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A. EXECUTIVE SUMMARY

The major findings of our review of the Caribbean Financial Services
corporation are described below:

o]

The combination of a lean but effective staff and a cocpcrative board
has provided CFSC with solid management during its first year of
operations. Additions to staff of one to three professionals are
planned over the next three years.

CFSC's marketing efforts have been based on personal contacts of CFSC
management and the Board of Directors, cooperation with development
organizations, and direct mailings of brochures and annual reports to
banks, development banks, accountants, attorneys, and other major
industrial enterprises. CPDF has been a particularly valuable source
of leads for new projects but banks and other development
organizations have not gencrally directed many worthwhile projects to
CFSC. The overriding marketing objective during the first year of
operations has been to develop high visioility for CFSC within its
potential markets. CFSC's marketing program has successfully
generated a solid flow of projects across a wide range of 1ndustry
sectors and country markets. Marketing of CFSC's services in the
future could be enhanced through a clearer understanding of CFSC's
lending objectives by the commercial barks and a somewhat more
aggressive marketing program overall,

Credit evaiuation and risk control policies are thorough without
imposing an unnecessary paperwork burden on either the bank or
borrowers. Projects are being evaluated w.th a focus on the basic
business and financial risks of the project, and consistency with
C.SC's developmental objectives. Adequate but not excessive
collateral 1s required of borrowers. Eff-« tive credit evaluation and
follow-up 1s supported by a policy of requring on-going credit
evaluation to be carrted out by the same CFSC staff member who
mitially reviewed a ¢iven project,

As of June 25, 1985, CFSC had committed to lend to fourteen companies
a total of US$3,100,000 of which US$1,920.000 had been dishursed,
leaving 1US$,230,007 undisbursed.  The projects are distributed among
Barbados, Antigua, St. lLucia, St. kitts, and Guyana (not financed
with USAID funds) and between the touriom, manut acturing, and
agribusiness sectors. Most loans have been for plant expansion
and/or equipment purchases, but one start-up venture has been
financed. Thr Board of Directors has specifically Limited start-up
financings 1n CFSC's early years of operation in order to gain
lending experience and to moderate risk. tuture plans allow for a
larger portion of new venture financing

our review of CFSC procedures and files uncovered tew 1rregularities
in compliance with the CFSC/USAID Loan and Grant Agreement. The
spectfic cases noted and recommendations tor their resolution are
described 1n fection b, "CESC Compliance with CESC/USATD Loan and
Grant Agreement'',
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Based on conservative estimates, minimum demand for CFSC credit which
would qualify for USAID funding 1s about US$12 million by 3/31/88
with additions beyond that of $4 million per year. Maxirum iikely
demand would be for almost $22 million by 3/31/88 with zdditions of

$& million per year.



B. INTRODUCTION

This written report responds to a request by the Caribbean Financial
Services Corporation (CFSC) to:

- summarize present and projected CFSC operations and determine their
relative development (as opposed to commercial banking) orientation;

- estimate expected creldit demand through December 31, 1987 to
determine if additional USAID loans could be on-lent;

- determine CFSC compliance with terms and conditions of the CFSC/USAID
Loan and Grant Agreement; and

- recommend policy and procedural changes which could be introduced to
improve CFSC operations.

In addition we have provided a variety of suggestions for the use of
remaining grant funds prior to December 31, 1987.

The following tnformation was developed during the period June 17, 1985 to
June 27, 1985 through extensive discussions with CFSC personnel, members of
1ts Board of Directors, sclected sharcholder representatives, USALD personnel
and other persons active 11 the Eastern Caribbean business community. In
addition, a review was carried out of CFSC credit f1les, policies and
procedures files, the CFSC/USAID Loan and Grant Acicement dated July 29, 1983,
and other relevant reports and files held by CFSC.
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C. GENERAL DESCRIPTION OF CFSC OPERATIONS

1. Management and Personnel

The Present Situation

CFSC is currently managed by a staff consisting of the Managing
Director, David NaCosta, one Loan Officer, Hazel Highland; and one Secretary,
Marcel Corria. Staffing is lean but well suited to the job of running a
private development financr institution, especially given the active role
played by Board Members in setting credit policy and participating in credit
review. The Managing Director, Loan Officer and Board appear to be sensitive
to the need for maintaining a balance between the credit review and risk
management requirements associated with a commercial bank, and the objectives
of a development finance institution . Marketing and credit analysis
responsibilities are shared between the Managing Director and Loan Officer,
ard communication between tnem and with Board Members seems to be open,
friendly, and constructive.

