scenarios, as it is improbable, though not impossible that the 
DFC would lose the entire amount of any large collateralized loan. 
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To remain within the debt to equity constraints, the DFC must raise $100,000 

of additional paid-in capital (over and above the base case) in 1985, and 

again in 1986. 

The arguments in favor of charging closing fees are: 

It more closely matches the bank's revenues and expenes, as the up-front 

fees are designed to cover the administrative costs of appraising an 

average size loan (costs uhich are incurred prior to disbursements). 

If the bank relies on future annual interest payments to cover these
 

costs, it may find that loans that are paid doun before the end of their 

contractual life are unprofitable. Though prepayment penalties may be 

used to guarantee that the administrative costs of each loan are covered 

by the earnings of that loan, the bank's borrowers may prefer to pay 

up-front fees to preserve their refinancing options in later years. 

Such fees are in line with the policies of other development finance 

companies operating in this region. 

The negative impact is that fees increase the effective borrowing rate for 

customers, although only by about 0.6 percentage points. 

3. 25% dividends 

Allowing the DFC to pay out 25% of its earnings as dividends rather than 

the 10% assumed under the base case has no impact on net yields until 1988 

after outside borrowings begin. The negative inpact of greater dividends 

increases over time because outside borrowings are used to make up for equity 

funds lost until such time as the debt to equity limit is exceeded.
 

AddiLional equity is required in 1986 to renmin within the debt to equity 

constraints.
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Though the bank has an obligation to provide a return to its investors,
 

this return need not be entirely financial. It is likely that the majority of
 

the DFC's current and future contributors will invest in the DFC based not
 

purely on the direct financial merits of the investment. If the investor's
 

goals are to indirectly benefit themselves through the catalytic effect of the
 

DFC on the Haitian economy, the bank may offer a better "return" to its
 

investors by retaining earnings as loanable funds. Thus a high dividend pay
 

out may not be necessary. Note also that non-cash dividends might also be
 

acceptable to the DFC's shareholders as evidence of increased ownership earned
 

by their investments*. Related issues such as whether the bank will try to
 

maintain a secondary market for its shares, will also be important
 

determinants of the bank's ability to raise additional equity through the sale
 

of stock.
 

Reductions in the available market are of minimal negative importance
 

within a 25% range, although change in actual loans outstanding with no 

related decrease in staffing costs, does have a serious negative affect if in
 

the range of 40%-50% which is an approximate break even point. The effect
 

would be similar to doubling the administrative expenses with no increase in
 

loan volume. Neither market size, nor level of loans outstanding are totally
 

influenced by policy decisions, but by a combination of the effects of the
 

local and international economies, the interest rate, terms, risk level and
 

other lending policies of the DFC, and the impact of technical assistance
 

programs.
 

A 25% drop in loan volume during the first three years, reflecting greater
 

difficulty than expected in the start-up phase, produces losses of
 

approximately $92,000 in the first year, $77,000 in the second, and a profit
 

of $57,000 in the third. Although total net earnings for the three years are
 

* Frequently non-voting stock is used for this purpose. 
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about $220,000 below the base case, the absolute level of the decrease is not 

enough to impair the future viability of the DFC, so long as the loan volume 

increases in the following years, or administrative expenses are reduced in 

line with reduced loan volumes. 

4. Worst Case Scenario: Prime to 10%, increased administrative 

costs, no closing fees, 2.5% loan loss 

provision. 

A worst case analysis is typicall used as a stress scenario to determine 

how well a planned institution will perform under the worst possible 

confluence of external events. A stress scenario is useful because unlike 

single variable sensitivity analysis, here the analyst recognizes that several 

external variables are likely to change over time, and further, that due to 

multiplicative effects, the whole may be far worse than the simple sum of its
 

parts. The analysis discussed below combines changes in internal as well as
 

external variables, and assumes, therefore, that management is umable to
 

control many of the variables that are normally considered to be ithin their
 

control (administrative expenses, fee policy). It must be emphasized that
 

this worst case was not constructed to be entirely plausible*, but rather to 

determine how robust the DFC will be given the financial dynamics of its 

operations. Furthermore because it is highly unlikely that these stress 

conditions would prevail during the entire ten year period of analysis, the 

primary utility of this stress scenario is as a quantification of the single 

year impacts of a worst case environment. 

The four changes referenced above have a major additive and cumulative 

effect on the DFC in any one year, forcing losses in all but one year. It is 

* 	 For example, it could be argued that given the lower overall rates assumed 
in the worst case scenario, the DFC would have a lower loss experience and 
could therefore lower its provision to 1 or 1.5.%. 
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difficult, however, to separate out the positive effects of additional paid in
 

capital in the last eight years which the model forces the DFC to raise in
 

order to remain within a maximum level of debt to net worth. In the real 

wrld, the management of the DFC would likely react to this worst case 

scenario by trying to institute closing fees, reducing their losses, carefully 

controlling administrative costs, and reviewing the possibility of increasing 
the margins on subloans while limiting the volume of subloans to that which 

can be handled with minimal outside borrowing. 
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DFC JOB DESCRIPTIONS 

Position: GENERAL MANAGER 

1. Reporting Relationship: Board of Directors 

2. Progessional Background 
and Experience: Senior management experience in investment 

banking. Alternatively senior management 
experience in diversified industrial 
corporations (preferably agribusiness/food 
or general manufacturing), in such as 
finance and corporate planning. 

