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AGENCY FOR INTERNATIONAL DEVELOPMENT

U. S. MAILING ADDRESS: OFFICE OF THE REGIOMAL INSPECTOR GUNERAL TELEPHONES:
RIG/T AMERICAN EMBASSY 32.0044 & 32-0092
APO tAIAMI 34022 TEGUCIGALPA — HONDURAS also 32-3120/9, EXT. 293 & 296

October 31, 1986

MEMORANDUM

FOR : Mr. James Holtaway, Dirvrtor,\RDO/C

_./( \tL

o, g
FROM : RIG/A/T C01nage N. Gothard , JT.

SUBJECT: Audit of Infrastructure for Productive Investment
Project (No. 538-0088)

This report presents the results of audit of AID Regional Development
Office/Caribbean's Project No. 538-0088, Infrastructure for Productive

[nvestment. Please advise us within 30 days of anv additional
information relating to actions planned or taken to implement the
recommendation. We appreciate the cooperation and courtesv extended our

staff during the audit.
Background

The purpose of the Infrastructure for Productive Investment Project (No.
538-0088) was to provide physical infrastructure required for expanded
private production which would result in increased emplovment. Based on
an October 11, 1985 evaluation, the project was conceived to alleviate a
perceived bottleneck in the availability of industrial floor space.
Expectations that the Caribbean Basin Initiative would result in stronger
demand for factory space in the region also formed part of the basis for
making long-term funds available for industrial estate development.
Under the program, the volume of business activity in the Caribbean
Region was expected .o increase significantly and thereby create a demand
for factory space. Results of the project were to include: the
construction of 600,000 square feet of factory space, the creation of
4,000 new jobs, and the generation of an additional $200 million in gross
export sales. Financing consisted of a $12 million AID loan and 1locallv
supplied capital totaling $3 mitlion. Under the terms of the loan
agreement, the Fastern Caribbean Central Bank ("the Bank") located in St.
Kitts was to provide to commercial banks in member countries a long-term
credit facilitv so that they could make 1loans to private developers of
industrial properties. The project was initiated August 30, 1984 and the
anticipated project completion date was September 30, 1987. As of March
30, 1986, $800,000 in proiect funds had been expended.



Audit Objectives and Scope

The Office of the Repional Inspector General for Audit/Tegucigalpa made a
program results audit of the Infrastructure for Productive Investment
Project. The overall audit objective was to ascertain if the project
would achieve the intended resuits and to  determine if  selected
activities had been carried out in an efficient and economic manner.

Audit work was performed 1t the AID Regional Development Office/Caribbean
(RDO/C) and at the Eastern Caribbean Bank in St. Kitts. We verified the
accuracv  of AID financial records, and performed such other reviews and
tests as we considered necessarv. Additionallv, project sites in Antigua
and  St. Lucia were visited to interview project officials and assess
overall project results. The audit was made during the period Mav 28,
1986 through Julv 31, 1986, and covered the period from project inception
(August 30, 1984) to March 31, 1986 on financial matters, and to June 30,
1986 on programmatic matters. An  exit conference was held on Julv 31,
1986. RDO/C comments offered in a response dated October 8, 1986 were
considered in the preparation of this report. The audit was made in
accordance with penerally accepted government auditing standards.

Results of Audit

Project objectives were not being achieved, implementation had all but
come to a halt, and RDO/C management and monitoring were inadequate. On
the positive side, we verified the construction of one 20,000 square foot
factory shell in Antigua. RDO/C  claimed that new jobs and new exports
had been and were being created, but furnished no evidence to support
this claim. They also commented that approval of three recent subloans
was evidence that implementation had not faltered. These  approvals
occurred subsequent to audit field verification which ended en Julv 31,
1986. Finally, issue was taken with certain audit statements concerning
inadequate monitoring,

Much of the planned factory space had not been constructed and there was
relativelv insignificant demand for more. We recommended that the
project be scaled down and redesigned; deobligating $6 million of proiect
funds and adjusting the curtailed project to the realities of decreased
demand, a conservative lending climate and competition from subsidized
factory space. We also  recommended that performance of the redesigned
project could be improved by more careful management and  better control
of project commexlities,