The Future

CFSC expects substantive growth in 1ts loan portfolio in the future
to be supported bv corresponding additions to statf of at least one to three
professionals over the next three years. They forsee substantial lending
opportunities itn the area ot agricultural-related businesses but currently
Inck the expertise to pursue this area aggressivel.. One of the professionals
hired 1s likelv to have sigmificant agriculwural 1 nding experience 1n order
to complement the more ygeneral business and develornent lending experience of
current staff. Marketing and credit review respon<ibilities will continue to
be shared among CFSC statf with responsibility for management of the existing
portfolio taking a larger proportion ot staff time as the tnstitut 1on Urows,

2. Marketing

The Present Situation

CESC's primary marketing objective during 1ts first year of
operations has been the development of a high tevel of visibility .no1ts
potential markets--Antigua, Rarbados, Belize, Dominica, Grenada, Montserrat,
St. Kitts-Nevis, St. Lucia and St. Vincent. Specifically, this marketing
effort is designed to vnoourage the inflow of sound projects requiling medium
to long tem debt finmincing., CFWC's efforts have tooussed on thyee ma ot
marketing channels:

- Personal contacts ot CESC management and the hoard ot directors,

Cooperation with development organizations,

- Mrect mariing ot brochures and annual reports to banks,
accountant s, attornevs, development banks and other major
industrial enterprises,
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The CFSC board is directly represented in a number of CFSC's
geographic markets and has been an important factor in increasing local
business awareness of CFSC services. The members of the board do not actively
target specific projects for CFSC's participation. Rather, they serve to
connect CFSC with the informal network of business-people in each major
country market. Frollow-up on specific opportunities 1s carried out by the
managing director and staff.

The managing director and loan officer follow up on leads generated
through direct inquires and initiate new leads through visits to each country
market. In the early part of CFSC's first year of operations, the managing
director visited many markets for the purpose of Increasing the business
community's awareness of the financial services that CFSC provides. Follow-up
visits have been made when specific projects required evaluation by CFSC.
Other business contacts made during these visits continue to be 4 major factor
in generating inquiries from potential borrewers.

Development organtzations active i1n the Zastern Caribbean have heen
generally helpful to CFSC. CPDF 1n particular, has provided CFSC with leads
and credit analysis assistance that has resulted 1n 5 loans in CESC's
portfolio, and it 1s hoped that the Caribbean Food Corporation (CFS) and local
DFCS w1ll prove to be good sources in the future,

CESC has developed o direct manting list conststing of accounting
firms, attorneys, comercial banks, developments banks and major businesses,
Approximately 500 brochures were sent to all members of the CAIC as an
attachment to CAIL's newsletter.  These marvlings huive been helpful an
generating visibility for CFSC throughout the Carbhean.

The managing director and toan officer of CFSC have « lose contacts at
many commercial and development banks in the region.  The value of these
contacts vartes among huks and countries.  In g few cases, CFSGC was able to
provide long temm credit for projects in which the commerd 1al banks were only
prepared to offer short-term tinancing, lntortunately, however | most ot the
Inquiries generated through commercial bankers have been tor poorly concerved
or nadequately caprtalized projects that do qot justify sercous consideration

by CFSC.
[he following table presents existing CESC projects and projects
unuer censideration along with the corresponding source of the original

marketing lead,

Source of Murkctlng Leads for CISe's, L(l3t!ﬂﬂ Egaqj3§t1<ﬂlo

Borrower Marketing Contact

Sealy Mattress CPDF

Antigua

Catiblue Hotel Speech by Managing Director 1n
S, Lucia St Lucta tesulted noinquiry
Marigot Bay Hotel Visit by Minaging Director