Familiarity with Haitian business 
environment. 

3. Responsibilities: Overall responsibility for the conduct of 
the Company's day-to-day business. Initial 
Ecoavy emphasis on loan evaluation as senior 
loan officer. 

Definition of the Company's business policy, 
preparation of medium and long-term business 
plans and corresponding recommendations to 
the Board; taking corresponding actions. 

Structuring of the DFC's organization 
management, selection and hiring of 
professional staff. 

and 

Preparation of reports to the Board on 
projects under consideration, problem cases 
and financial condition of Company. 

Review and approval of projects, within the 
authorization granted by the Board. 

Raising of funds. 

Officially representing the DFC. 

4. Special Functions: Secretary to Shareholders' meetings. 

Secretary to Board meetings 

Member of Loan Committee 



ANNX M 

Page 2 of 4 

Position: CHIEF - LOAN EVALUATION DEPARTMENT 

1. Reporting Relationship: General Manager 

2. Professional Background 
and Experience: Management experience in investment banking

institutions or in diversified industrial 
companies (areas: finance, corporate 
planning). 

Analytical ability and good business 
judgement, ability to prepare technical and 
financial analyses, especially for long term 
loans. 

Familiarity with Haitian business 
environment. 

3. Responsibilities: 

Identification, evaluation, structuring, 
implementation of projects. 

Agronomic and/or industrial background 
helpful. 

Designing methodology to be used in the 
analysis and evaluation of projects as uell 
as follow-up and monitoring to be 
coordinated with Loan Administ ation. 

Preparation of Project analysi- studies/ 

investment documents. 

Selection of consultants. 

Close supervision/monitoring of projects. 

Coordinating the provision of managerial and 
technical assistance in connection with 
problem cases. 

Member of Loan Comittee. 
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Position INVESTMENT ANALYST DEPARTMENT 

1. Reporting Relationship: Chief, Loan Evaluation 

2. Professional Background 
and Experience: Industrial engineer/agricultural 

engineer/agronomist with diversified 
experience in the manufacturing/agribusiness 
sector (particularly in project implement 
ation), possibly combined with consulting 
experience. 

Good knowledge of and experience with 
financial matters, especially project 

analyses. 

Ability to 
analyses. 

prepare technical and financial 

Familiarity with Haitian business 
environment. 

3. Responsibilities: Identification of projects. 

Preparation of project analysis studies, 
investment documents. 

structuring and implementation of projects. 

Follow-up 
cases. 

on projects, solving of problem 
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Position: CHIEF - LOAN ATINISTRATION DEPAR7MENT 

1. Reporting Relationship: General Manager 

2. Professional Background 
and Experience: Experience in finance department/accounting/

internal auditing with industrial company or 
banking institution. Experience with 
chartered accountant firm. 

3. Responsibilities: Setting up the accounting department. 

Preparing periodical financial statements 
and designing management information and 
report systems. 

Performing the treasury functions of money
management and funds administration. 

Setting up and supervising general 
administretion department. 

Performing internal audits and audits of 
investor companies. 

Determination of proper collateral, forms 
etc. for loan advances. 

Inventory and collateral reviews. 

Review of customers financial reports for 
compliance with conditions and covenants of 
loan agreements. 
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SUB-LOAN DEMAND ANALYSIS
 

INTRODUCTION
 

The objective of our analysis was to quantify the specific demand for DFC
 

terms loans among the Haitian private sector during the years 1983 through
 

1992. Our projections are limited to loan demand from existing and
 

contemplated private sector businesses involved in productive enterprises.
 

These enterprises include any process or processes that significantly
 

increases the value of raw material inputs, whether the final product is to be
 

sold on the domestic market or abroad. It is not anticipated that the DFC
 

will make loans to government owned operations, the distributive sector,
 

service industries, or to stand-alor- agricultural ventures (crop loans, for
 

example). The analysis was conducted in three steps:
 

(1).Market Survey
 

To determine the existing demand for term funds among established
 

businesses and entrepreneurs unable to access existing term credit or equity
 

sources.
 

(2).Data analysis
 

(a). To convert the existing demand identified above, through interviews
 

with a sanple of the population of Haitian businesses, into an estimate of the
 

total three year need for DFC loans from the universe of businesses; and
 

(b). To extend this three year demand to a 10 year demand through the year
 

1992.
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(3).Institutional Considerations
 

To determine the ability of the DFC to satisfy the projected loan need
 

once allowance has been made for the time required for the DFC's analysts to
 

become fully effective within this newly established organization.
 

Steps (I)and (2)were used to verify the need for an institution such as
 

the DFC to effectively provide term credit currently available to only a
 

selected group of Haitian businesses. The third step modifies this demand to
 

reach an estimate of probable loan volume. Each of these steps incorporates
 

both quantitative methods and a qualitative assessment based on iipressions
 

gained during the interviews. The methodolc>jies employed and the underlying 

assumptions of each step are discussed below.
 