Project Obhjectives were Not Being Attained

After two vears of activitv, only 20,000 square feet of a planned total
600,000 square feet in factory shells had been built. This lack of
progress was attributable to soft demand For factorv space, in turn
caused by a downturn in business activity, the availability of subsidized
rental space, and conservative commercial lending policies. With onlv
limited prospects for future effective demand for AID loan funds, it was



evident that project object.ves would not he attained and that at least
half the $12 million authorized for this activitv would exceed project
needs.

Discussion - The Infrastructure for Productive Investment Project was
designed to meet a demand for factorv space estimated on the results of
predecessor projects, the  Project  Development  Assistance Program
(538-0042) and the Invesument Promotion/Export Production  Project
(538-0019). Under the Project Development Assistance Program, a $6.6
million contract was executed with Coopers and Lybrand for developing
industrial projects and identifving and locating (oreien investors. The
Project Developuent Assistance Program was then followed by an  authorized
$8 million project grant agreement (the Investment Promotion/Export
Development  Project) aimed at  promoting 50  business  start-ups  or
expansions, and ultimatelv creating over 15,000 jobs. In order to meet
anticipated demand {or factorv space, a complementary Infrastructure for
Productive Investment Project was implemented on August 30, 1984 with $12
million in AID loan funds and $3 million in counterpart funds. This
project was to finance the construction of 600,000 square feet of factorv
space which ultimatelv would result in 4,000 new jobs and an additional
$200 million in gross export sales. Seventeen months after funds were
obligated, onlv about seven percent ($800,000) of AID's project funds had
been expended.

Project objectives could not be implemented as originallv envisioned
because the demand for factory space had not reached expected levels.
According to the project paper, demand for factory space was expected to
reach 850,000 square feet for the two-vear period ending in 1986,
However, potential demand for factorv space as of Julv 2, 1985 was only
180,000 square feet. In addition, alreadv constructed facilities were
not fullv utilized because of a downturn in business activity in the
region.  The 20,000 square feet constructed under the current project
were only partially occupied by a paving customer, and shells constructed
in Saint Lucia under a previous project were unoccupied (see Exhibit 1).

Although soft demand for factorv space was causcd mainly bv a lack of
industrial activity, the situation was made worse bv competition from
government subsidized rental space and conservative banking practices.

A. Industrial Demand - The rationale for undertaking the project was
that the Caribbean Basin Initiative would produce a strong demand for
factorv space. To alleviate an expected bottleneck in the availability
of industrial floor space, the Iafrastructure for Productive Investment
Project was authorized. However, expected demand had not materialized;
neither the Caribbean Basin Initiative nor general business activity  had
generated the levels of investment originally anticipated.

A consultant's report dated March 31, 1986 stated: "According to Coopers
& Lvbrand, new investment in the region decrcased bv 25 percent during
the 1984-1985 nperiod. Obviouslv, this has adversely affected developer's
interest in building new space on speculation and has scaled back new
construction in general."



Prior reviews of the two AID predecessor projects (Project Development
Assistance Program and TInvestment Promotion/Export Production), whose
purpose it was to establish a demand base, also disclosed that demand had
not materialized in the expected magnitude. For example, external
cevaluators detemmined that targpeted goals of 50 business start-ups or
expansions in  the latter project had resulted in just 20 potential starts
or prospects with onlv 17 months remaining until the project assistance
completion dace. External  evaluators found that onlv eight had produced
verifiable new jobs,

B.  Government Subsidized Rential Space - The viabilitv of the project  had
also been placed in question by government rental pricing policies,
Despite attempts bv private developers to reduce their construction costs
by up to 40 percent, competing subsidized rental rates of .S, $2.50 to
$2.75 per square foot for gpovernment owned factorv space provided a
strong disincentive for new developments,

Assurances f{or reducing or etiminating subsidized rents were not obtained
from host countrv ypovernments, For  example, the project paper
acknowledged  that  the cconomic leasibility of private industrial estates
was dependent on several  Factors, including o reduction of  subsidized
rental space policies. Buat no formal commitwents were obtained from host
countries to reduce subsidized rental rates.  Consequentlv,  demand  had
continued o decrease because investors could not compete with subsidized
rental rites.

