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This report presents the results audit the
of of Caribbean Financial
Services Corporation, Project No. 538-0084. The Office of the Regional
Inspector General for Audit/Tegucigalpa 
made an economy and efficiency
atdit of the Caribbean FinanciAl Services Corporation Project. The auditobjectives were to determine whether CFSC 
had managed and utilized
 
resources economically anl efficiently, anl whether the Corporation hadcomplied 
 with pertinent laws and regulations. Specific audit objectives
were to evaluate CFSC's administrative procedures, 
 lending criteria and
practices, compliance with the 
 loan and grant agreement, and fiscal
 
practices ard internal controls.
 

Staffing of the Caribbean Financial Service Corporation (CFSC) was not
adequate to 
 cffectivelv administer the loan program, and adjustments were
needed in the Corporation's lending criteria and practices. 
 Although theCorporation's internal controls 
were adequate, certain of its fiscal
policies and practices slowed the disbursement of loan and grant funds.
As 
 of March 31, 1986 the Corporation had made eight subloans with the$1.9 million in advances and direct payments it had received from AID.However, RDO/C financial monitoring of the project was deficient since$550,000 in advances had remained outstanding for almost a year. TheCorporation had underutilized both loan and grant funds. AID's RegionalDevelopment Office/Caribbean had disbursed $1.9 million in loan funds toCFSC I aving nine months for the Corporation to receive and disburse $7.4
million to meet established project benchmarks. The Corporation had not
found ways to use $364,000 in grant funds. Staffing was inadequate toefficiently and effectively implement all the components 
 of the project,
and the Corporation's credit and investment policy was too broad and
lacked focus. Past and present Corporation Board membe rs hadopportunities 
 to benefit from the Corporation's operations and
investments. RDO/C monitoring of advances was deficient, and financialreporting on this project was inaccurate and therefore misleading to 
recipients.
 



We determined 
 that $15.4 million or 89 percent of AID loan funds remainedidle while 59 percent of the revised project implementation period
remained. As of June, 1986 CFSC had used 
only $36,000 of the $400,000

available to 
 it in RDO/C grant funds. CFSC had insufficient staff to
efficiently and effectively implement all the 
 components of Project No.
538-0084. The Corporation's management believed that in order to keep

day-to-day operations cost-effective, staffing needed to be kept to a
minimum. CFSC staffing consisted of the managing director, one loan
officer, and one secretary. The credit and investment policy of 
 CFSC was
too broad and lacked focus due to the absence of criteria or targets
regarding: investments in start-up and in other non-tourism projects;
working capital loans; the establishment of a lower loan limit; and useof Corporation funds to finance non-All) loans. Also, the Corporation had

fallen short in its job creation achievements. Several past and present
Board members of CFSC could potentially benefit from CFSC's 
operations
and investments. Board members' influence 
or relationship with other

Board members could benefit themselves, their relatives, or 
 the companies

they either have represented 
 or with which they were associated.

Finally, 
 two AID Regional Development Office/Caribbean reports on
advances and disbursements, and 
on major outputs of the Caribbean

Financial Services Corporation Project were inaccurate 
and therefore
 
misleading to recipients.
 

We have recommended that: idle loan and 
 grant funds be deobligated ifplans for their effective use cannot be developed; either CFSC staffingbe increased or project components be reduced; CFSC adjust its credit
investment policy, 

and
and amend certain Acts, By-Laws and General Policies;and RDO/C issue instructions regarding the verification of base data

prior to reporting to AID/Washington. 

Except for Recommendation No. 5, your responses and actions haveindicated general agreement with the report's findings and
recommendations. 

Please provide written notice within 30 days of any additional
information related to actions planned or taken to implement the
recommendat ions. 



EXECUTIVE SUMIARY
 
The Caribbean 
Financial Services Corporation 
Project (No. 538-0084)
consisted of a $17.3 million loan 
and $400,000 
 grant to establish and
capitalize the Caribbean Financial 
Services Corporation, and enable the
Corporation to provide 
 term financing (up to 15 years), 
 and other
financial services 
not traditionallv 
 available to private sect)r
enterprises in the English-sneaking Caribbean and Belize. 
The goal oftile project was to stimulate expansion of the productive private sector
in the English-speaking Caribbean, 
thereby creating employment, income,
and foreign exchange earnings. AID's Regional Development Office/
Caribbean executed the loan and grant agreement on July 29, 1983; theproject, as amended, is to end 
on December 31, 1989. As March
of 1986,
$15.4 million of the $17.3 
 million 
 in loan funds, and $364,000 of the
$400,000 in grant funds, remained in the pipeline. At the same time, the
Corporation's 
 use of its own funds had the potential of depleting its
equity from $2.7 million to $0.9 million if the borrowers were to default.
 

The Office of the Regional Inspector General for Audit/Tegucigalpa made
an economy and efficiency audit of the 
 Caribbean Financial Services
Corporation. 
 Specific audit objectives were to evaluate the
Corporation's administrative procedures, 
 lending criteria and practices,
compliance with the loan and grant agreement, and fiscal practices andinternal controls. 
 Staffing of the Caribbean Financial Services
Corporation was not adeqLate to effectively administer 
the loan program,
and adjustments were 
needed in the Corporation's lending criteria andpractices. 
Although the Corporation's internal 
 controls were adequate,
fiscal policies and practices slowed the disbursement of loan and grant

funds. 

AID's Regional Development Office/Caribbean had disbursed $1.9 
 million in
loan funds to the Corporation leaving nine months for the Corporation toreceive and disburse $7.4 million 
 to meet established project
benchmarks. The Corporation had not found ways to use $364,000 in grant
funds. We made recommendations to assist in speeding up thedi sbursement, or reprogramming , of loan and grant resources. Staffingwas not adequate to efficientlv and effectively Implement the componentsof the project, and tfe Corporation's credit and investment policy wastoo broad and lacked focus. We made recommendations to ensure adequatestaffing, and cause the establishment of targets on investments. Pastand present Corporation Board members had opportunities to benefit tromthe Corporation's operations and investments. We recommended thatCorporation policies be modified. 
 Mission reporting on proiect status
was inaccurate and therefore misleading to recipients. We recommended
that it develop an adequate data reporting system. 
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AUDIT OF 
CARIBBEAN FINANCIAL SERVICES CORPORATION
 

PROJECT NO. 538-0084 
AID REGIONAL DEVELOPMENT OFFICE/CARIBBEAN
 

PART I - INTRODUCTION 

A. Background 

The Caribbean Financial Services Corporation P:,ject No. 538-0084
 
consisted of a $17.3 million loan 
 and $400,000 grant to establish and
capitalize the Caribbean Financiai Services Corporation (CFSC) and enableit to provide ten financing (tip to 15 years) and other financial

services not tra(litionallv available to private sector enterprises 
 in the
English-speaking Caribbean and The
Belize. goal of the project was to
stimulate expansion of the productive private sector in the
English-speaking 
 Caribbean, thereby creating emplovment, income, and

foreign exchange earnings. AID's 
 Regional Development Office/Caribbean

(RD;O/C) executed the loan and grant agreement on July 29, 1983; theproject assistance comnletion date, a3 amended, is December 31, 1989.As of March 1986, $1.9 million or the $17.3 million loanin funds and$36,000 of 
 the $400.000 in grant funds had been disbursed; also, CFSC had

disbursed $1.8 million in ownits funds to finance subloans not vet
remitted to, or deemed ineligible for payment by AID. 

B. Auidit Objectives and Scope 

The Office of the Regional Inspector General for Audit/Tegucipalpa made an economv and efficiency amidit of the Caribbean Financial Services
Corporation Project. audit objectivesThe were to determine whether CFSChad managed and nit ilized resources econonically and efficientlv, andwhet 1ie r t he Corpora t ioil had comp ii e(t wit o pert inent laws and
regil at ions. Spec i fic ai it obiect i Yes wer' to evaluate CFSCI sadministrative procedures, lending criteria and practices, comnpliance
with the loan and grant agreement, and fiscal practices and internal 
coil. .ol S. 

Anidit work was performed at the All) Regional l)eveloptent Off ice/Caribl)beanand at (FSC's headquarters, both located in Bridgetown, Barbados. ri v Idverif icat ions were made in Ant ignia, Barbados, St. Kitts, and St. Lucia.
The aid it wa3 made dInriny the p)eriod May 28, 1986 througph July 11, 1986,and cow red the period from pro jec t Inception (.uhllv 29, 1983) through
March 31, 1986. Al ex it conference was held oi July 31, 1986 and All)Re ona I)ovelopment Office/ Caribbean responded to (lit draft report onOctober 28, 1986. The r coflments wre considered in the preparation oftilis report . The auidlIt was made In acror(dance with pnerliv accept ed 
gov(rnment auid itIng stantards. 

(
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PART II - RESULTS OF AUDIT 

Staffing of 
 the Caribbean Financial Service Corporation (CFSC) was not
adequate to effectively admiiister the loan program, and 
adjustments were
needed in the Corporation's lending criteria and practices. 
Although the
Corporation's intemnal controls 
were adequate, certain of its fiscal
policies and practices slowed the disbursement of loan and grant funds.
 

As of March 31, 1986 the Corporation had made eight subloans with the
$1.9 million in advances and direct payments it had received from AID.However, RDO/C financial monitoring of 
 the project was deficient since
$550,000 in advances had remained outstanding for almost year.a 

The Corporation had underutilized both loans and grant funds. AID'sRegional Development Office/Caribbean had disbursed $1.9 million in loanfunds to CFSC leaving nine months for the Corporation to receive anddisburse $7.4 million to meet established project benchmarks. TheCorporation had not found ways to use $364,000 in funds.grant Staffingwas inadequate to efficiently and effectively implement all the
components of the project, and the Corporation's credit and investmentpolicv was too broad and] lacked focus. Past and present Corporation
Board members had opportunities to benefit from the Corporation'soperations and investments. RDO/C monitoring of advances was deficient,and financial reporting on this project was inaccurate and therefore
 
m sleading to recipients. 

We have made recommendations to: assist in spceding the utilization orrepropramninp of loan and grant funds; ensure adequate staffing; developtargets for investments; modify Corporation policies; and devise an
adequate data report ing system. 
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A. Findings and Recommendations 

1. Loan Funds Were Idle 

Project planners envisioned that the disbursement of loan funds hv theCaribbean Financial Services Corporation (CFSC) to project beneficiaries
in the form of direct lending, discounting, and general financial
services would approximate $9.3 rillion by the end of December 1986.While 
the AID Regional Development Office/Caribbean (RI)O/C) listed $5million in accrued expenditures under this project, the Mission hadactually disbursed only $1.9 rillion to the Corporation as of March 31,1986. Notwithstanding this slow progress, twice in slightly more than a 
two-year period, hadAID increased project obligations from $8 million$17.3 mi IIion. On August 29, 1985 AID required CFSC to increase 

to 
equity contribution to th- project from $2 million to $3 million; as 

its
ofAugust 1986, CFSC was short of the mark bv $350,000. CFSC's lagging loanportfolio was attributable to the fact 
 that it had maintained a
conservative 'endin n feasibleapproach, economicall albeit 

riskier lendi ngi possibilities, and favoring m,,re tra(itional,established, low-risk applicants. As result,
a $15.4 million or 89
percent of AIl) loan funds remained idle while 59 percent of the revisedproject implementation period remained. CFSC needs to accelerate itsutilization of project 
 funds by raising its visibility and by attempting
to serve all the sectors targeted under project.the A plan for moreeffective use of project funds needs to be established. 