I. MARKET SURVEY
 

During a twG week period, with the assistan:e of a local consulting 

firm / and the cooperation of AHDI Z/ and the DFC contrIbutors,
 

interviews were conducted with 32 establishJed busilleszes in Port-au-Pr-nce, as
 

well as a nujrte.r of cormnercial cmd goverrunnt W iponor,,
nk1* 

Port-au-Prince. ,TheseL hI)lm i I,, 5 w :. ,] fI (cl a I 1:2t (A 2 '(' h.Ct-.iVo 

o1)(ratLions wit h -ur than tuL11 <sp Iuy,',.:;. r , Was20 , ot I. //ti.2 wa1;:, 

felt to b[> a rCaonable prox, for fir,;m ; , 1n '.h- : 11,, , ' ::; , :', i l ,d 

to limit thf ';urv#'y t .,(J]Ul] dflid J , *tilt ir I '. .and*:'d . irr 

busines.;,; are currnt ly .v ,, t y t.!;#, ,,'.,' ' i', ],:; 114t1,*'1O 
1. ~~ [ ~ l ~d]'' ~ ~ ~r o ',;'.I) ,," l:t':!Vit w:;, '.,,- , !1' 1,-,! ,1., 1 1';t. of 

InCI (f!';al. IA.11 in , : ,I :i xn1111''U~t;ln':.2f:;1111: I o'' 8 : , i;t L 

1/ Wap.:,l :.A.Th':.ult., 

,.,d'll,11LI (ADIHl) 

http:U~t;ln':.2f
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manufacturing operations, includes firms producing finished or semi-finished
 

food from domestic or imported raw materials of a non-agricultural nature.
 

This segment would include enterprises such as metal fabricators, tile
 

manufacturers and textile operations. The third category, assembly
 

operations, is composed entirely of firms that operate as sub-contractors for
 

foreign firms assembling imported components for re-export to the foreign
 

firm. Typically assembly firms are provided with capital equipment and raw
 

materials and add value to the raw materials through one or more simple, labor
 

intensive assembly operations. These attributes distinguish this category
 

from the agro-industrial and manufacturing categories where capital needs are
 

typically greater, and production is sold primarily on the domestic market.
 

These categories were selected because the survey team felt that they
 

offered greater homogeneity of capital needs than an unstratified sample and
 

universe, (i.e. that within each category, we could assume with some
 

confidence that the credit needs of one firm of a given size would be similar
 

to the needs of other firms of similar size). For example, assembly
 

operations may be provided with equipment or capital by their overseas
 

contracting firm, and so will t pically require substantially less borrowed
 

funds than a domestic manufacturing operdtion.
 

The primary purpose of separating both our universe and sample of
 

productive businesses into these categories was to improve the accuracy of our
 

sample loan demand as a realistic estimate of the demand of the universe. Our
 

sample surv" findings confirmed the validity of this stratification. For
 

example agro-industrial operations were found, cn average, to need four times
 

more capital per employee than assenbly operations, and manufacturing
 

operations needs were still four times greater.
 

Because the capital needs of each of these sectors proved to be unique and
 

quite distinct frc" the needs of the others, if an unstratified sample had
 

been used as an indicator of the demand for term funds our total estimates
 

would likely have been seriously distorted. The firms within each set of the
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three categories were then stratified by size (measured by number of
 

employees), as to further improve the quality of our sample as a measure of
 

the population. This was based on the assumption that within a productive
 

sector the -.nand for funds per employee varies with the size of the firm. In
 

summary, our total universe of firms was stratified first by productive
 

sectors and again, within each sector, by firm size in the belief that these
 

divisions would produce better samples and so, better total demand estimates.
 

From our stratified list of the universe of productive private sector
 

businesses a sample selection of firms was identified for interviews. Althoug
 

a table of random numbers was used to select the target firms, during the
 

process of scheduling interview every effort was made to ensure that DFC
 

contributors would comprise half of the total number of firms interviewed.
 

The DFC contributors were emphasized in the interview program because they
 

were willing to make themselves accessible to the interview team, could offer
 

perspectives on the need for an institution like the DFC beyond their own
 

particular business or industry's capital requirements, and were more likely
 

to provide realistic estimates of their own future need for funds than the
 

general business population. The team felt that these advantages would far
 

outweigh the potential of disjointing our sample from this deliberate bias,
 

particularly given the qualitative odjustments eventually applied to the
 

sample findings.
 

All of the interviews were conducted on site by one or more of the survey
 

team. Those firms unfamiliar with the purpose and functions of the DFC were
 

first given a brief update on the status of the DFC, and the anticipated terms
 

of lending. The interviewees were asked whether they currently had any plans
 

to borrow within the next three years for expansion of their existing
 

operations or for new projects in an area substantially unrelated to their
 

current business. During the interviews, information about the firm's current
 

operations, such as products sold, markets served, number of employees, last
 

year's sales and typical leverage ratios was also gathered as a background
 

against which firm's own estimates of future funding needs could be assessed.
 

Those with specific plans were asked (i) to estimate their financing needs in
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each of the next three years, (2)whether they had located or would be able to
 

locate a source of funds and, (3)for a description of current status of the
 

project.
 