C. Conscrvative Lending Policies - Borrowing for factorv construction
was inhibited by high wminimum  loan amounts, high loan collateral
requirements and reluctance by banks to finance construction in a period
of low demand. Nor were long-term loans generally available, as had been
envisioned,

The project's U.S. $250,000 loan {loor had effectively disqualified most
developers from successfully obtaining project financing for individual
factorv shell projects. On Mav 14, 1986 the minimum  subloan amount was
reduced from $250,000 to $100,000 per Project Implementation Letter (PIL)
No. 4. According to Regional Development Office/Caribbean  personnel,
this had stirred interest from Jdevelopers. However, due to its recent
implementation, the effectiveness of this  strategv  could  not he
determined, The pace of project implementation to date indicated that
lowering loan threshold amounts was a wise decision but  still wight not
prove sufficient to generate the demand for space originally budgeted for
in the project.

In addition, commercial banks had not honored the liberal credit terms
projected in the project implementation plan. According to this plan,
commercial banks were to require a minimum  of 20 percent in borrower's
equity while loan funds would cover the remaining 80 percent, It was
expected that the phvsical assets of an industrial estaie would meet  the
bank's c¢ollateral requirements. However, commercial banks had requested
equity in excess of the project's minimum  requirements (up  to 30
percent), This conservative mood was largelv generated by the absence of



demand for factorv space. Given this weak demand, commercial banks were
reluctant to make loans for ~ the construction of factory space without
firm occupancy commnitments. Tinallv, long-term credit (over 10 vears)
was tralditionallv not offered in the arca. The project design assumption
that long-term credit would become available proved invalid,

Other financial resources for loans mav be available. For example, the
Overseas Private Investment Corporation (OPIC) is a U.S. Government
entity with obiectives similar to those of the Caribbean Basin
Initiative. Since three of the 17 potential investors are U.S,
companies, OPLC mav be another source for obtaining private investments.

The Mission realized that these problems would substantinllv  delav
project imnlementation, vet, aside from lowering the loan floor, thev
took little action. Documentation prepared by  All-hired consultants
identified design problems but the Regional Development Office/Caribbean
took few corrective measures (sce Exhibit 2).  For example, on October 2,
1985 the Repional Development Office/Caribbean held a review of the
project which resulted in the project being classified as a "C'" project.
This meant that the project had major problems which requited management
attention,

An internal working memorandum dated February 21, 1986 stated, 'Prospects
are that the project will work, but slowlv, and probably will not use
more than half of the AID loan - $6 million means 15 factories ... a
total target of 300,000 square fect." In Mav 1986 the Regional
Development  Office/Caribbean  addressed the 1loan threshold problem by
lowering the threshold  from  $250,000 to $100,000. Other than this, we
found no documented cfforts to redesign the project and facititate
implementation.

While some problems facing the project weie well documented, other
aspects were not. lstimates of industrial demand, the basis ftor the
project, had mnot been verified. Project materials and infrastructure
were not svstemitically surveved,

D. Faultv Demand Estimates - The justification for the Infrastructure
for Productive TInvestment proiect rested on anticipated need for factory
space. Yet demand required for the project was not adequately quantified
nor was actual  need measured apainst this criterion,

tUnder the previous Project Development Assistance Program, Coopers and
Lvbrand were to Jdevelop industrial projects and locate investors, but no
determination was made as to how many investors constituted a significant
demand base.  In a subsequent  project, Investment Promotion and  Export
Development,  the desired demand  was quantified at more than 50 business
start-ups or expansions.  The Regional  Development  Office/Caribbean had
reported  to  AID/Mashington in  its March 1986 Project Status Report that
20 business start-ups or expansions had been made. This claim had  been
made  without coordinating and verifving base data availtable [rom Coopers
& Lyvbhrand, the project's executing entity.  We ascertained from  Coopers §