Recommendation No. 1 

We recommend that the All) Regional 1)'.velopment Office/ Caribbean: 

a) assist the Caribbean Financial Services Corporation in eitherdeveloping a specific plan for the effective use of proJec, funds
obligated Inder Project No. 538-0084; or, 

b) dvobl igate and transfer idle funds to another eligible project if the
development of such a plan is not feasible. 

I)iscussion 

The project paper contained a cost estimate and financi.al plan callingfor $12 million in RDO/C loan assistance and $400,000 in RDO/C grantassistance. To further capitalize the project CFSC was to contribute $2million in shareholders' equi ty. On August 31, 1983 and August 29, 198RDO/C inc reased loan o)ligations 1)v $4 million and $5.3 ni Ill onrespeL t i V(l v, t hereby increasing RlX)/C loan assistance froi an originalobli ation of $8 million to $17.3 million. On the latter date, Ci:SC wasrequi red to increase paid-in vquiiv to $3 mill ion. RI)O/C noted that CFS(:did not have to increase the: eqriiity contribution until such time that(:S(: beg i ns to draw down ( he last $5.3 million in obligations. As ofAupmst 30, 1986, however, CISC had inc reased its equitv to only $2 .65miillion. The i nc rease in loan ol)lipati rns was not accompanied bv a 
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correspondin g adiustment of the financial plan contained in the projectpaper; the unadjusted financial Plan, therefore, was not commensurate
with the project's new targets and goals. 

Based on the original cost estimate and financial plan, CFSC was to haveused, by the end of [)ecember 1986, $9.3 million in RDO/C loan funds inthe formt of direct lending, discounting, and financialgeneral services. 

Direct Lendin, - By )ecember 31, 1986, CFSC was expected to have used$.4 million in RDO/C loan funds for direct lending activities. As ofMarch, 31, 1986, CFSC's portfolio consisted of 24 approved loans in theamount of $6 million. (There were three additional loan applicationspendtin, CFSC approval.) Of the 24 CFSC had disbursed 18 of the loans inthe amount of $3.7 million. However, not all of the 2.1 loan approvalswore allocable to RDO/C. 
 Some did not meet the criteria for AID
financing (for example, loans made to firs in Guyana. a country indefault 
 to the Inited States Government, and loans for projects with
questionable developmental impact) hadand therefore been financed f romnCFSC 's own funds. The specific
not 

number and value of non-RDO/C loans wasclassified in the Corporation's records, rather, this was developed
through audit. 

RDO/( had listed in its financial and Project status reports $5 millionin acrrued expendittures hased ol a handwrit ten memorandum from t heproject officer to an employee in the Controller's office. Accordin tothe employee, no ordetail just ificat ion was requested to support the $5million figure. According tr the Controller's records, only $1.9 millionhad been disbursedll RIX)/C to CFSC for eight loans. This $1.9 :nil lionin payments included $550,000 in outstaoding advances. As of March 31,1986, the $550,000 in advances had been outstandinrg for almost a year.Actual lending by CFSC had been far less than anticipated, and a seriousbreakdown in report i n had occurred. l)i rect Iend i ti was only one ofthee project components to be imllemented by CFSC, however. 

iscourtinp - Accordingp to the project paper, CFSC was to have used $4.3million in RIX)/C loan funds for discounting,, by the end of December 1986.Accrrlin to the !o:,i arieemeni t, CI:SC di scourt inug WouIld i nvol ye theexecuit ion of umbre I Ia ag reement s with connerc ial Ihbanks, which woulddefine the mechanism for loan discount i n'. The actual I scolult rae Wasto be nepot i at(d I llan inst itut ion-by-inst itut ion bas is, but i lieparticipatilng financ a iris instiuions; were expectal to receive, a vield offour to five percent for oripinat ing, servicinp, and taking theconmerciai risk oi subloans As of June 30, 1)86, thl le n- o RI)M/Cloan fundIli dsbursement s fo r thi S purpo'ie,. (,ITS(,!; Hli. ing 1)1recI orar ,ued that liastei n Caribbeagn11'oiomii I rends, coupl ed withIt excesslilquiditv bein experienced hy ol",lercial banks, dld not Warrant CFSC(' s111voIvolivi tI Ill a discount l'roprart. Thus, CFSC had vet to 'nt er ito invtimbre I la apree ,nlts for t hat pitrpose wt Ith coiumnerc Ia I batiks. 
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General Financial Services - By December 31, 1986 CFSC was to have used
$500,000 in RIO/C loan funds for general financial services. Under thisheading CFSC was to explore the potential offered 1w activities such as
leasin .,, warehouse bonding, inventory financing, export financing, debt 
g uaranteeing, loan synd icat ion, cash management, and financial advisory
services. These were to bo geared to the productive private sector which
project designers felt was not being adequately served in these areas.
As of ,Jne 30, 1986 expenditures uindfr this project component were nil
because CFSC had not taken any action to implement it. CFSC obviously
lacked the staffing necessary to activate this activity. 

In summary, CFSC had not implemented programs for discounting and general
financial services. Its direct lending program had fallen far short of
expectations. CFSC's conservative approach, coupled with an apparent
excess of AID loan funds, needs to be addressed. Unless a specific plan
is developed and implemented, RI)O/C resources for the proiect will not he
economical ly and eff icient lv ItiIi zed in accordance with AI) mandates. 

In re sponse to ouir pneliminary fiidinp c,tat ements, RIX)/C advi:,c,I rii , hatCFSC hadI devised a mechinisfm in lieu of the discount. procedure which
achieved the same purpose, an I which was being used . They felt thatfa i lure to mention this would leave tihe false impression that CIFSC was 
riot col :ahorat ing with cormmerc ial banks as ant ic ipated under the planned
i j scount operat ion. liowevr, neither RI)O/C nor CI:SC furnished evidence 
that the Corporation had devised a substitute for the discount proramn.
Pro iec 1i sbursement s of $1.9 million had been made for eight subloans 
under tihe direct lendilngp component only. 

Mtanapemen: Commnent s 

CFSC advised IIR)M/C that it was preparing a portfolio tlavelopment plan,
and expec ted to resolve the recouumenlation within 30 days of receipt of 
the aid it r'port. 

Officeof n Inspector General Comments 

Recommeidat ion No. 1 re'mainsl Open pening management 's formulation of 3n 
effe i ti develolment plan. 



2. Grant Funds Were Not Used 

As of June, 1986 the Caribbean Financial Services Corporation 'CFSC) hadused only $36,000 of the $400,000 available to it in RDO/C grant funds.The All) Repional Development Office/Caribbean (RDO/C) granted the fundsto CFSC to contract a project coordinator, carry out a search for aqualified Manaping Director, and provide technical assistance inestablishinp tile basic operational procedures CFSC. ofof All these
components were carried out at about 9 percent of the estimated cost. As 
a result, $364,000 lay idle. 

Recommenjation No. 2 

We recommend that the AID Regional Development Office/Caribbean
deoblipate $364,000 in funds granted to the Caribbean Financial ServicesCorporation undler No.lroiect 538-0084, or amend the grant in accordancewith a specific plan in order to effectively utilize grant resources. 

Discussion 

As of June 1986 -- after almost three years of project activities -- CFSChad used $36,000 of the $400,000 in grant funds provided by RDO/C. The 
purpose of the grant was to assist CFSC in financing foreign exchange andlocal currency costs for Project No. 538-0084, as well as for CFSCstart -ip costs, which were to include the provision of technicalassistance in establishing basic operational, administrative, and 
account ing systems. 

From CFSC's viewpoint. the pro iect started at a time when Eastern
Caribbean economies were expteriencinpg a recession. Thus, CFSC management
was part icularly cautions in tisin All) grant fund s. 
 To (late, CFSC hasmaintai.ned that bas i c policv. Consequentlv, just at the time when CFSCshould have been most act i ve in counteracting the effects of therepionwi de recession, it had failed to do to itsso own and potential
beneficiaries' dletriment. 

Manapeme(',nt Conwtment s 

CFSC advised RDO/C that it was preparing a grant use plan, and expectedto resol ve t he reconmenlat ion within 30 days of receipt of the atid it
 
re)ort .
 

Inspector Gneral Comrmneit. s 

Recnm,,nend~at ion No. 2 remains open pend ing management 's (levelopment of aneffective plan to use All) grant funds and subsequent Incorporation of theplan in a prant amenmlrnent, or pendtig Ianagement actioni to deoblIigate. 
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3. Corporation Staffing Was Inadequate 

The Caribbean Financial 
 Services Corporatien (CFSC) had insufficient

staff to efficiently and effectively implement all the components of
Project No. E38-0084. The Corporation's management believed that in 
order to keep day-to-day operations cost-effective, staffing needed 
 to 	 be

kept to a minimum. 
CFSC staffing consisted of the managing director, one
loan officer, and one secretary. Project planners, on the other hand,
had envisioned that CFSC would provide arrayan of discounting, direct
lending, and general financial services. In order to effectively carryout these project components, the Corporation needed to either hire, or
consult with, individuals with expertise in accounting, insurance and
bon.fing, customer investigations and services, marketing, and 	overall 
management. 
CFSC had not begun to address the majority of the project's

objectives and the benefits expected from CFSC activity had not
 
materialized. 

Recommendation !o. 3 

We recommend that 
the 	AID Regional Development Office/Caribbean either:
 

a) 	 ensure that the Caribbean Financial Services Corporation obtains 
sufficient personnel to effectively implement all the components of 
Project No. 538-008,1; or, 

b) 	 reduce the components of Project No. 538-0084, and the associated
project budget, to a level com ensurate with the corporate strategy
and level of operations of the Caribbean Financial Services 
Corporat ion. 

)i scussion 

In order to carry out its development stratepv CFSC was to recruit and
train an adequate complement of quality staff. CFSC's business planconsisted of leveloping and implementing: operational and administratiye
procedures ; account i ng and management i nfornat ion systems; c red i t
analysis andi monitoring activities. The business plan was incorporated
in all the project components -- direct lending, discounting, and general
financial services. Under these components, CFSC would provide services 
rang i ng f row lend i ng to leasing and warehouse bonding, inclIuding cashmanagement and financial advisory services. At the oftime our review,
however. CFSC staffing was 	 of manaping one loancomposed the director, 
officer, arnd o( secretary. 

Up to Jijlv 1986, ':FSC management hal re si sted the lit rodlc t ion of
technic 1 assistalce andl expa nsion of staff, except aifor accountinp
position to he filled by October 1986. They arguxd that mniniminm staffing
Was 	 iieeded li order to keep (:Sa s day-to-day operations cost-effective. 

-7 



Because it had inadequate staff, CFSC had not vet begun to address major
project objectives. Nor could CFSC expand 
 its scope of operations to
assist other markets; provide other non-available financial services asenvisioned in the project paper; efficiently utilize and monitor use of
loan funds; or effectivoiy attain project milestones. 