Using all the information gathered during the interviews the survey team
 

developed qualitative probability factors to be applied as adjustments to the
 

interviewees stated demand for funds during the next three years. The
 

probability factors primarily reflect the interviewers' assessment of the
 

likelihood that the project would be sufficiently well developed and well
 

conceived to qualify for DFC financing within the next three years. These
 

judgments were based on a variety of factors, including:
 

--	 the firm's current credit standing; 

the firm's current financial position (sales, leverage, availability 

of collateral);
 

-- the current status of the project concept;
 

-- the feasibility of the project
 

New projects or expansionary projects relying on untested technology were
 

given a lower probability of success than those employing existing
 

technologies, and firms with a substantial amounts of existing borrowings were
 

deemed less likely to qualify for funds than those currently using less
 

leverage. Two further adjustments were made to the sample findings:
 

(1). To relect a potential DFC loan limit policy during the first three
 

years a ceiling of $200,000 was placed on all anticipated borrowing; and
 

(2). to convert our sample estimate into a measure of the need for DFC
 

funds rather than a measure of the total demand for unspecified funds, all
 

firms which were known or believed to have access to existing sources of funds
 

for these future projects were subtracted from our sample.
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Note that the firms eliminated included both those who had declared their
 

ability to borrow elsewhere and those who had not but were known by the local
 

consultanting firm to have substantial borrowing power for term credit at
 

local commercial banks. It s3hould also be noted that although many of the
 

firms with other financing options stated that they would borrow from the DFC
 

if the terms of the loans were more attractive than those offered by
 

commercial banks this potential demand for DFC funds was not included in the
 

estimate of the need for DFC funds.
 

The results of the market survey are sumarized in the table below. The
 

total number of firms in the sample represents 14.2% of the universe of
 

Haitian businesses, while the total number of employees of our sample firms
 

equal 12.4% of the employees in universe. Thus our sample firms are on
 

average only slightly smaller than the average size for the universe. In the
 

manufacturing and agro-industrial sectors, our sample firms appear (again, on
 

average) to be somewhat smaller than the average of each sector, however in
 

the assembly category the reverse is true. This table also summarizes the
 

impact of the probability factors discussed earlier. In total, $2,550,000 in
 

loan demand was identified among businesses without alternative sources of
 

term funds, while after the probability factors were applied, $996,000 (or 39%
 

of the unadjusted total) remains as specific and eligible demand for DFC
 

funds. Note that new projects (diversification projects substantially
 

unrelated to a firm's existing business) have been segregated from
 

expansionary projects and are not attributed to specific sectors.
 



ANNEX 0 
Page 7 of 18
 

MARKET SURVEY 

Sample and Universe Comparison 

TOTAL AGRO-INDUSTRIAL MANUFACTURING ASSEMBLY NEW PROJECTS 

Number of Firms 32 9 13 10 
in 1/in sample-I 

Number of Firms 225 35 34 1£6 

in Universe
 

Unadjusted Loan $2,550 $400 $700 $580 $870
 

Demand ($000)
 

Adjusted Loan 996 100 270 335 291
 

Demand ($000)
 

Number of Firms
 

inSample
 

vs number in the 14.2% 25.7% 38.2% 6.4%
 

Universe
 

/ Includes all loans within the $200,000 limit. Figure is for three year
 
total demand.
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II. 	DATA ANALYSIS
 

A. Expansionary Demand*
 

Two techniques were used to develop our estimate of the total need
 

for DFC funds for expansionary purposes among the universe of private sector
 

businesses in each of the next three years. The first is based on the
 

assumption that within each of the three productive business sectors there
 

exists a unique loan demand per employee ratio, and the other assumes that the
 

demand for funds among our sample firms within each sector is substantially
 

similar to the demand for funds among the universe of firms of similar
 

employee size. The two techniques resulted in strikingly similar estimates of
 

total market demand, the average of the results of the two methods was
 

selected as the best estimate, and the effects of averaging mitigate any
 

hidden biases of either or both methods. The two methods are described below:
 

Company grouping bi number of employees -- The sample population was
 

divided according to the following employee groupings for each of three
 

activity sector categories:
 

NUMBER OF EMPLOYEES
 

20-100
 

101-200
 

201-400
 

More than 400
 

This technique implies that the future financial needs of Haitian
 

businesses vary according to not only the type of activity (agro-industrial/
 

assembly/manufacturing), but also the size of the operation. In determining
 

* 	 From here on, the term "demand" refers to the specific demand, or need for 

DFC funds. 
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the size of each company, the most reliable indicator of size available for
 

the entire local business population was the number of employees. For each 

employee grouping inthe activity sectors we calculated the total number of 

husinesses in the sample population and divided by the number of businesses in 

the total population. The projected loan demand of the sample population for 

each of the next three years was then divided by this sample/universe 

percentage to determine the total loan demand.
 

Loan dollar per employee ratio
 

This method assumes a close relationship between an individual company's
 

financing requirements and the number of employees. For each sector, the
 

total number of employees in that sector as a multiple of the total number of
 

employes within our sample of firms was used to factor up the survey
 

identified demand to estimate the total demand of the sector.
 

Because very few of the businesses in any of the three sectors employed
 

more than 400 persons, and because itwas felt that including the stated
 

demand of the larger firms in our sample figures might result in serious
 

overstatement of total demand even under the first technique described above,
 

we have included the loan demand for large firms only to the extent that we
 

were able to specifically identify the amount of demand for each firm (i.e.
 

only the actual financing need of large firms was included, and was not
 
"grossed up" inany way).
 