Lvbrand that a claim of 70 business start-ups or expansions had been
made: 32 under the Project Development Assistance Program, 36 for the
Investment  Promotion and Export Development Project and the remaining two
start-ups could not be c¢learlv attributed to one or the other.
Nonetheless, we could give little credence to these figures because no
random and independent verification of the demand base had  been made by
proiect mahagement,

E. Deficient  Commodity Controls - Project supplies and construction wverc
also unverified; there were no assurances  that  project materials  valned

at abount $253,000  were  constimed  {or project  purposes  because  no
inventories had been made, Furthermore,  an AID engineering  consultant
was  unsuccessful in  performing a detailed  examination  of the
infrastructare construction. A December 28, 1985 telex from  the engincer
stated, "This stummarized report is bhased on less than adequate
information.... On the basis of what we have seen, we have no  reason to

believe  that  the building proper is  other than satisfactorv. On the
other hand, we have no evidence that conscious attention has been paid  to
the infrastructure.”

F. Conclusions - The above examples illustrate a lack of good proiect
management.  Had management reacted  sooner, it wmight have enabled  the
project to adjust to  the problems it faced.  The combination of faulty
design, Jdifficult circumstances and  slow Mission response  resulted in
onlv 20,000 square fect of factory space being constructed and the
remaining  funds  being  unused, The most  optimistic Mission reports
acknowledged that onlv half the funds budgeted could be utilized,

According to a Julv 4, 1980 project summary report, 17 subprojects were
expected to qualify for project funds (sce Exhibit 3). With cight of the
17 proiects at  advanced stages of  development, project officials felt
that loan disburscments would approach $5 million by the September 30,

1987 project assistance completion date, The $5 million represented
anticipated project  disbursements under  the most  favorable  operating
conditions, In our view, this amount included ample reserve for

contingencies in the event that additional funds proved necessiary,

AID  Handbook 3, Chapter 13 advises that steps be taken to deoblipate ATD
funds whenever it is apparent that thev exceed amounts actuallv  required
for the life of the project. AID  handbook  puidance also  requires
effective  planning, wonitoring and management to ensure that .S, funds
are utilized to produce intended project benefits,

Recommendiation No., |

We recommend that the Regional Development Office/Caribbean:

a) Use its deobligation/reoblipgation anthority to reprogram or return  to
the Treasury not less than $6 mitlion of the $12 million in project
funds; and,



b) Change project desipgn and implementation procedures to address:
i.  Lessened industrial demand.

ii. The nced for alternate credit institutions to provide financing
at temms acceptable to private investors.

iii. The need to obtain assurances from host country governments that
subsidized rental rates will be reduced or eliminated,

Management Comments

AID's Regional Development Office/Caribbean generallv did not agree with
the audit report findings and recommendation. That portion of their 27
paragraph response relevant to the report recommendation is quoted here:

23. Comments  on recommendations: despite the infermation
offered during your Julv 31 exit interview and our Ffollow-up
emo  of August 6 there have been only minor editorial changes
n the draft recommendations as sct out in the RAFs [Records of
udit Finding ]. We o realize  that o comnents  and
nterpretations of  course are not binding on vou, but we
espectfully again offer an opinion we hold  stronglv:  public
pace rental rates should be a matter of policv dialogue and
ressure, but renu increases will come slowlv, and obtaining
uch assurances cannnt be expected within the timeframe of an
udit recommendation.  Recommendation h)iii should be recast to
eflect this, or deleted,

4, The status of our response to the recommendations in their
resent  formilation is  as  follows: Recomnendation  (a):
uthority to deob/reob is vested in [AC, The Mission has
eobligation authority, but does not have a sound rationale for
imply deobligating funds at this time. We proposc to deal
ith the next  recommemdation first, and then return to the
cobligation 1issue. Recommendation  (b): the Mission 1is in
egotiations with the ECCB and is consulting with comnercinl
anks and prospective investors to compose a redesign which
i11: enhance the attractiveness of IPIP to commercial banks
nd private investors; accelerate the pace of sublending and
onstruction; and gencrate cupirvical data for a decision as to
he ultimate timespan and loan size for this project. The
edesign exercise and loan amendment  should be completed  this
Y. The deob/reob (or simple Jdeob) decision should be made by
eptember 1987, ..