St. Luria to St. Luoa



Ferrands Estate Ltd.
St. Lucia

East Winds Hotel
St. Lucia

Bargas Ltd.
Bartados

Quality Poultry Products

Belize

Broilerson Ltd.
St. Kitts/Nevis

Deco Industries
Grenada

Spice Island Charters
Grenada

Gulfstream Industries
Barbados

BRC (West Indies) Ltd.
Barbados

West India Biscurt Co.
Barbados

Andrew .o Holm Led,
Antigua

IMB Holdings Ltd.
Antigua

Hiline Industries Ltd.
Barbados

Banks DIH [ud,
Guyana

Peter/Oamond kelgick
Ant1gua

Pish ot Barbados Ltd,
Barbados Ltd,

Hill Milting Co Ltd
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Unsolicited inquiry resulted from general
publicity i.e. speeches, mailing of brochures,
and visits

Referred by previous borrower

CPDF

CPDF

CPDF

Personal visit by Managing Director

to Grenada

CPDF

Personal contact of managing director
Personal contact of Managing Director
Personal contact of ‘Minaging Director

Marketing initiative of Managing Director
based on knowledge ot new Jesalinization
standards 1n Antigua,

Marketing inmitiative o Mainawing Direc tor
based on knowledge of new desalinization
standards 'n Antiqua.

Unsolicited tnquiry baned on knowledge of
CFEC operations 1n Bubados

Inquiry based on brodhires ent to area businesses
accountants and development organizations.
Personil contact of YMaaging Ditecto,

Personal contact of Managing Ditector

Personal contact of Managing Ditector
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It should be noted that these are minimum estimates, based on rather
conservative assumptions. While we have not directly allowed for a flattening
of loan demand which conceivably could occur as time goes on (if there is a
limited number of acceptable projects which can be developed without
extraordinary effort), we have also not allowed for the i1ncrease in average
loan size which would be expected from the impact of inflation. All in all,
we feel very comiortable with these demand estimates, as do the staff of CFSC,

The higher end of the estimates, while again based on conservative
assumptions regarding average loan size, assumes that fifty loans can be
processed cach year for the next four vears. While CFSC management
acknowledges that this level of loans would require them to ~tretch near their
limits, 1t 15 not beyond the range of what they can do.  Under these
assumptions almost USH22 mitlion of USAID funding could be reguired before
3/31/88, far above the present USAID loan commitment of twelve million U.S.
Dollars.






























Project Study Available (by whom)

- Pre-feasibility
Feasibility

- Other

- None

4. OTHER INFORMATION

- Employees (categorise)
- Foreign exchange earnings (if any) or savings (by fmport

substitution).















EXHIBIT 3
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ESTIMATED CREDIT DIMAND FOR CFSC

From CFSC's 1935 Financial statements we obcedve that:
o Total loans outstanding as of 3/31/65 = $1.7 million

o Total loans qualifying for AlD disbursements as of 3/31/85 ~ $1.4
million

o Thus AID qualified dhisbursements equaled 80% of Total Loans
OQutstanding.

o Undisbursed loan commitments as of 3/351/8% = $.7 million,
We assume [or our low level projections that:

o One half of new loan commitnents plus ai !l outstanding commitments from
the pre=vious vear will be disbursed 1n each vear;

0 New loan commitments ate rude at the rate of 25

year;

new cormitments per

o] 80% of loans outstanding will be tundea through AID disburseme .ts: and
o The average loan size 1y 1S$200,000:

Given these assumptrons, that CESC ontstan ting and cwnulative ALD
disbursements will be ay shown below:

Low tevel Projected Cumulative ALD Dishurwements (US$m11lion)
3/31/85 /317860 3/31/87  3/31/8%  3/31/89
(Act) (kot.) (Estl) (Estl) (Est.)
1.4 5.9 7.9 I1.u 151
For high-end projections of loans ontstanding and cumulative ALD
disbursements, we make all of the came assumptions a5 1n the Low Level
Projections except “hat new loan commitments are made at a tate of 50 new
commitments per yest,
Under this assumption, calative ATD disburaemnents, will be as shown below:

High Level Progected cumilative AID Drsbutoewents (S3million)

AR V5] HO IRIVE 3,31 ¥K /317849
{Act) (st ) [Est,) {14t.) {Eat,)

1.1 5.7 15,7 N 9.7