B. New Project Demand
 

The demand for funds to finance new projects identified during the
 

interviews was increased inproportion to the relationship that the number of
 

firms surveyed bore to the total number of productive firms in the Haitian
 

private sector. (32 sampled firms vs. 225 firms inthe total population, or
 

14.22%). The resulting estimate of the total demand of all productive
 

businesses for new project financing was then reduced by 50% to reflect the
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team's belief that many of the firms in our sample were roughly twice as
 

likely to undertake new ventures as the "typical" Haitian business owner or
 

operator. It is inportant to note that these new project loan demand figures
 

had previously been weighted by the survey team to reflect the probability of
 

any project concept reaching the financing stage during the next three years,
 

and to reflect the survey team's judgement as to the ability of the borrower
 

and project to qualify for DFC funding. The final weighting of 50%, mentioned
 

above, makes a conservative estimate still more conservative. The estimated
 

total 3-year loan need appears by sector and purpose below:
 

TOTAL AGRO-INDUSTRIAL MANUFACTURE ASSEMBLY NEW PROJECTS 

Estimated Loan Need $7,626 $731 $2,264 $3,608 $1,023 

($000) 

C. Ten Year Demand Projections
 

The market survey loan demand data provided an estimate of the
 

current existing need for loan term funds during the year 1983 through 1985.
 

To develop a forecast of annual term loan need during the ten year forecast
 

period, the quantitative survey results were used in conjunction with the
 

qualitative findings of the survey team and indices of historical growth in
 

private sector credit. It is important to emphasize that the three year need
 

estimates based on our survey represent in part the need existing in 1982 for
 

funds during the years 1983 through 1985. A survey in 1983 would reveal a
 

separate stream of three year loan demand exclusive of the demand identified
 

in 1982. Therefore, it was necessary to convert our survey results into
 

estimated recurrent loan demand. An average of the three year demand was used
 

for the base year (1982). The base year demand was updated at an annual rate
 

of 16.16% to reflect real loan demand growth of 5.6% (the 1975-1981 historical
 

real growth in total credit to the private sector)* and an assumed inflation
 

rate of 10% per annum.
 

Governient actions to restrain credit growth after 1979 had a significr:

impact on real credit growth. Therefore, this 5-year average growth rate
 
may be an understatement of that in more normal times.
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Recurrent vs. "Pent-Up" Demand
 

In the third year, our demand figure was decreased by 15% based on the
 

assumption that 15% of the survey-identified demand was "pent-up" demand for
 

term funds previously unavailable. During the DFC's first three years of
 

operations it isanticipated that much of this pent-up demand will have been
 

served, and therefore only 85% of the base year demand will be recurrent after
 

year three.
 

Allowing for Demand for Funds From Other Sources
 

Inaddition to the demand of exsiting businesses for term credit for
 

expansion and new projects, the DFC will also serve the credit needs of new
 

Though no quantitative
entrepreneurs who are not currently inbusiness. 


estimation procedure could accurately measure this potential demand, it is a
 

segment that icof potential importance to the DFC as a development oriented
 

lender. To incorpocate this unmeasurable demand, each of the annual demand
 

figures were increased by 10% - a subjective estimate of the survey team. The
 

final annual demand estimates appear below:
 

Annual demand needs for DFC funds
 

($O00s) 

Year
 

5 6 7 8 9 101 2 3 4 

3,242 3,773 4,382 4,327 5,027 5,839 6,738 7,878 9,152 10,630
 

The Institutional Constraints
 

While the annual lending volume of the DFC will ultimately be determined
 

by the demand for term loans from qualifying borrowers, the DFC's lending will
 

be limited in the early years by the institution's loan appraisal and servicing
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capabilities. The level of this "institutional constraint" is determined by
 

the size of the DFC's staff, the number of loan appraisals each analyst can
 

complete once they are operating at full efficiency, the rapidity with which
 

each new analyst attains full efficiency, and the size of the average loan
 

disbursed in each year.
 

The assumptions useu inour estimate of the DFC's ability to move loans
 

appears below:
 

The staff of loan evaluation officers will increase from one chief
 

officer in the first year to three officers in the fourth year. This
 

gradual build-up instaff will provide time for the institution to
 

develop appropriate application screening and evaluation procedures
 

and test the applicability of the DFC's lending policies.
 

Each new officer operates at approximately 1/2 of top efficiency in
 

their first year and 3/1 efficiency in their second year. This
 

"learning-curve" traversed by each analyst allows a total of two
 

years for the new hires to become thoroughly familiar with the DFC's
 

policies and procedures and the Haitian business environment.
 

During the first year, one fourth of all the applications received by
 

the DFC will become disbursements, increasing to one third of all
 

applications in the third year. An increasing acceptance ratio was
 

deemed realistic because the DFC should have a relatively large pool
 

of applications to select from in the first few years due to the
 

pent-up demand for term funds. .. new institution the DFC
owever, as a 


is likely to be relatively risk adverse until it has gained some
 

experience lending inthe Haitian business environment.
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The real average loan size (before adjustment for inflation) will
 

decline in the first three years. This assumption is consistent with
 

the approval ratio discussed above. The DFC will have a large pool
 

of applications to select from in the early years, and will likely
 

select the best credit risks who typically have larger needs - until
 

the staff has gained some experience.
 