Management Comne nts 

CFSC advised RDO/C that it was preparing 
expected to resolve the recotrrnendation 
aud it report. 

a staff expansion plan, and 
within 30 days of receip~t of the 

Inspector General Comments 

Recommendation No. 3 remains open pending management's development of a 
realistic staff expansion plan. 
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4. 	Adjustments In Investment Policy Were Needed
 

The credit and investment policy of the Caribbean Financial Services

Corporation (CFSC) was too broad and lacked focus due 
 to 	 the absence of

criteria or targets regarding: investments in start-up and in other
non-tourism projects; working capital loans; the establishnent of a lower 
loan limit; and use of Corporation funds to finance non-AID loans. Also,
the Corporation was off target regarding the employment opportunities its
services were to generate. Clear, well-defined credit procedures andlending policies are necessary inorder for CFSC to carry out its taskseffectivelv and 
 accomn-lish planned objectives. CF;C's Board of
 
Directors' functions were primarily operational rather than advisory 
or

policy setting , and thus the Corporation lacked overall policy
direction. As a result, the Corporation had not been working towards 
accomplishing the gioals set forth ir the loan and grant ag rtement; itsloan 	portfolio was unbalanced in terms of' targeted economic activities;and the number of employment opportunities generated by CFSC operations
and investments hid riot had their expected impact. Also, several of the
Corporation's lnd i up decisions were based on clients' appeal anti
relationships withlBoarl members rather than project viability and
developmental impact. Moreover, actions taken in approving and rejecting
loans gave the appearance of a i ss than systematic dec i sion-mnaki no 
process. 

Recommendation No. 4 

Ile 	 recommend that the All) Regional IDevelopment Office/Caribbean take 
action to have the Caribbean Financial Services Corporation: 

a) establish targets regard ing investments in business start-up and 
non-touri sin p!roiects; 

b) 	 det efil Ine a loan limit range, amnd formallv dxument the lower loan 
limit ini its policy anid pro-,,hilres; 

C) 	deve lop andel foirmallv doculment its policy on loan, to fitrnce working 
cap it a ; 

d) 	clearly chefime, an sumnit to AID for approv its policy for usin 
its funds to fi nance mon-Al )-fundd loans; a', 

, 

e) 	direc it s pol icy amd planniig efforts to me!et the objectives and 
targets of Project No. 538-0084, or othlerwise the Regpinoral
Development Off ice/Curibhean shol Iiodirv them t o coilncidhe with Ihe
Caibbearn ilrii i a I iCraS Cop(.'oiitiov Ion' s actulal credit Uind 
investlmeni policies. 



Discussion
 

CFSC had primarily concentrated on financing established, expanding

businesses, and, as a matter of general practice, making 
loans in amounts
 
not 
 less than $100,000. The tourist sector share in its loan portfolio

as of March 31, 1986 was 44 percent, while other sectors of the Eastern

Caribbean economy had received disproportionallv less support. CFSC
 
management had been 
operating with a banking, profit-oriented mentality,

lending primarily for traditional purposes with low financial risk.

Consequently, loan applications for new projects start-ups and 
 for small,

non-traditional 
 but feasible and productive activities were seldom
approved. To illustrate, about 89 percent of the approved

applications were for the expansion of well-established businesses. 

loan
 

We visited nine firms to determine the reasons for loan rejection or
 
acceptance.
 

St. Lucia - Two new business start-ups, one a nail manufacturing
operation and the other a computer services firm, were turned down by

CFSC. On the other hand, loans for expansion purposes were awarded a
to 

resort hotel established in 1905, and an edible oil manufacturing plant

founded in 1952 (see Exhibit 1, Page 1). CFSC rcspoided that the
 
principal sponsor of the computer services firm was not reliable.
 

St. Kitts - Two firms, one a poultry operation and the other an 
electronic components producer, were awarded CFSC 
 loans. While the
 
poultry operation 
was considered by CFSC to be a start-up enterprise, the
 
principal of the firm had been in the business all his life, 
with already

established ties to 
 the business community; the electronic components

producer was awarded a loan to expand already ongoing operations.
 

Barbados - A well established biscuit company received a CFSC loan for
plant expansion and a traditional household appliance firm received a 
loan to finance working capital. 

Antigua - CFSC made a loan to a hotel that had been in business for 26
 
years (see Exhibit 1, Page 2). In a break from normal lending practices,
CFSC lent $50,000 to a new water sports business (see Exhibit 1,
Page 3). The owner of this business was a nephew of one of CFSC's 
1)i rectors. 

CFSC justifications 
for approving or rejecting loan applications differed

depending on the situation, and reflected a need to develop uniform 
criteria and targets regarding investments in business start-ups and in 
non-tourism projects. Recognizing this fact, Marchon 31, 1986, RDO/Creported: "...during the next six months we expect CFSC to consider at
least one 'pioneering' loan ant begin at least one activity in the 'other
 
financial services' area."
 

In a(hitLon to the above, the following anomalies in CFSC's lending

polvic were also noted: 
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-- On June 25, 1985 CFSC lent $300,000 to a household appliance firm to

finance working capital. However, on February 13, 1986 CFSC informed 
a mattress manufacturer that its $350,000 loan application had been
turned dlown on the basis that CFSC did not make working capital
loans. A $350,000 loan application from a building supplier was
rejected on the same basis. 
 The workinz capital loan approved for
 
the household appliance was secured bank
firm with a letter of
 
credit; there 
was no evidence, however, that the other applicants had
been given the opportunity to seek bank guaranties for their loan 
applications. 

-- On January 31, 1985 CFSC's Board of Directors approved a $50,000 loan 
to a nephew of one of its members to purchase equipment for a water 
sports business. Yet, on October 26, 1984, the Board had rejected a
similar loan application on the basis that "this line of 
 business was
 
not identified as falling within CFSC's lending strategy."
 

There was no evidence that RDO/C was aware of the above 
discrepancies

in CFSC's lending policy, and thus there had been no attempt by RDO/C to 
have the Corporation take corrective action.
 

Tourism - As of March 31, 1986, 44 percent of the CFSC loan portfolio was

devoted to tourism. RDO/C recognized this imbalance and stated 
 in its

March 31, 1986 progress report: "If CFSC is to use its concessionary
capital base to promote the diversification and modernization of the
regional economy, it will have to allocate a larger share of its lending
to innovative projects in manufacturing, agri-industrv and non-tourism
services." We fully agree with RDO/C's assessment which needs to be
 
effectively communicated to CFSC.
 

Loan Limits - All) had placed ai tipper loan limit on CFSC lending
practices. The loan and grant agreement executed by RDO/C with CFSC

limited the maximum total amount of outstanding loans to any subborrower

to be no more that 15 percent of the Corporation's eiitv base at tile

time subloans were made.
 

CFSC had not developed an established policy on lower loan limits. The
CFSC Managing Director told us that the "practiced" lower lending limit 
was $100,000. Ile found that 23 of 27 loan applications (including
three applications pending approval) or 85 percent exceeded $100,000.

tie 

The remaining four loans were in tIx, amounts of $50,000, $25,000, $75,000
and $35,000. The first was made to a relative of a Board membe-r; thesecond (delin(pient) was made to finance eotipment for a handbap
manufacturer. This loan was made despite the fact that CFSC had reviewed
the credit history of the owner andl found that a loan would not have Ixen an acceptable risk because his other business activities w.re in defatilt 
on loan payments. On ,Jantianr 23, 1986, CFSC noted that tle Interest on
the CFSC loan was current but tie principal was in arrears. The t i rd
loan was executed with a firm In Guvana (this country is in default to 
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the United States Government); the fourth loan was made to a construction 
firm for the purchase of equipment. The source of financing for each of 
these four loans was CFSC funding. 

CFSC Funding - It was CFSC policy to charge 11 percent interest on 
commercial loans and five percent interest on employee loans. CFSC had 
lent (With terms of up to 15 years) $72,000 at five percent interest to 
two of its employees (a loan officer and a secretary). Also, CFSC paid
from its own funds hotel and other subsistence expenses four times a year
for non-resident Board members to attend Board meetings in Barbados. 

CFSC occasionally held luncheons and buffet dinners, extraordinary
meetingps, and entertainment functions for Board members and guests.
Expenditures generated from these functions depleted Corporate funds. 
Further, at the second annual meeting of CFSC's shareholders, held on 
June 27, 1986, a new budpet line to cover Board Directors' annual fees 
was approved; these fees now in effect were to be paid out in addition to 
reimbursing the expenses "normally" incurred by the Directors. 

As of March 31, 1986 CFSC had executed 18 of 24 approved loans in the 
amount of $3.7 million; eight of the loans, totaling $1.9 million, had 
been financed by RDO/C, and CFSC had used its own funding to finance the 
remnainin' loans that were either ineligible for financing, or not vet 
approved by RDO/C. In order to fund the loans totaling $1.8 million, 
CFSC could deplete its equity base from $2.7 million to $0.9 million if 
these loans default. 

In our opinion, CFSC needs to reexamine the use of its own funds in order 
to avoid facing the type of crisis which was being experienced by the 
Barbados Development Bank (BI)B). The Barbados Minister of Finance was 
quoted in a local nuwspaper as saving that "an independent agency has 
reported that 64 percent of its (BDB'S) loan portfolio is contaminated 
and] almost half of its equity has been wipel out.'' 

,Job Impact - Project planners envisioned that a major CFSC project
subpoal was to he the substantial creation of new jobs as a direct result
of Corporation-sponsored activities. Accordi ng to 1)ro ect paper 
est imates, these activities should have generated, by March 1986, 2,392
project-related new jobs; vet, only 57 jobs (or 24 percent of t hose 
targeted) plus 206 non-project-related jobs had been created. A summary
of (:I:S(C',. relatively minor impact on the regional labor market follows: 
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Project-Related Activities I/

Loan Recipient Loan Amount Job Impact
 

B.R.C. (West Indies) Ltd. 	 ($000) of nw jobs)
 

(Steel building manufacturing; Barbados) 325 	 22 

Gulfstream Industries 
(Household appliances assembly; Barbados) 
 300 	 0
 

Copra Manufacturers, Ltd.
 
(Edible oil manufacturing; St. Lucia) 350 0
 

Andrew E. Holm 2/

(Hotel expansion; Antigua) 
 350 	 15
 

i-I.M.B. Holdings, Ltd.
 
(Hotel upgrading; Antigua) 
 120 	 0 

West India Buiscuit Co. 2/
 
(Food mantifacturing; Barbados) 
 200 	 6
 

Fish of Barbados
 
(Fish processing; Barbados) 
 110 	 6
 

Hill Milling, Co.
 
(Rice milling; Barbados) 185 8
 

Totals 	 $1 940 57
 

Non-Project-Related Activities 3/ 
 Loan Amount Job Impact

(figures in aggregate) ($000) # of new jobs)


Loan Recipients
 

14 
 3,395 	 206
 

.1/ Loans which had qualified for AID reimbursement. 