5. Restatement of recommendations: we  suggest  there be  two
ccomnendations, with the first to be c¢leared bv the end of
his CY, and the sccond bv the end of FY 87. Recomnendation
0. 1: the Mission should prepare for AID/W approval a project
mendment authorizing changes in project design to better mect



the project goal and purpose, to improve the pace of project
implementation, aad to establish within one vear a data base
adequate to support a decision as to the proiect's ultimate
term and size. Recommendation No. 2: by September 30, 1987
the Mission should reprogram or return to the U.S. Treasury all
loan funds which will not be used by a PACD to be no later than
September 30, 1989.

Office of the Inspector General Comments

Our review  of RDO/C's private sector activities failed to reveal
documentary cvidence that ...D funds expended to support the Caribbean
Basin Initiative or predecessor RDO/C projects in the Eastern Caribbean
had created an  investment  climate  that  would justifv  continuing this
project at its originally funded level of $12 million. The reluctance of
island governments to reduce subsidized rental policies and the generally
conservative posture of  local financiers only add to our concerns. As a
result, we find little werit in the Mission's plan to “Ywait and sece" if
conditions will change, because  the groundwork that would support being
optimistic about near-term developments simply does not exist.
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Date

EXHIBIT 2
Page T of 1

Chronological List of

PROJECT DESIGN PROBLIMS

Design Problem

Source Action Taken
by Mission

August 1984

June 21, 1985

Oct.

Feb.

Mar.

Apr.

11, 1985

21, 1986

31, 1986

5, 1986

There are no assurances that
industrial estates could
sticcessfully compete with
siubsidized rentals.

Commercial banks are reacting
very conservatively in their
loan terms instead of the
anticipated liberal credit
terms.

Expected demand had not
materialized.
Subsidized rental policies

adversely affect project
efforts.

Minimun threshold for
banks too high at
$200,000, necded to be
lowered to $100,000

Slow down in Demand

Subsidized Rental Policies

Slow down in Demand

Subsidized Rental Policies

Development None
Appraisal and
Evaluation Committee,

AID/W

Project Status None

Report

Project Advisor None

Project Advisor Loan
threshold
lowered tc
$100, 000

Free Zone Authoritv None
Contractors

Project Advisor None



EXHIBIT 3
Page 1 of 1
PROJECT SUMMARY

CATEGORY POTENTIAL LOAN DISBURSEMENTS
SUBPROJECTS Within 6 months | 6-12 months | Over 12 months|
\

GROUP_1
1. LICS Ltd. US$130, 000
2. CRABBS Marina Ltd. 170,000
3. TS Industries Inc. 700, 000
4. UIP St. Lucia 400, 000

Sub-total $1.400,000
5. DECO Industries Ltd. $ 300,000
6. OTTOS Industrial Park 300,000
7. Charlemagne Const. Ltd. 300, 000
8. Diamond Industrial Park 400,000

Sub-total $1,300, 000

GROUP 111 S=msmms=zis

9. LYVEK Corp. 200,000

10. TIssco Trading Inc, 200,000
1L, Pominica Agro Industries Ltd. 300,000
12. 0.E. Pepiz Ltd. 400,000
13. Tropikiss Ltd. 200,000
l4. Gita Industries Ltd. 300,000
15. Bengie's Ltd. 400, 000
16. Pigotts Wood Working Ltd. 200,000
[7. Blinn Gament Factory Ltd, 100, 000