These assumptions translate into the maximum dollar disbursement figures
 

below:*
 

Institutional Constraint
 

Annual Maximum Loan $ Disbursed ($000s)
 

Year
 

1 2 3 4 5 6 7 8 9 10
 

630 2,060 3,548 4,844 5,866 6,601 7,237 7,998 8,794 9,675
 

Annual Loans made by the DFC(Final Projections)
 

Our final estimate of annual loans made by tne DFC is the lower of the
 

market demand for funds or the institutional constraint in each year. During
 

years 1 through 3, the DFC is unable to meet the total demand for term funds,
 

in years, 3 through 8, the market demand is the binding constraint. In year 9
 

and 10, the loan volume capacity of the DFC analyst staff falls just short of
 

market demands. A reappraisal of future demand in year 8 or 9 will help the
 

DFC determine whether a new analyst could be justified in these years.
 

* Disbursements lag the conencement of loan appraisal by six months. 
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FINAL PROJECTIONS
 
Tnans Disbursed by DFC ($000)
 

Year 1 2 3 4 5 6 7 8 9 
 10
 
Loans 630 2060 3548 4327 5027 5839 6783 7878 8794 9675
 

Institutional Market Institutional
 
Constraint Constraint Constraint
 

Shortfall* 2618 1713 834 (516) (839) (762) (484) (120) 358 955
 

(excess)
 

* Demand less DFC lending ability. 



2
 

2
2
2
' 

~
2
* 

'
2

2
'
t



2
2 >
 A

~. 
A

 
~

%
4
 

2 
2
2
2
.2

' 
~

2
2
2

2 '2 ' 2 '~
 

2
1
2
2
2
2
 ~.-.-~

2
2
.4

2
'2

 
2
2
2
2
2
~

 2
 2

 2
2

2
 2

~
. 

.2
2

.2
2

2
..2

4
2

2
.. 

~
 

~
2

2
 2.2

2
2

~
 

. 
2
2
2
2
' 

2
"2

2
'~

 
'2

2
2
 

I 
' 

*..'t 
2
.2

2
 

2
2

2
2

2
2
2
2
2
2
2~ 2

2
'2

~
 2

'2
 

~
2
'2

.2
2
2
 

2
2
2
2
 

~
 

~
 

.2
~

2
2

2
*
.-2

2
.~

2
..2

~
2

 
2

 
'2

4
2

2
2

-~ 
~

2
2

2
2

2
2

2
2

2
 ~

2
 22

2
 

~'~1?.
2
.2

' 
2
 

~
 2
1
~
.
.
4
2
4
 

-~
 

~
 

2
2
4
4
.. 

~
2
2
2
~

'2
*2

 
2
.7

. 
2
2
~

 
.3 

~
2
 

'2
 

2
 

-
'2

'2
' Q~4 

Ik 
~ > 

'2
 2

2
2
~

2
 2 

2
. 

'2
2

". 
'2

2
 
2

1
~

W
2

 
2
~

 
.4

2
.2

.. 
2
. 

2
2
2
 
2
 

'2
. 

2
2

 
'
~
2
4
l
!
 

2
2
2
~

2
'2

2
2

2
2
 

2
2

'~
 

.2
...A

2
.

'2
2

.~ 2
4
1
1
 

2
2
' ,2

2
2
2
2
1
2
.2

'.2
.2

2
2
 

2
2
2
~

2
2
 'lIt 2

"~
2
2
'

~
2
2
2
2
2
2
 

2
1
2
2
2
4
,

2
2
 

AI
.
.
~
'
2
?
~2
2
2
~

 
2
' 

'2
.$

2
~

2
4
$
2
2

2
2
2
2
 

-
2

2
~

-~
2
2
2
~

..... 
2
2
.2

2
2
~

.2
2
2
2
2
 

2
~

'2
2
 

t 
--

2
. 

.2
2
.2

2
. 

h
... 

2
2

~
'2

'2
~

2
 

.. 2
. 

2
~

2
~

2
.~

i4
.\2

~
>

2
.2

2
~

 
'2

'2
..2

2
2
2
2
'2

2
 

2
2
,2

2
'..22

2
2
2
2
2
2
2
 

2
~

* 
-

'p
2
' 

p
2
'
2
2
 

2
2
 

V
~

....2
'2

2
2
2
2
2
. 

.2
 

2
' 

2
2

'-~
 

~
 

2
2

2
2

2
.2

; 
2
.4

-2
2
-

-.2
2

.2
 

2
2
4

-
-

2
 

~
 

"
~

1
. 

'2
 

2
'
 

'2
.2

2
2
i2

2
'4

 
2
 

2
'2

'2
 

:2
2
1
2
2
2
2
 

2
~

2
2
22
;22

2
2
2
2
 

~
 

.
2
.
2
~
 

2
'''.-

.2
...2

.2
2

..2
 2. 

.. 2
2
-'--'-2

..2
2
'-.'.'2

 
2
2
 

-~
 

24
'I 

2
2
2
2
~

~
~

2
2
2
'2

2
~

1
 

2
2
2
2
 

2
.-. 2

2
 

2
 

2
' 

2
2

2
 

2
.2

;2
2

.. 

2
..2

2
.2

 22
~

~
.~

..2
2
'2

2
'.. 

2
4
2
..2

2
..2

 2
2
~

..2
2
 

.2
2
 A

A
. 