_2/ 	Though CFSC had financed this loan using RDO/C advances, RDO/C had 
vet to receive full loan-related docuentation and thus recover its
advance(s). These advances have been outstanding almost a year. 

_3 	 While CI:SC had approved financed loans under thisor the 	 categorv, 
sne did not qualify or had not vet qualificd for AID reimbursement.
In order to reflect current status we included loans subsequent tothe March 31, 1986 out-off date. CFSC had dropped two of the.
approved loans subsepent to Maich 31, 1986. 
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CFSC needs to develop specific criteria on investments, working capital,

lower loan limits, and use of its funds for financing purposes. 
Also,

CFSC needs to ensure that each loan approval will generate a significant

number of jobs to effectively impact on the regional labor market and
 
meet established project targets. Unless 
CFSC adjusts its investment

policy and effectively uses project funding, this project will continue
 
to achieve less than planned results.
 

Management Comments
 

CFSC advised RDO/C that a General Operations and Policy Statement was in

preparation, and expected 
to meet the requirements of Recommendation No.
 
4 within 30 days of receipt of the audit report. 

Inspector General Comments
 

All parts [a) through e)] of Recommendation No. 4 remain open until such 
time as management fully responds. 
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5. 	Potential Self-Dealing Could Harm CFSC's Image
 

Several past and present Board members of 	 the Caribbean Financial
Services Corporation (CFSC) could potentially benefit from CFSC's
 
operations and investments. Board 
members' influence or relationship
with other Board members could benefit themselves, their relatives, or

the companies they either represented or with which they were
associated. CFSC had been expected to observe ethical business standards
in order to establish its rep)utation as an indepenlent, private sector
financing resource, and carry out its tasks with credibility anleffectiveness. Although Corporation addressed stanoiardsthe such in its 
General Policy and Operations Statement, its ambiguous wording afforded,
Boarif members ample flexibility to be involved in potential self-dealing
situations. Unless this situation is corrected, the Corporation's 
program is vulnerable to waste, abuse, ard mismanagement which can damage
the program's credibility andl overall effectiveness. 

Recommelation No. 5 

We recommend that the All) Regional Development Office/ Caribbean: 

a) 	 have the Caribbean Financial Services Corporation amenld its Acts,
By-Laws, and General Policy and Operations Statement to include firm
criteria covering the qualifications for membership on tieCorporation's Board of Directors, and to include safeguards which 
preclude members, their relatives, aind the companies they either 
represent or are associated with, from benefiting from CFSC's 
operations and investments; and, 

b) 	 review and those where ofdocutnent instances cases self-dealing have
developed, and have the Caribbean Financial Services Corporation take 
corrective act ion. 

)i scussi on 

The issue of potential self-dealinp within the Caribbean Financial
Service Corporation arises from the fact that several past and present
CFSC's Board Directors, through their influence or relationship with
other Board membors, have been in a position to derive benefits from CF.SC
operations and investments for themselves, re latives, and the companies
or institutions they either represented or with which they were
associated. Several companies which service and provide outside support
to CFSC operations either havt or have had representatives on the
Corporation's Board of Directors; in some instances, those companies have
been major shareholders of the Corporation as well. CFSC's Geveral Policy
an() Operations Statenent (0 7 lithical Statdards) addresses the issmue ofpotential self-dealing and conflict of interest. It states that ''the
Corporation shall not make any Investment in any enterprise in which the
Directors, officers and/or employees of the Corporation hold arl interest
directlv or i rlirectlv.... " Yet, that same section contains provisions
that provide airm)le flexibility for CFSC's Directors to be involved In 
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situations of potential self-dealing. For example, the caption "Use of

Corporate Resources" first prohibits "the use of the Corporation's 
resources for 
 the personal benefit of any Directors/Officer/employee 
.... " only to be reversed by stating " .... unless authorized by the 
Directors whose discretion may be exercised in such decisions."
 
(urderline added). Therefore, CFSC Board members, at their own
discretion, may be able to benefit from CFSC's resources, operations, and 
investments. To illustrate: 

CFSC's
 
BoaTd ember 
 Indicators of Potential Self-Dealing
 

"x" IHead of "X" Enterprises Ltd., which owns 502 shares

(Chairman) 
 (1.8%) of CFSC stock. Without using competitive 

bids, CFSC subscribed a comprehensive insurance 
policy (employer's liability, consequential loss,
 
etc.) with 
 Insurance Co. Ltd., associated with
 
"X" Enterprises Ltd. 

CFSC resporded that Omotes from competing insurance 
co,-panies were prohibitive, and the CFSC Managing 
Director's acquaintance with the General Manager of
tie insurance company enabled CFSC to negotiate a
reasonable premium with more comprehensive coverage. 

"Y" 	 Worked eight years for the Bank, which invested(Manaping Director) 	 in 1,500 shares (5.6%) o-CFSC stock, before 
joining CFSC. CFSC has a U.S. dollar account with 
this bank. 

CFSC resporkleci that it opened the account at the 
bank's New York office; the bank's office in 
Bridgetowi facilitated use of the New York account;
the account was not subject to service charges or 
rminmum balance, anl thac such terms coul not be
bettered. They also noted that the bank was not 
represented on the CFSC Board of Directors. 

"Z' '* 	 Senior Vice President /Gene ial Manager, Bank,
which invested in 2,400 shares (9.0)--T CFSC 
stock. CFSC has an account with this bank. 

CFSC responded that this bank was not represented 
on t he (FSC BoarI of I)irectors at the. time the 
accotunt was opened. 

"A"* 	 Senifor Vice President, Bank, which owns 2,500 
shares (9.4%) of CFSC sto-c7 CFSC has an account 
with this bank. 

* 	 No longer serving on the Board, although CFSC still did business with 
the correspohiung institution. 
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CFSC responded that the account for this bank, too,
 
was opened prior to its representation on CFSC's
 
Board of Directors.
 

"B" 	 Representing Bank, 
"B" filled the vacancy left 
by A's resignation from the Board. * 

"C" 	 Recently appointed to the Board (on June 27, 1986)

"C" represents Bank, previously represented on
 
the Board by Mr. "--Z. CFSC always kept its account
 
with this bank.
 

CFSC pointed out that commercial banks were CFSC's
 
largest shareholders; that they would %old two
 
seats on the CFSC Board to be rotated among them
 
every three years; and that the rotation
 
represented by B and C above was normal turnover.
 

"ID" 	 Itis nephew received a $50,000 loan from CFSC for an
 
activity which CFSC defined 
 as not falling within
 
its lending strategy. Also had an interest
 
(disclosed) in the Hotel, Antigua. CFSC
 
approved a $250,000 loan for the hotel.
 

CFSC responded that its Board members were often
holders of shares in companis with which the 
institution proposes to do bisiness; that Board
members were required to declare their interest; 
and that Board member "D" made no input into either 
of the proposals, disclosed his association with
 
both, and did not participate in the approval
 
process.
 

"H" 	 Iad an interest (disclosed) in Manufacturers 
Co., St. Lucia. CFSC lent $350,000-to this company. 

CFSC responded that Board member "E" explained his 
indirect interest and was not involved thein 
approval process. 

A 	 No longer serving on the Board, although CFSC still did business with 
the correspontiinp instiition. 

Based on the foregoing relationships, it is our opinion that the CFSC 
program was vulnerable to self-dealinp and aluse which coild subject the
Corporation to criticism, and therefore affect Its credibilitv and 
ovrali effectivvness. 
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Management Comments
 

CFSC took issue with the entire presentation on potential self-dealing.

They termed the above summary "innuendo-laden." RDO/C generallvsupported CFSC's response. They said that the specific examples were
misleading since all cited indicators were apparently those relating to
potential conflicts of interest 
in situations in which the 
 CFSC standards

specifically, and 
without exception, 
operated to prevent self-dealing.

They concluded that the established CFSC standards have worked, andsuggested that the basic concerns reflected by audit may be worthy ofprospective Agencv-wide attention as 
 to whether in the future uniform
standards for AII)-fi nanced private sector activities should bedeveloped. The entire RDO/C response is attached as Apnendix 1. 

Office of the Inspector General Comments 

Based on RDO/C's confidence in CFSC's standards relevant to potential

self-dealing, Recommendation 
No. 5 is closed effective the date of this 
report. 

However, we wish to note certain dissent from the cognizant All) regional
legal advisor's opinioni when states: submit thehe "We that record showsCFSC Board members/officers, in fact, have acted responsibly in a fashion

which, consistent with IJSG standards of conduct for its own officers, has seen them removing themselves from all decisions in which their personalfinancial interests may he affected." (Appendix 1, page 2, toppar-tyraph. ) An officer of the IJSG has no discretion (as permitted inCFSC's ethical standards) as to whether or not s/he may participate in
leci sions of the type mentioned in this report; they simply cannot and 

shoulld not. 

Moreover. CFSC's protestations to the contrary notwithstanding, the factthat questionable and/or inconsistent loan award decisions were inmade, regardless of who actually voted 
fact 

on them, is something which we
believe should pause. togive RDO/C Again, cite the IJSG's stanlards forthe cond uct of its own employees: not only must they ensure that they donot engape in any wrongdoing, but they must also safeguarrd against even

the anpa rance of wronipdoinp.
 

While we not so awould urge strict standard for the roihict of commerce.
ili our opinotoi, anv comlercial enterpr i se, and especially one Ihat isat tef to)mpt i ig reak i nto a t rad it i onal , conservat iv financial 
ma lke t ) lace s s i t he WI th must ex rc i seci s C(:SC, prudlelce
cons ide r npI Iht image its lendinp decisions will creae among members of

In 

the loraIl fiivic i aliiconminiliv and, in this case, how they may also affect 
All)' s Imae in the reioli. 
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6. Mission Reporting on Project Status Was Inaccurate
 

Two AID Regional Development Office/Caribbean reports on advances and
disbursements, major theand on outputs of Caribbean Financial Services
Corporation Project were inaccurate and therefore misleading to
recipients. AID Handbook 3, l1-F, describes officers'
project

responsibilities, and the standards 
to be followed regarding project

status reporting. Inaccurate Mission reporting was caused by ineffective
 
project management which led to overstatements of figures and facts in
both financial and 
 project progress reports. Inaccurate reporting was
detrimental: management was not able to assess
effectively project

implementation or take corrective actions. 

Recommelation No. 6 

We recommend that the AID Regional Development Office/Caribbean develop a
Mission Order which, among other safeguards, requires its project
officers to periodically verify the base data to support figures and
facts that appear in project-related reporting, thereby ensuring the 
accuracy anD reliability of RDO/C reporting to AID/ashington. 

)iscussion 

In our review of the March 31, 1986 RI)O/C financial and project progress

reports, we found discrepancies between significant, reported,

project-rel ,ted figures and facts and those 
 contained in the RFO/C

Controller's 
and CFSC's files. To illustrate: 

Cumulat ive Cumulat ive % Obligations 
Obligations Expenditures PipelineR|)/C($000) Expended($00o ($000Y
 

RI)O/C 
Financial Status 
("Pipeline") Report 17,335 5,016 291 12,319
 

Controller's
 
Office Records 17,335 lit
1,940 A 15,395 

Major Project Outputs
 
(No. of Loans)
 

11)O/C Project Status Report 24 AA 
CiPSC Records 8 

I nc Iides ac vanc es and di rec t pavment s. 