Sub-total $2,300,000

Total $5,000, 000

C]J,\SSII: [(:(\'[‘[ON === ===xI===

Potential projects were categorized into three groups under the Project
Summarv, Group 1 projects had received Central Bank loan approval orv had
completed almost all technical and financial requirements  and  had
submitted proposals to commercial banks, Group I1 projects had received
extensive technical assistance but financing negotiations were still  in
progress  with  commercial  banks. [a some cases, project  technicnl
requircments  vere  incomplete. Group T11 projects are owher-occupier
requests for long-term financing. Most  of  these projects will requi re
consultant assistance but  could rapidlv  graduate to specific financing
proposals if, for example, joint-venture agreements are negotiated with
potential foreign investors.
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EXUHIBIT 4
Page 1 of 13

28-0CT-86 TOR:

CN:
CHRG
DIST:

1. DRAFT AUDIT RECEIVED SEPTEMBER 12, 1936. MISSION

COMMENTS FOLLOW HEREWITH IN FOUR SECTIONS: SUMMARY,

TEIT, RECCMMENDATIONS, AND CENERAL CEFSERVATIONS.
2. SUMMARY:

TBEE AUDITOR CORRECTLY IDENTIFIES THREE KEY

CONSTRAINTS TO TEE IMPLEMENTATION OF THIS PROJECT AS

SCHEDULED (WITHIN THREE TEARS): TINADEQUATE SPACE
CEMAND FROM POTENTIAL FACTORY SHELL TENANTS;
INATEQUATE FINANCING DEMAND FRCM PCTENTIAL FACTORY

SHELL INVESTOR-OWNERS; AND TEE UNEXPECTEDLY DEMANDING

EQUITY AND CCLLATERAL REQUIREMENTS OF TEE COMMERCIAL

BANKS.

- TEE AUDITOR ALSO CORRECTLY OESERVFES THAT FUNDS

CBLIGATED FCR THIS PROJECT HAVE BEEN DISBURSELD AT A
PACE MUCH SLOWER THAN TFAT ENVISIONED IN THE PROJECT

DESIGN. WHILE ATTRIBUTING THIS TO PROJECT DESIGN

DEFICIENCIES AND TC LACK OF DEMAND, THE REPORT FAILS

TC DISCERN TEE RECENT ACCELERATION IN PPCJECT

DEVELOFMENT ANT APPROVALS. IN THE PAST TEREE MONTHS,

THE ECCE HEAS APPRCVED TEREF SUELCANS

TOTALLING USDOLS1.3 MILLION, BRINGING THE TOTAL
APFRCYALS UP TO USDOLS1.7 MILLION. TWO PROPOSALS,
CECO IN GRENADA AND DIAMOND IN ST. VINCENT, ARE IN
ADVANCEL NEGOTIATICNS WITH THEIR RANES. THESE
PROPCSALS CONTEMPLATE STARTING CONSTRUCTICN OF
12¢,02¢ SCQUARF TEET THIS WINTER AT A COST OF ABOUT
USDCLEZ2.¢ MILLICN. DESPITE COMPETITION TROM

GOVERNMENT-OWNETD SPACE, FOPEIGN EXCEANGE RIS{S, AND

'E RELUCTANCE OF COMMERCIAL BANKS TO CHANGE
- ADITIONAL PRACTICES WITF RESPECT TO LOAN PERIODS
ANL CCLLATERAL, PUSINESSMEN ON THESE ISLANDS ARE

UNCLASSIFIED BRIDGETQWN

CrPRTE/0

76120
AID
RIG

16:42
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STZPPING UP TO USE "PIP. THE TWO LARGEST PROPCSALS Em“ﬁyré
ALONE (CASSADA GARDEN> - ANTIGUA, AND DIAMOND ESTATES Pase 2 of 13

- ST, VINCENT) WOULD PUT 756,000 SQUARE FEET INTC
PLACE OVER ABOUT FIVE YEARS. IN GRENADA AN
[PIP-FINANCED ENTREPRENEUR BUILT A FACTCRY SHELL UF
HIGH QUALITY IN EIGHT WEEKS AT APPROXIMATZILY DCLS22
PER SQUAREX FOOT, VERSUS CDB-FINANCED CONSTRUCTION
HHEICH IS COMING IN 52 PERCENT AIGHER AND TAKING TWICE
A5 LONG. THYE LCWER COMSTRUCTION CCSTS AND SECRTHER
CONSTRICTION PIRIODS ACHIEVABLZ YUNDER IPIF PKRMIT
SUBSTANTIAL ECCONCMIZS IN REAL RESCURCE YSE, AND THE
CRZATION OF S50UND VEINTURES IN THE FACE OF SUBSIDIZED
COMPZTITICN.