2
~

 
'2

' 
2
.2

.2..,,.2
2
>

2
2
....2

.2
 

~
 

2
2
 2

2
" 2

'2
2
2
"2

'2
"'. 

2
2
2
 

.2 

.2
 

2
 

j 
2

~
2

2
2
2
2
-2

-2
2
' 

2
 

2
 

2
 

7
2
2
~

 
A

 
2
.~

 
j 

2
2

2
.2

2
'.; 

2
2
 

2
 

2
2
'" 

2
2

2
'4 

2
 

2
 

2
2

2
 

2
2
 

2
2

~
1

4
 '2

2
2
2
 

2
. 2

2
2
2
2
'2

2
2
,".2

"2
2
'2

'~
. 

.2
'2

' 
2
' 2

2
 

2
2
2
 

.2
* 

2
2
2
 

2 

2
2
~

'*2
 2. 

2
2
p
~

2
'2

2
2
2
'2

'2
"'2

2
2
2
 ~

2
-.2

 
-

-
a
 

2
2

 
.2

'''~
' 

2
 

2
. 

2
2

~
 

.2
 

2
 

7
 

7
.2

2
2
2
2
2
 

2
2
2
 

2
 

J
 

2
 

2
.1

2
.'.. 

2
 

-
.

' 
2

 
2

2
 

2
2
2

.. 
2
2
2
 

2
2
2
.2
.-

22
 2

2
,2

 
.-

2
 

2
2
2
 
2
~

 

2
 

2
 

2
 

2
 

2
 

2
2
 

-~
2
2
1
2
'

A
-

~
 

2
. 

2
 

2
2
 

2
 

2
 

2 

2
 

2
.2

1
3
2
2
 

2
 

2
2

~
 

2
2
2
2
2
2
2
2
.2

. 
5
2
 

1
2

* 
2
2
2
4
'2

' 
.

2
 

2
1

 
4

2
;2

.2
2
2
2
2
;2

2
2
 

2
 

2
 

2
 

2
.2

2
2
.2

2
2
2
2
2
2
2

2
.,2

~
 '2

 j 
2
2
.~



2

~
2
~

2
2
A

-2
2

2
 

2
 

2
 

2
2
 

2
2
 

;.2
 

2
 

2
2
.2

2
2
2
2
2
2
2
2
 

'2
' 

2
 
2
2
 

2
 

2
 

2
 

2
 

*2
 

2
 
2
2
2
 

2
2
 

2
2
 

2
 
'2

2
2
 .2

2
..; .2

.2
 

2
 

2
2

' 
~

2
' 

,2
 

2
2
.2

 
V

 

2
2
 

2
~

 
2
 

2
2

' 
2
2
2
2
 

2
'. 

2
 

5
1
3

 

2
2

 22
2
 2
 

2
2

2
' 

2
 2

' 2
 2

' 2
 

2
'
 

I 
2
 

2
 


.2 
2

2
 

*1
. 

2
2
 

2
 

~
 

~
u
u
4

 

2
2

2
2

2
2
2
 

I 
1
5
3
1

 

2
2

2
2

; 
2
2
 

I 
3
5
.
 

2
2

2
>

~
 

2
.*2

2
 

2
2

.2
 

j
2

. 

1
2


 
2

 
2
 

2
2

2
.2

 
J
 

2
2

 

.2
2

 
6
 

j 
2 

2
2

.............. 
' 

.
 

2
2

2
2
2
 

2
 

r 
~

1
* 

L
U

 

2
2

 
2
 

1
'! 

1
1
1
1

 

2
2
 

2
2
2
 

p
 

.3
1
 

*a
jj


2
.2

2
2
2
>


 

4
2

. 
2
 

2
 

q
2
'2

~
~


 

2
 

2
 


2

;~
 

2
2
2
 

2
 

S
 

f.
 
2

2
 

2
2

 

2
2

1
2
 

2
 
.2

2
 

2
~

 
2
 

~
 

~
i
 

2
2

 
2
 

d
 

2
; 

p
&

2
~

 
?
~

 

2
 

2
2
' 

2
 

~
 

,.S
U

 
W

J
2 

2
; 

2 

2
2

2
2

2
 

"1
1
(1

 

2
2

............................. 
.
 

2
' 

2
 2

2
2
 

''U
 

2
; 2

~
 

2
.2

 2
 

2
 

2
'

2
' 

2
~

 
2
 

2
 

2 

2
 

2
' 

liii 

1
2

2
' 

2
2
2
2
 

r 
"~

 

2
2

* 
2 

2
/2

2
2

2
2
 

2 

2
2

 
2 

2
.2

 
.~

4
L
... 

I;
2

 
2

2
2

2
2

2
 

2
 

2
 2

 
2 

2
2

2
2

2
2

 

2
2

' .2 

2
. 

2 

2
2

4
2

2
2

2
2
2
2
2
2
2
2
4
2
2
 

ii 
' 

.2 

.2
2
,2

2
2
,2

,2
.2

.
.~

....; 
2
 

2
2

 

2
2
2
-

-
-

4
 

2
j2

2
2
'2

~
2
2
'.2

2
2
2
2
.~

2
2
2
.2

~
 

'2
" 

2
2
-2

';.-'~
2
.2

2
2
2
"''4

2
2
"2

 
2
' 

2
2
 

2
~

 
2
2
 

2
' 

2
.2

2
2

;~
  

2
4 

2
2
2
.'2

2
2
.' 