A, Wlii 1v (:I:S(: had approved 241 Ioans, e ight (IncI1ditnp two for which 
advances were outstanding) 1 id received All) funds it t ht time of the
reporting, aivd onlV tlese coul be considered )roject-related. 
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Moreover, the progress report under tie caption "Other Accomplishments
and Overall Status" stated "CFSC is in good financial and operational
shape." Contrary to that statement, however, CFSC could not have been ingood financial shape when, at the time, it had 
 comnitted itself to

finance 17 loans valued at $4,251,000 with $2,732,691 in cash represented

by its own funds, and unsure prospects of RDO/C financial support. TheMission Director's Assessment favorably graded the project "(A) No major
implementation problems." This assessment differed the findings
presented in this audit report. 

Management Comments 
RDO/C responded that it was taking action to 
meet the requirements of
 

Recoirinendation No. 6. 

Office of Inspector General Comments 

Recommendation No. 6 remains open until resolved by RDO/C. 
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B. 	 Compliance and Internal conttro1s 

(omp I i aa-n( 

(thier than the conlitions noted in this report, nothing came to our
attention as a res"lt of specified procedures that caused us to hel levethat 1 testCd itemrs we:re not in compliance with anpplicable laws ;nl 
iepil I lionts. 

Intenal Controls 

There were tir'ee inut ernal control exceptions: 

-- .$310,000 in alvances hadI)oi outstanding almost a year (Finlin, 4).
 

--	 Past presenta t Ian! Boar' Inembers of the Caribbean Financial Services
Corr.it ion had an opporl 
 itv to benefit from the Cor)orartion's 
opvit ions ;rld invvstmen s (tFind ing: 5). 

--	 Two All) Re.gional Developnvni. office/ Caril)bean reports on alvanc".s
anl di sh" rsiernet S, and on mor outputs of the projec tia 
 were

inaccurate di I)o nf fei e pro ject Imnalvgeient (Find In 6). 
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Alll)i'r 01:
 
CAR I BBEAN FINAN [AI, SIRV ICES CORPORATION 

PROJE r NO. 538-0084I
AID REGIONAL, 1)l.E l OFFICE/CARIBflJANIlP 


PART III -liX II1TS AND AIPENDICES 



EXHIBIT

Page 1o 

Illustrative Examples of
 
Corporation-Funded Projects
 

Manufacturing
 
(Equipment forOEible Oil Plant Expansion)
 

1V 



1 EXHIBIT 

Page 2 of 3
 

Tourism 
(ater Desalinization Plant for Hotel Expansion) 



EXHIBIT I
 
Page 3 of 3
 

Touri sm
 
(Equipment for Water Sports Business Start)
 

Wil 
.. A-

CFSC lent $50,000 to a relative of a Board member to finance equipment for 
water sports whi le rejecting a similar loan application on the basis that 
the line of business was not identified as falling within CFSC's lending
 
strategy. The borrower told us that he would soon be going out of business.
 
We noted that his headquarters (above) was without a telephone, a neces
sary tool in the tourist trade. 

;35,00O of the 5O,000 was used to purchase the speedboat shown above. 
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ACTION: RIG-3 INFO: AMS DC"'/5 APPENDIX I 
Page 1 of 11 

VZCZCTGO264 
)0 RLiHTG 
ri RUElWN #8169/ 1 
ZNR UUbUU ZZH 

1011537 

29-OCT-86 
CN: 1(947 
CHRG: AID 
DIST: RIG 

TOR: 11:1 

0 2S1t25Z OCT 26 
IM AME BASSY BRIDGETOWN 
TO RUEHTG/AME'BASSY TEGUCIGALPA IMMEDIATE 03B2 
INFO RUEHC/SiCSTATE 4:ASHDC 2247 
IT
 

L'NCIAS BRIGETOWN V,91C 

AIEAC 

PASS T3 RIG/A/T, C. N. GOT!-AGE 

E.O. 12Z56: N/A 
TAGS: NONE 
SUBJECT: rRAFT AUDIT REPORT, PROJECT 538-CZ84, CFSC 

RIF: (A) ERIDGETOWN ?C79, (P) TEGUCIGALPA 15772
 

1. ,.E AGREE THERE ARE SIMILARITIES BETWEEN THE CFSC 
COll'T AND REF (A). THIS IS BECAUSE MISSION'S 
GENERAL VISWS OF SUBJECT DRAFT REPORT ARE SIMILAR TO 
CFSC'S. AS REPORTED REF (A) MISSION AND CFSC STAFF 
hEVIFWED 'IHE DRAFT AUrIT REPORT TOGETHER AND REVIEWED 
EACH O7HEE'S RESPONSES. SECTIONS OF THE CFSC COMMENT 
6ERi RiriATFD IN THE RD:,/C CALE TO MAKE IT A MATTER 
O I1ECCRr TEAT THE IDEAS EXPRESSED WERE HELD ALSO ?Y 
RHPO/C. 

2. OU CABIE IDENTIFIES THREE ERRORS OF FACT. THE 
FIRST, EPUITY PAY-IN, CAN BE VERIFIED BY READING TEE 
LOAN AGREEMENT, AMENEMENT 2, SIGNED AUGUST 2?. 1985. 
'EE EQUITY FAY-IN UP 70 DOLS3 fILIION IS A CONDITION 
PRECELiNT TO DISPURSIMENT OF THE FUNDS MADE AVAILABLE 
UNLER AMENDtENT NO. 2, AND NEED NOT BE MADE UNTIL 
CFSC ,'ISiES TO tRA4 DOWN THOSE FUNDS. THE SECOND, 
LOAN CEILING. IS VFRI}I'FD PY THE DATE OF AN OCTOBER. 
1914 ECUITY PAY-IN FROM 1FC AND TEE SUBSECUENT DATE 
OF 'llk OFFERING I1TTERS. WE HAVE INSPECTYD CFSC 
RECORLS OF 7HESF SEQUFNTIAI, EVENTS. TPE THIRD. 
fQUI'lY TE!LETION, IS APPARENTLY EI'IiER 
MISUlNPWSTANDING OR MISUSE OF ACCOUNTING TERMINOLOGY 
AND CONCEFT. THIS POINT WAS DISCUSSED DURING THE RAF 
RlVlIh , AtI) WiE Wi,RE StUhPRISil) TO .E IT REAPPEAR IN 
'HE IRAi T R}:POlT. 
k. nIA KCIPS OPINION THAT A'Y P0SSIHILITY OF 

,1L}-1!}ALING IN INFTANC 5 CITED IN REPORT IS NEGATED 
.Y FI IN FACT O COtJ;CII.NTI(OUS, APPA.ENTLY 
succI ;uI , EF}''ORIS Of CSC ()I}ICl lS TO APS.NT 
" ",ETA.2 ,~ FROM I.,C IF)ION-ME.ING PhOC:.ESS ES 01' CFSC IN 
WHIC! TH.IR Iq;R'OuAL, INNCIAL INTiIf.'STS MIGHT RE 
EFFiFCIFI'. TO INTIMATE OR CON'CLUDE T!!A' AN OF'ICER 

I!O IO S N'OT PARTICIPAi IN A PECISION-MAHINC PROCESS 

I UNIC I A.)S I IPI I , (;I!FlTAWN v VR I 



UNCLASSIF IED Eh IDG "TO'd N 08 1f' / .1 
NEVeRT-FLESS CO.TROIS OR INFLUENCES THAT PROCESS CAN
BE NOTHING MORE THAN SPECULATION. 
 WE SUBMIT THAT
RECOED SHOW.S CFSC BOARD MErBERS/OFFICERS, IN FACT, PeNIX 1HAVE ACTED RESPONSIBLY IN A FASHION WHICH, CONSISTENT 
 Page 2 of 11
WITF USG STANPARDS FOR CONEUCT OF ITS OWN OFFICERS,

HAS SEEN THEM REMOVING THEt'SELVES FROM ALL DECISIONS
I;%.FiICH THEIR PERSONAL FINANCIAL IN'"ERESTS MAY BE
 
EF"ECTEr.
 

4. SPECIfICALLY. OF 
THE SUMMARIZED SITUATIONS RAISED

It'THE DRAFT REPORT, X, D, AND E ALL INVOLVED
 
TRANSACTIONS 
IN WHICH RDO/C HAS LEARNED THAT PERSONS

INVOL EL rIL NOT PARTICIPATE IN THE DECISION-MAKING
 
FROCISS AFFECTING HIS INTEREST. 
ALSO, A, B, C, AND
 
Z, INVOLVE INSTANCES IN 
WHICH THE PARTICULAR BOARD

t'EM-Eh, A! THE TINE HE 
EECAME A BOAPrD MEMBER, WAS AN
 
OFFICi.q OF A BANK HOLDING STOCK SHARES 
IN CFSC. WE
 
SUBMIT THIS SITUATION, 
IN AND OF ITSELF. IS NOT A
 
CONFLICT SITUATION AND THAI A PARTICULAR BOARD
ME>-EER, BY NOT PARTICIPATING 
IN A DECISION-MAKING
 
PROCESS AFFECTING HIS FINANCIAL INTERESTS AFTER HIS

AFPCINTMENT TO CFSC BOARD, AVOIDS A CONFLICT OF

INTEREST SITUATION. 
 CASE Y, IS A SITUATION IN WHICH
 
OFFICER. 
BEFORE TA(KING CFSC CHIEF EXECUTIVE
 
POSITICN, WORKED FOR A EANK 
WHICH PRESENTLY HOLDS

C.TSC STOCK SHARES. THIS OFFICER IS 
NO LONGER WITH
 
SAIL BANK AND HAS NO DISCERNIBLE FINANCIAL INTEREST
 
IN CARRYING 
OUT BOARD APPROVED, CFSC rANSATIONS WITH
 
CHASE BANt,.
 

5. DRAFT AUDIT REPORT, BY NOT FULLY QUOTING THE CFSC
 
ETHICAL STANDARDS, 
CREATES UNWARRANTED IMPLICATIONS.
 
IT IS CLEAR THAT THE CFSC 
ETHICAL STANDARDS IN ALL

CASES WHERE THE BOARD IS DETERMINING TO INVEST IN AN

ENTERPRISE REQUIRE TFAT ANY DIRECTOR/OFFICER HAVING A

FINANCIAl INTEREST ANNOUNCE THAT INTEREST AND NOT

PARTICIPATE 
IN THE DECISION. THIS, INCIDENTALLY, IS

CONSISIENT WITH THE COVENANT OF THE PROJECT AGREEMENT

(SECTICN f.2 (Q)) WHICH REQUIRES SUCH A STANDARD OF
CONEUCT TO BE OBSERVED. RDO/C ANALYSIS, FORTH
AS SET 

ABOVE, SC]WS THAT THIS NON-PARTICIPATOPY STANDARD HAS

BEEN SCRUPULOUSLY OBSERVED 
BY CFSC. THE CAPTION

QUOTE USE OF CORPORATE RESOURCES UNQUOTE IS 
NOT A

LOOPHOLE 
 WHICH PERMITS OFFICERS TO VIOLATE THE
 

1/2 
 UNCLASSIFIED BRIDGETOWN 8169/01
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PRESCRIbeD CFSC CONFLICT OF INTEREST STANDARir. APPENDIX I
 
FATHFR THE COPPORATE RESOURCES SECTION IS INTENDED AS Page 3 of II
 
A FOHIBITION TO ANY OFFICER MAKING USE OF CFSC

"ROFEHTY OR FUNDS FOR HIS PERSCNAL BENEFIT. 
 FOR

INSTANCE "I"HIS WOUID BE A SITUATION SUCH AS PERSONAL

USE '2F A CFSC CWNID VEHICLE, MATEPIALS, EQUIPMENT OR
 
rRAWING "N CFS(:'S FUNDS. THE CONFLICT OF INTEREST 
SANIAFI IS AN AFSOLUTE BAR TO DECISION-MAKING
 
FARTICI1ATiON AND IS NOT ALTERED BY THE CORPORATE

RESOUhC;_'S PROVISION. EVEN THE CORPORATE RESOURCES 
FROVIsION, IF INVOKFD, WOULD REQUIRE AN OFFICIAL WITH 
A !INANCIAL INTFRFST NOT TO PARTICIPATE IN A 
1EC., I cr,-FAIN PROCESS. 

e. T.H DRAFT REPO'RT. IN USING SPECIFIC EXAMPLES TO

ILLUS'TRATF THE QUOTE !LEXIIILITY UNQUOTE OF THE 
CORPCRa.E RESOURCES PROVIJION AS INDICATORS-OF
 
POTENTIAI SELF-DIALING IS rISLEADING SINCE ALL CITED
 
INLICATORS ARE APPARENTLY THOSE 
 RELATING TO POTENTIAL
 
CON IICTS OF INTEREST IN SITUATIONS IN WHICH THE CFSC
 
STANDARIS SPECiFICALIY, AJD WITHOUT EXCEPTION,

OfEEATI TO PREVENT SEIF-DFALING. WE WOULD SUGGEST 
!HAI T. BASIC CONCERNS REFLECTED IN THE DRAFT AUDIT 
REPORT '.AY BE WORTHY OF PROSPECTIVE AGENCY-WIDE 
ATIENTION AS TO WHETHER IN THE FUTURE UNIFORm
 
FSIANIARLS FOR AID-FINANCeD PRIVATE SECTOR ACTIVITIES
 
SHOUIL TE DEVELOPED. WITH REGARD TO THIS PROJECT


OWiViR, IHE ESTABLISHED CFSC STANDARDS HAVE WORKED, 
AND THE CCNDUCT OF THE CFSC OFFICERS IN THE PROJECT 
AS 17EN, AND IS, BEYOND REPROACH. IN SHORT, THE 

SYS.EV WCKS, AND THE POTENTIAL FOR CONFLICT OF
 
INTEHEiSTS IS BEING ADEQUATELY MET UNDER CFSC'S 
EST!tIlISHED STANDARDS. 'PIE WOULD HOPE THAT BEORE
 
ISSUANCE OF ANY RECOMVENDA"iON IN THIS PARTICULAR
 
SUBJECT I-.iTER AND, GIVEN THE SEJJTIVITY OF THE

ISSUES, THAT YOUR AIr/W RESOURCES BE CONSULTED. WE 
!ELI THiS POSITION IS MEHITED -ECAUSE THE DRAFT 
REPORT IS RECOMMENDING C}SC TAKE ACTION IN AN AREA 
WEERE ~HE FACTS INDICATE ThAT, CONSISTENT WITH THEIR 
!NTENAL. RULES, CISC HAS TAKEN rAINS TO AVOIL A 
CONFLICT OF INTEREST SITUATION FROM ARISING. THUS,
*r AAIN UF.GE YOU TO GIVE CAREFUL CONSIDERATION TO
TEE OEJECT1ONS l'i HAVE RAISED, AND IN THE MEANTIME WE
ARE CVIN TO MEET RECOMMFNDATIONS 1, 2, 3, 4, AND 6. 

7. RIEF () WAS DULY REVIEWED AND CLEARED IN RDO/C
AND WAS AUTHORIZED BY THE EIRECTOR AND HENCE 
EZ.FhFS-l, TS MISSION POSITION. THE FIRST DRAFT WAS 
EEAL ANL CONMENIED UPON, IN PART, BY THE RLA, WHO WAS 
11AVINS CN TDY AND DID NOT HAVE TIME TO PARTICIPATE 
IN ?EVIE'd PROCESS. RIA DID NOT CLEAR REF (A).
CARFNIN IR 

N N. NIN 

I/ IUNCLASSIFIEP BRIDGETOWN 00169/02 
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ACTION: RIG-3 INFO: CEARGE/4 APPENDIX I 

VZCZCTGC500 
Page 4 of It 

14-OCT-86 TOR: 14:11 
00 RUEETG CN: ?402 
1 RUEHWN #7679/01 2871413 CHRG: AID 

ZNR UUUUU ZZE DIST: RIG 
o 141406Z OCT ef 
FM AMEMBASST PRIDGETOWN 
TO RUEHTG/AMEMBASST TEGUCIGALPA IMMEDIATE 0364 
INFC RUEBC/SECSTATE WASHDC 1981 
PT 
UNCLAS BRIDGETOWN C7E79 

AIDAC . 

PASS TO RIG/A/T, C.N. GOTEARD
 

E.C. 12756: N/A 
TAGS: NONE 
SUBJECT: DRAFT AUDIT - PROJECT 538-0084, CFSC -a 

RET: (A) RATS 1,2,3,4 OF Y'ULT 31, 1936; (B)
BOLTAWAY-FIELDS MEMO OF AUGUST 6, 1986
 

1. DRAFT AUDIT RECEIVED SEPTEMBER 12, 1986. OUR
 
RESPONSE WAS DELATED TO ALLOW CFSC TO ANALYZE THE
 
REPORT AND TO PRESENT THEIR COMMENTS AND SUPPORTING 
EVIDENCE. THEIR RESPONSE WAS RECEIVED ON OCTOBER 9.
 
A COPY EAS EEN OUICK-PACKED TO YOU. IN LIGHT OF THE 
ERRORS OF FACT THRCUGHOUT THE REPORT, AS WELL AS
 
)VESTIONAMLE INTERPRETATIONS AND JUDGEMENTS, WE HOPE 
YOU WILL EXAMINE THIS CFSC DOCUMENT CLOSELY BEFORE
 
ISSUING THE FINAL AUDIT REPORT.
 

2. ISSUES Cf FACT.
 

(A) ECUITY rAT-IN. ON PAGES 5,6 AND 29 THE REPORT 
ASSERTS THAT CiSC IS NOT IN COMPLIANCE WITH THE 
EQUITY PAT-IN REQUIREMENT OF LOAN AGREEMENT AMENDMENT 
NO. 2. THIS REQUIREMENT' IS A CONDITION PRECEDENT TO 
DISBURSEMENT OF TEL FUNDS MADE AVAILABLE 
UNDIR.AMENDMENT NO. 2. CFSC EAS NOT DRAWNDOWN ANY OF 
THESE FUNDS, AN IS NOT REOUIRED TO MAKE THIS PAT-IN. 

(B) LOAN CEILING. ON PAGES ITALIC 2, 3, 18, 19
 
AND 29 THE REPORT ASSERTS THAT ON TWO OCCASIONS CFSC 
VIOLATED TEE LOAN CEILING WHICH LIMITS THE MAXIMUM 
CREDIT TO ANY ONE BORROWIR TO 15 PERCENT OF CISC'S 
PAID-IN EQUITY. THIS EQUITY WAS DOLS2 MILLION ON 
AUGUST 27, 1ce4 WHEN TWO DOLS35tP,~e PROPOSALS WERE 
REVIEWED Y THiE BOARD. TEE TWO LOANS WERE APPROVED 
SUBJECT TO RECEIPT OF AN IFC EQUITY PAT-IN WHICH
WOULD RAISE THE CFSC EQUITY TO USDOLS2,350,000 AND 
THE SUPLOAN MAXIMUM TO US POLS352,0e@. THE IFC 
PAT-IN WAS RECEIVED OCTOBER 24, 1984. OFFERING 
"UTTERS CCVERING THE TWO LOANS WERE ISSUED ON OCTOBER 
1o, 1M84. TEE LOANS WERI FORMALLY EXECUTED LATER. 

UNCLASSIFIED BRIDGETOWN 00?79/01 1/4 
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(C) EQUITY DPLETION.

2P ON PAGES ITALIC 1, I, AND APPENDIX I
THE REPORT ASSERTS THAT BY USING PAII-IN EQUITY TO 
 Page OTTllFUND LENDING, CFSC'S EOUITT HAS BEEN DEPLETED FROM
DOLS2.7 MILLION TO DOLS900,000. 
IN THE LANGUAGE OF
ACCOUNTING, THIS ASSERTION 
LOAN DOES IS NONSENSE. FUNDING A
NOT DEPLETE ECUITY, BUT RATHER REDUCES CASE
ANr INCREASES LOANS RECEIVABLE.

TC IF THE INTENTION ISCAUTICN R'GARDING THE VCLUME OF LOANS NOT ELIGIBLE
FOR AID FINANCING, THE PRESENT SCOPE OF PROBLEM
SHOULD BE ACCURATELY DEFINED AS 
FOUR SUBLOANS
TCTALLING DCLS445,00 
WHICH WILL NOT BE PRESENTED FOR
AID FINANCING, WITHOUT INCLUDING SEVEN OTHER SUBLOANS
WHICH VILL BE AID-FINANCED. 
 AID DISBURSEMENTS
EXCEEDING DOLSI MILLION 
 AVE BEEN MADE AGAINST THREE
CF THESE OTHER SUBLOANS SINCE 4ARCH. 
 PAGE 20,
2ARAGRA?3 THREE IMPLIES SOME PARALLEL OR LINKAGE
BETEEN CFSC'S USE OF EOUITT FUNDS AND THE FATE WHICH
HAS 
BEFALLEN THE BARBADOS DEVELOPMENT BANKTEE EDE HAS (BDB).
LEVERAGED ITS CAPITAL WITH BORROWED FUNDS
TO FINANCE LOANS WHICH ARE 
NOW NON-PERFORMING AND
PERHAPS NCN-COLLECTIBLE TO THE POINT WHERE ITS
ArMITT r 
LOSSES ARE EOUIVALENT TO ALMOST HALF ITS
STkTEl EPUITY. THIS 
DOES NOT MEAN THE BDB USED
EQUITT FUNDS TO FINANCE THESE LOANS. 
 REGARDLESS OF
THE SOURCE OF FUNDS, ALL LOSSES EXCEEDING INCOME
EVENTUALLY ARE CHARGED AGAINST YOUITY. 
 UNFORTUNATELY
LEVERAGE WORIS 
POTl WAYS, AND WHAT COULD HAVE BEEN A
MULTIPLIER OF PROFITS HAS 
BECOME A MULTIPLIER OF
LOSSES. 
 THE SOURCE OF THE PROBLEM IS THE
INSTITUTION'S LOAN REVIEW PROCESS. 
 THE BDP MAT BE
UNrER PRESSURE WHICE COULD INTERFERE WITH BUSINESS
JUGZEENT; IN CCNTRAST, THE CFSC INTENDS TO CONTINUETO MAE SOUND, BUSINESSLIKE APPRAISAL THE BASIS OFITS LCAN APPROVAL PROCESS. WHETHER BORROWEDSTOCKHOLDER FUqDS ARE USED HAS NO 

FUNDS OR
BEARING ON THESOUNDNESS OF THE PORTFOLIO CREATED.
3. ISSUES Of INTERPRETATION. THE MOST DISTURBINGAREAS OF QUESTICIABLE INTERPRETATION ARE THE FINDINGSAS TO CCNFLICTS OF INTEREST AND THE PAYMENT OF
EMPLOYEE BENEFFITS, 
DIRECTOR S EXPENSES, AND
ENTERTAINMENT COSTS. 