2
2
2
2
. 

'2
~

A
'".J

2
' 

2
4
... 

2
2
 

2
2
2
2
2
2
2
 2~

2
~

2
2
2
2
2
2
2
2
' 

2
 

1
2
2
2
2
 

2
2
2
 

2
2

2
2

2
2

 
.2

 
2
 

2
2
2

'2
.2

2
 

2
2

 
2

2
2
2
2
 

~~
..2

' 
"
'2

' 
.2

.2
'.2

'2
2
. 

2
2
2
2
2
2
' 

2
' 

2
2
2
'

~
2
2
.2

;2
2
. 

'2
.2

2
2

~
 

'2
4
2
2
' 

2
2
2
2
2
 

2
 

2
 

2
2

.2
 2

2
2
; 

~
 

2
 

2
2
.2

2
2
;'~

. 
j.j2

'2
.2

 
2
. 

~
 

2
~

2
4
2
~

 
2
~

~
2
2
2
2
 

.2
2
 

.2
.2

4
M

~
 2

.2
~

 2
~

4
2
2
2
 

2
2
 .2

.. 
2
 

2
2

2
2
2
>

2
 

2
2
2
2

2
 

2
2
' 2 

2
2

2
 

2
 2

 
2

 
2

2
 

2
.2

2
,2

2
2

2
2

2
2

2
2

'
.2

2
 

2
2

2 
~

~
 

''4
 

-
2

2
2

,2
'1

2
4

2
2

2
2

~
2

4
1

~
2

~
2

2
2

4
 

2
"M

2
 

.2
2
2
4
2
' 22

2
2
~

 
2
 2

~
.4

 2
;2

2
~

'l. 2
'2

2
2
2
2
 2

1
2
4
2
2
2
.2

2
.2

.2
 

rt. 

2
2
2
2
 

2
2
2
2
2
 2

2
 

2
2

2
2

 

.2
2
2
..2

2
2
2
A

2
.2

22
2
2
2
 

2
' 2

2
2
2
2
2
2
.~

2
2
 

2
~

 2
2
 '2

2
2
2
.2

2
2

2
2

2
2

 2'2
 2

2
1

2
2

2
2

2
.2

. 
2

2
2

2
2
.2

.2
2
2
 

~
.2

.2
2
2
.2

. 
.2

2
 

... 
.. 

'2
~

 
2
~

 
2

2
2

 
-

. 
2

2
 

http:2.22,222222222'.22
http:222'2.22
http:2~A'".J2
http:22-'--'-2..22
http:2...2.22


ANNEX 0 

Page 15 of 18 

LIST OF INTERVIEWEES 

MANUFACTURING 

Ernst Toussaint Charles,Palisimond 

Vice-president President 

Boiserie, S.A. Rose Bag 

Robert Malval Mario Pierre-Louis 

President President 

Le Natal, S.A. Fonderie Nationale 

Jacques Auguste/P. Merov&e-Pierre Serge Dominique 

Director Director 

Savonnerie Auguste & Merov~e-Pierre Dopasmax 

Andr6 Apaid Edmond Gorrnai1 

President Director 

Alpha Industries Fabrique d, Mosaique Gornail 

Frantz Brandt Sauveur Pierre-Louis 

President Managing Director 

Fiticosa S.A. Produits Nationaux S.A. 

J. C. Nadal Pharmaceutical Conpany 

Managing Director New Project 

Entrepr ises Nadal (name confidential) 

Claude Duval 

President 

Duval Industries 
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ASSEMBLY 

P. Lacombe 

Manager 

C.B. Products, S.A. 

Jean Edouard Baker 

Director 

Entreprises Baker 

Frantz Behrmann 

President 

Manufacture, S.A. 

Francis Vantey 

President 

Vanco Industries 

Bernard Oceide 

Pres±dent 

DAK, S.A. 

L. Hartmann 

Manager 

National Assembly 

Claude Apaid 

Director 

INR 

President 

Delmas Mfg., S.A. 

Philippe K~nol 

Operations Manager 

Automatic Coil, Inc., S.A. 

President 

IMC Corp., S.A. 
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OTHER 

Ray Merceron 

President 

Ray Moving Storage 

Thierry Bungener 

Director 

Citibank 

Alan Caldwell 

Director 

Royal Bank of Canada 

Alex Flambert 

Managing Director 

Ets. Raymand Flambert 

Francois Guy Malary 

Lavrer 

Edouard Racine 

Manager 

Banque Ntle. de Credit 

Claude Levy 

Executive Director 

ADIH 
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Food, Beverage & Tobacco
 

Roland Acra Anthony Bouchereau
 

President Asst. Manager
 

Conserverie Nationale, S.A. Double Harvest
 

J. Giannini Jenn Gard~re
 

Director 
 Director
 

Shabisco Rhum Barbancourt
 

Marc Ashton Fritz Mevs
 

President President
 

Plurifac HASCO
 

Reynold Bonnefil Leslie Goutier
 

Managing Director Tax Accountant
 

Haytian Tractor United Technologies Corp.
 

Walter Braun
 

President
 

Usine a Glace Braun
 