4. CONFLICT OF INTEREST. THE CONFLICT OF INTERESTISSUE, MENTICNEr ON TWELVE OF THE DRAFT'S THIRTY
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GES, IS SUVMARIZEr 1Y !1RIEFS OF EIGHT CASES ON 
 APPENDIX I
GES 25-26. IN EACE INSTANCE THE REPORT EITHER Page 6 of 11SUNrERSTANDS THE SITUATION, MISREPRESENTS Olt
NOFES RELFVANT FACTS, OR ALL THE ABOVE. EACH P EFREPIATED PELOW WITE THE MISSING PERSONAL AND
STITUTIONAl NAMES FILLED IN. 

IP.IEF: BOARD CHAIRMAN 
 HEAD 
 NAMES OF COMPANIES

ENTFRPP.ISES LTD., WHICRUN 
S RSARES
.~FERCENT) C CISC STOCK. WITHOUT USING
MPETITIVE PIDS, 
CFSC SUBSCRIBED A COMPREHENSIVE 
 BY OFFICE OF TESURANCE POLICY 
 IS'LI
SS, ETC.) WITH 	 I'ITT, CONSZEQUENT'IALBYOFCOFTENSURANCE CO. LTD. 
 REGIONAL INSPECTORAN INSURANCE ASS IATE A ENTERPRISES LTD. GENERAL/TEGUCICALPA.SPONSE: CFSC CARRIES PUP 
 AND EMPLOYEE

kIILIT, AUTCMCBI-E, F IRE 
 ENERAL
3URANCE ISSUEr PT THE 
 INSURANCE
 
, TEROUGH TF1R AENTS AND CO., A
BSItIARY Cf ENTERPRTSS LTD. THE INSURANCE

ICIES WERi 
 ATED OVER THE PERIOD PECEME 83
3OUGE AFEIL 1E4. CFSC MANAGING DIRECTOR
;CTIATFL THE POLICIES WITHOUT ANT REFERENC
Sc CHAIRMAN, WHO 
 IS ALSO THE CHAIRMAN OF 

7ERPRISrS 
ITD. THE REASON CFSC CHOSE THE
'.MERCIAL UNION POLICY WAS THAT CFSC WISHED TO DEALE AN INSURANCE COMPANY IN WHICH IT COULD HAVE
FLIT T CCNiIDFNCE, PARTICULARLY WITH RESPECT TO THE
,CRING CF CLA 
 ICE WAS COMPETITIVE.
": USIP TEE 
 CO. LTD. AGENCY

.AUSE THE MANAGING DIREtT)R OF CFSC KNOWS THEJEF.AL MANAGER OF THIS AGENCY AND WILL RECEIVE!VICE WHICH THE SMALL PREMIUM OTHERWISE WOULD NOT
.RANT. 
THE" TOTAL ANNUAL PREMIUM IN 19PF WAS"CLSigCi.0• IN THESE NEGOTIATIONS CFSC'S

.UI.REMEN 
 REVIEWED IN DETAIL, AS WERECES. 
 DISCUsSIO WANCE
 
;KERS AND CO. ANDO, 

ECUPING DIRECTORS' LIAPILITY-URANCE. 
 WOULD NOT OFFER THIS
'ERAGE, WEIIE INrICATED A PREMIUM THAT WOULD
F PEEN PPCrII 
 NC DIREfCTORS" LIABIIITYURANCE WAS TAKEN, 
TEE DIRECTORS ASSUMING THIS RISKJOINING TEE POAPD. 
 OF TIHE 1986 TOTAL PREMIUM OF
•CLS,.c i, U.S. DOLSSE5 (44 PERCENT) COVERED
ICIF :NSURANCT. AT THE TIME THAT THE VEHICLEIC? WAS ACCUIRED, TFE
T'7A 	 'OR 

MANAGING rIRECTOR TELEPHONED:NSUPANCE 
 / QUOTATION WHICH WAS GIVEN FOR
SAP, COST. GIVFN T1HF SIZE OF TH OVERALL
NSACTICN, A REQUEST FCR 
FCFMAL COMPETITIVE FIDS
NOT 14CESSAEY. A GENEPAL SURVEY 0F PREMIUMS WAS 
EPTAFFN, AN 
 NF' PRACTICES WERE
Itowr. MP WAS NOT AWARI OF THE
NTS SU. R ON I TFF SELECTION OF TPE INSUFANCF 
'PAN!, ANID TPT A!IPTCR WAS S0 ADVISFD . 

M	TiY IIEF: CF~eC MANAGING PI ECTO
 
WCP.KE: FIGPT TEARS 
 FCP THE 
 "'5 C PE 
 EN ) O
Et WEICH INVESTED IN IM 
 PA,.!( Arc~m?
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C.sc STCC<, BEFcRE JOIN 'IG CFSC. CFSC nS A U.S.-,.LLAR ACCOUNT WITH APPENDIX 1THIS BANK. RESPONSE: ON APRIL Page, 19e4 7 of I'TH BC D A7PRCVED THE OPENINGACCCUNT OF A CURRENTAT 4" I' NEW TORK. HAS AN OFFICE I!RI GETOdN, WHICH FACILITATES U "-OF THE NEW fORKACCCUNT. THE ACCCUNT IS NOT SUBJECT TO SERVICEC.ARVES, NOR ARE IMINIMUM BALANCE REQUIREMENTSIMPCSED. SUCH TERMS CANOT,
QklITI OF 7FRVIC E 

ETT , AND THEIS GOOD. IM?LY THAT THERE WASPOT''NTIAL SELF-DEALING BY IS INCORRECT, SINCEV NAS C" THETOT BOARD 'WHICH ATDTACCOUNT. OPENINGTHE IMPLICATION THAT
FNJ"MTT ING IMPROPERLY CA;LS 
IS 

FOR PROOF O. RETRACTION. 
7. 1T-M Z 5.IEf: C.FtC BCARD MEMPERSEN:CR VICE FRESIDENT/GENFRAL MANAGER, 3ANK OFCANADA, WHICH IlVEESTED ,J 2,400 HAPES (9.0 PERCENT)CF CF3C STOCK. 
 CFSC HAS AN ACCJNT WITH THIS' PANK.
RESPONSE: 
 THI DIRECTORS OF C SC AUTHORIZEDOPENING CF AN THECN AAT 

MR. 
IN THE AUGUST 11, 1983t"-ET7NG. WA- 'UEDFE-RUART 24, TO THE BOARD ON 

WAS NOT REPRESENTED ON THE
B A.3 4!EN THIS ACCO WAS OPENED. 

2/. 
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6. ITEM A rRIEF: CFSC BCARD MEMPER 
 APPENDIX 	I
SENIOR 	VICE PRESIDFNT, 
 WHIC OWNS 295P 
 Page 8 of 11
SEARES 	(9.4 PERCENT) OF CFSC STOCK. 
 CFSC HAS AN

ACCOUNT WITH THIS BANK. 
 RESPONSE: IN 
THE AUGUST

II, 19E3 'EETING 	TEE POARD ALSO AUTHORIZED THE
CPENING CF A CURRENT ACCCUNT ATN. CFSCwISHED TO MAINTAIN TWO ACCOUNTS IN NEW YORK. 
 AS WITH 

EAD A PRIDGETOWN OFFICE, THE TERMS OF
W . THE SAME, AND SERVICE IS GOOD. MR.
WAS ELiCTED TO THE BOARD ON FEBRUARY 24, 1984.
 

#NANE WAS NOT REPRESENTED ON THE BOARD WHEN THIS

COUNT WAS CPENED. IT SHOULD BE NOTED THAT CF
AL 0 OLDS OR EAS HELD ACCOUNTS AT THE O
AND TEE ____ 	 ANK CFAN 

9. ITEM . BRIEF: RN ENTING 
FILLEr TEE VACANCY L!FTPWN 
 RESIGN

FROM TEE PCARn. RESPONSE: THE MMT" CIAL BANKS AS AGROUP ARE TFE LARGEST SEAREHOLDEFS (49 PERCENT) AND
IT EAr _EiN AGRED TEAT THEY WOULD HOLD TWO SEATS ON
"HE BCARD TO BE RCTATED AMONG THEM EVERY THREE
YEARS. 	 THE DIRECTCRS HAVE THE AUTHORITY TO FILL ANY

CASUAI VACANCY ARISING FROM DIRECTORS NATIONSrUPINa TEE TEAR. MR. - OF 	 WAS
APPOINTD A REFCTOR AM fOR 
 IS MEETING OF 31
.NUARP, 	 19e5 TC FILL THE PLACE OF


VHO HAD RESIGNED. 
 SELECTED A
Y THE SHAREHOLDERS 
 SHAREHOLDERS'

brET1NG CF 2e JUNE, 1985. WHATEVER IS THE PROBLEM? 

.f. IRF C PRIFF: RECENTLY

AEPCT 
 TO TEE 	BFOA CIN JUNME 27, 1986) REPRESENTS
TEE BANK PREVIOUSLY REPRESENTED ON
 

T ! MR CFSC ALWAYS KEPT ITS
ACCOUNT WITH TEIS RESPONSE: AS IN B ABOVE,
 
W'AT IS THE PROBLEM?
 

11. ITEM D BRIEF: CFSC DIRECTOR
 
NTEPREh RECEIED A DOLS5P,eP LOAN FROM CFSC FOR AN
ACTIVITY WHICH CYSC DEFINED AS NOT FALLING WITHIN ITS
LENrING 	STEATEGY. 
 ALSO HAS AN INTEREST (DISCLOSED)

IN THE 
 HOTEL - ANTIGUA. CFSC APPROVED A
DCLS25et W'yOR THE HOTEL. 
 RESPONSE: IN
LENDING INSTITUTIONS IN THE EASTERN CARIPPEAN, BOARDMErPERS ARE OFTEN HOLDERS OF SHARES IN COMPANIES WITHiEICE TEE INSTITUTICN PRCPOSES TO DC BUSINESS. CLEAR
RULES HAVE EN ESTABLISHED IN THESE INSTANCES 
- THATTEE INTTEEFSTED POARD MFERS DECLARE THEIR INTEREST
,N! DC NCT ?ARTICIPATE IN TEE DECISION PR 
$CRUPULCUELY CPS-FVES THIS 'PROCESS. MR. 

rIRECTCR Of 
CFSC AND A S.AREHOLDER IN T
 
" "i'" _NTIGUA. FIS NEPHEW
 

SERVICE AT FLUE'AT 
 0THESE
RSPICTS 
 TTIFIFD BY THY MANAGING DIRECTOR
IRiCILT. MR. MADE NO INPUT INTO EITHER OF
FE FP.OFOSALS, "W ED TO TEE tOARD HIS ASSOCIATION

-ITS ICTE, AND DID NCT PARTICIPATE IN THE APPROVAL 
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APPENDIX 1
12. ITEM E BRIEF: CFSC DIRECTOR 
 HAD Page 9 of 11
 
ANl INTEREST (DISCLCSED) 
IVN MA ACTURERS - ST.LUCIA. CFSC LENT DOLS350,0e@ TO

MANUFACTURERS. 
 RESPCNSE: 
 MFG. LTD. IS A
 
PUBLICLY HELD . LUCIAN COf 
 . THE TOTALa UED
 
*ITLL ICA P CF I s 39000,000 SHARES. -
PRO flUE LTD. HOLDS 50.32
 

OF THE TOTAL). MR. MAJORITT
 
AND CCNTRLLINGtOLDER
 
PRCDUCTS. MR. 
 HAS NO DIRECT INTEREST IN
 

T 
 OSP ! CT AND LOAN PROPOSAL WAS DEVELOPED
 
WHEN THIS LOAN WAS DISCUSSED AT


EING 
 MR. EXPLAINED HIS
 
INDIRECT INTEREST, AND WAS N 4CLVED IN THE
 
APPRQC'AL PROCESS.
 

13. WE TAKE ISSUE WITH THE REPCRT"S ENTIRE

PRESENTATION ON POTENTIAL SELF-DEALING, AND IN
 
PARTICULAR WITH THE INNUENDO-LADEN SUMMARY OF ISSUES

ENUMERATED ABOVE. 
WE URGE THIS SECTICN BE DELETED

FROM THE FINDINGS AND FROM RECOMMENDATION NO. 5.
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14. PAYMENTS FOR EMPLOTEE BENEFITS: IT IS STANDARD

PRACTICE OF LENDING INSTITUTIONS IN TEE CARIPBEAN 
 APPENDIX 1(AND IN TEGUCIGALPA AND WASHINGTON AS 
WELL) TO 
 Pase I0 of 11"ROVIDE AS PART OF EMPLCEE COMPENSATION PERKS SUCH
.S LOW COST BOUSING LOANS, AUTO LOANS, AND COMPANY
 
CARS FOR PERSONAL USE. SUCH ARRANGEMENTS ARE FOUND
 
EERE IN BOTH THE PRIVATE AND PUBLIC SECTORS,

INCLUrING ALL LOCAL COMMERCIAL PANKS, THE BARPADOS
 
DEVELCPMENT tANK, THE CENTRAL BANK OF FARBADOS AND

THE MULTINATIONAL CARIPPEAN DEVELOPMENT BANK.
 

15. PAYMENTS FOR DIRECTORS EXPENSES: CFSC

REIMBURSES 
AIRFARE AND ACCOMMODATION EXPENSES FOR
OVERSEAS DIRECTCRS AND THE REPRESENTATIVES OF IFC AND

DEG. AFTER TEE DIRECTORS' MEETINGS CFSC USUALLY

EOSTS A LUNCHEON TO WHICH 
APE INVITED LEADING MEMBERS

OF TEE FINtNCIAL AND BUSINESS COMMUNITT. THERE IS A
CLEAR PARALAEL HERE BETWEEN CFSC PRACTISE AND OUROWN, WHEREPT Al 
 STAFF AND OTHERS TRAVELLING ON USG
BUSINESS ARE REIMUBURSED FOR TEEIR TRAVEL AND LODGING
 
EXPENSES. rIRECTORS' EXPENSES DURING 1P84-85 WERE
 
DOLS3,49; AND IN 1985-8C, DOLS4,48C. 

16. FATMENTS FOR ENTTRTAINMENT: ENTERTAINMENT ANDSPECIAL EVENTS DURING 19%4-e5 INCLUED CLIENT 
ENTERTAINMENI--rOLS2,923; THE 
 C/CAA MIAMI CONFPENCE
ON CI, WHICH All INSTITUTIONAL USAID RECIPIENTS IN
TEE RiGION WERE URGED TO ATTEND--DO SI,50; AND A
BUFFET DINNER FOR 
 P. DAN ROSTENKOOSKI--DOLS1,34',
 
'CR A TCTAL CF DCLF5,763, FOUIVAIFNT TO LESS THAN 3

PERCENT OF ALL OPERATING EXPENSES. IN 1P55-8,

WITHOUT C/CAA AND ROSTENKOWSEI, TPIS FIGURE FELL TO

DOLS4,466, ABOUT 2 PERCENT OF CMEATING EXPENSFY.
 
CFSC'S OFEkATING EXPENSES ARE NOT CH!ARGF 
 AGAINST AID

FUNDS. 
 IT WOULL APPEAR DIFFICULT TO"CF.ITICI7 FITHER

TEE PRINCIPAL OR TEE SUMS INVOLVED JFPhI. 

17. TIlE RECOMMENDATIONS. 
 CFSC IS PRFPARING

PORT)CLIO DIVELCPMENT PLAN (PFC. 1); A GRANT UF'E PLAN

(REC. 2); A STAFF EXPANSION FLAN (.nI:C. ?)* AND A
4ENERAL OPERATIONS AN) PCLICT STATErFNT (iic. ') 
REVISING THE MATERIALS SUPMITTED IN AUGUST, 19q4 IN

SATISFACTION OF TFE CONDITIONS 
PRECEDYNT c.?(C) AND
1.3.(P) CF LOAN AGREEMENT '3&-W-i*24. WITH RFGA!D TC
RECOMrENDATION NO. 5, CFSC 
AS A API'ADIAN CORPORATION

IS GOVERNED PT LOCAL LAW WFICH INCLUT'FS FTATEMI:NTS OF
;NE.AL CRITYRIA COVERING QUAtIFICATICN'S IR

CORPO.ATI DIRECTORS. AN AMENDMENT TO TrY GENEFAL
OPERATIONS AND POLICY STATEMENT TO SPELL. OUT TIRFSECRITERIA WOULD REQUIPE THE 'APPROVAL CY S!ATIRHOLDryS
AT TIIR NEXT MEETING IN MI-IP7, WHEN ALL DIRECTORS6I'LL PL UP FOR ANNUAL ELECTION. WE FEL THAT LOCAL
LAW, REINIORCED IT ANNUAL SHAPEOLD)EIS' F.LtCTICNS, IS
MDLQUATL ON THIS POINT. 
 CONSIDERING TFIS AND PARA I.AICF WE URGE THAT TEIS RECOMMENDATION lE DIEL-TED INiTS ENTIRETY. RDO/C WILL IMPROV ITS PROJECT 
REPORTING PURSUANT TO LECOMMENDATIW4 0. 

4/4 UNCLASSI I I) AIDGtTOWN ff?P/?4 1 
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16. WdE EXPECT TO SEE RECOMMENDATIONS 1-4 AND 6 MET
WITHIN 30 DAYS OF RECEIPT OF THE AUDIT REPORT. 
 APPENDIX 1CARFENTER 
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LIST OF RECOMt4ENDATIONS 

Recommenglation No. I 

We recommend that the AID Regional Development Office/ Caribbean: 

a) assist the Caribbean Financial Services Corporatic,n in either
developing a specific plan for tie effective use of project furnds
obligated under Project 538-0084;No. or, 

b) deobligate am transfer idle furis to another eligible project if the
development of such a plan is not feasible. 

Recommendation No. 2 

We recommend that the All) Regional Development Office/Caribbean
deobligate $364,000 to thein fwinls grant(( Caribbean Financial Services
Corporation under Project No. 538-0084, or ameint the grant In accordance
with a specific plan in order to effectivelv tilize grant resources. 

Recommendation No. 3 

We recommend that the All) Reg ional I)evelopment Office/Caribbnan either: 

a) ensure that the Caribbean Financial Services Corporation obtains
suffic ient personnel to effect ivelv implement all the coinpowmnts of
Project No. 538-0084; or, 

b) redtuce the components of Project No. 538-0084, anl! the associated
project budget, to a level cormnensurate with the corporate strategy
and level of operations of the Caribbean Financial Services 
Corporat ion. 

Recommendat ion No. 4 

We recommend that the All) Regional I)ev, lopment or ice/Carlbbean takeaction to have the Carlbbean Flinancial Services Corporatlon: 

a) establl ish t arpet s rega r II g Inivest melt s it Is neSs start-tip a~l 
non-touri sm projects; 

b) detenltite a loan Iimit range, anld fonalIv doc tnnt the lower loan 
liimit in its policy and pre,-(!(hr#s; 
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c) 	develop and formally document its policy on loans to finance working 
capital; 

d) clearly define, and submit to AID for approval, its policy for using

its funds to finance non-AID-funded loans; and,
 

e) 	direct its policy and planning efforts to meet the objectives and 
targets of Project No. 538-0084, or otherwise the Regional
Development Office/Caribbean should modify them to coincide with the
Caribbean Financial Services Corporation's actual credit and
 
investment policies. 

Recommendation No. 5 

We recommend that the AID Regional Development Office/ Caribbean:
 

a) have the Caribbean Financial Services Corporation amend its Acts,

By-Laws, and General Policy and Operations Statement to include firm

criteria covering the qualifications for membership on the

Corporation's Board of Directors, and to 	 include safeguards which 
preclude members, their relatives, and the companies they either 
represent or are associated with, from benefiting from CFSC's 
operations and investments; and, 

b) 	 review and document those instances where cases of self-dealing have
developed, and have the Caribbean Financial Services Corporation take 
corrective action. 

Recommendation No. 6 

We recommend that the AID Regional Development Office/Caribbean develop aMission Order which, among other safeguards, requires its project
officers to periodically verify the base data to support figures andfacts that appear in project-related reporting, thereby ensuring the accuracy and reliability of RDO/C reporting to AID/Washinton.
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APPENDIX 3
 

REPORT DISTRIBUTION
 

No. of Copies 
Director, RDO/C 5 
AALAC 
 2
 
LAC/CAR/BBECI 
 1
 
LAC/DR 
 1
 
LAC/DP 
 1 
LAC/PS 
 1
 
LAC/CONT 1 
LAC/GC 
 1
 
IJAC/RLAs 1
 
AA/PRE 
 1
 
PRE/PR 
 1 
PRE/PD 
 1
 
PRE/I 
 1 
AA/M 
 2
 
GC 
 1 
LEG 
 I
 
M/FM/ASD 
 3 
PPC/PDPR 
 1
 
PPC/CDIE 3 
AA/XA 
 2
 
XA/PR 
 1
 
IG 
 1
 
AIG/A 
 I
 
IG/PPO 
 2
 
IG/LC 
 I 
IG/EKS/C&R 
 12
 
IG/I 
 1
 
RIG/II/T 
 1
 

Other RIG/As 
 1 