- TEZ RIPCRAT MINTICNS MANY CONSTRAINTS TO DEMAND
*22 IFIP? FUNIS. BUT OVERLOQKS ONE OF THE MOST
TVry:”%NT ”C IPETITICN FCR THZ TIME AND ATTENTICN CF

TY_ CECJ CCUVTRIES. TC THZ EXTENT TEAT SUSTAINED TOP
MANAGZMENT ATTEZNTICN HAS BEEN DEVCTED TO IPIP, TWE
PRACBLEIMC BAVE GRADUALLY BEEN WORKED OQUT. THE
PRCCZEL HAS BEEN MUCH SLCWZR TEAN ORIGINALLY
INVISICNED, BUT THE CCNCLUSIGN THAT DEMAND FROM
P2CS72CTIVE TENANTS AND INVESTOR-QWNERS WILL NOT
2zACH €¢0,20¢ SCUART FETLT WILL BEZ PROVEN FALSE IF
sNCUGH TIN: IS ALLCWED. A TWC-TEAR PACD EXTENSION OF
ThZ PRCJZCT TERM TO FIVE YTARS, AS REQUESTED IN THE
P13 AND A REASCNABLE PERIOD BY AID STANDARDS, MIGHT
2% TNCUGH.
2. PROJECTS NF TEIS NATURE ARE BUSINESS AS USUAL ALL
CVvz2 THXZ UMITED STATES AND IN CTHER ADVANCED
ECCNOPIES. EOWEVER, IN THIS REGION THE NOTION OF 4
PRIYATE INVESTOR BUILDING A FACTORY TO RENT TO
SCMZ “W", PERHAPS EVIN TC A STRANGER, IS EXCTIC. AND
TEZ SUGGRETION THAT PRIVATE COMMERCIAL BANXS FINANCE
>3JTH UNCRTHCICX BEHAVICR IS STARTLING, AT LEAST TO
TEx ZANCEIRS. THE LOGIC BEHIND THIS PRCJECT IS TA{ING
TO RE ABSOR?ED, AND THE FIARST TWO YEARS OF IPID
ExzZN USEID LARCELY TN A MISSIONARY FTFFORT BY THE
FRCJECT ADVISOR AND THE RDO/C PROJECT MANAGER.
S TEZ [DEMAND ANALYSIS THAT “AS MOST DEFICIENT
RTJECT PREPARATION YWAS AN ESTIMATE CF HOW MUCH
+0ULT RE CEMANDET FOR IPIP TO BE ACCEPTED BY THE
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CCMMUNITY. TCLAY EVENTS INDICATE THAT IPIP IS ‘
CATCEING ON IN TFE REGION, WHILE ON SEVERAL ISLANDS EXHIBIT 4
TEE PRIVATE SECTOR HAS ACCEPTED THE IPIF CONCEPT AND Page 3 of 13
15 MASING IT WCRFABLE WITHIN THE LCCAL PCLITICAL AND

TUSINESS ENVIRONMENT. FOR EXAMPLE, IN ST. VINCENT AN

2 CCCMMCTATICN FETWEEN PRIVATE DEVELCPERS AND THE

GOVERKMENT IS IN PROSPECT, WITH AN IPIP PRIVATE

LZETATE TO CONCENTRATE ON CLFAN, FIGR TECH,

NCN-PCILUTING, YP-SCALE SPACE, WHILE THE GOVERNMENT

ESTATE FOCUSES ON ATTRACTING TRADITIONAL CUT-AND-SEW

AND EIECTRCNIC ASSEMBLY CPERATIONS.

. TEE MACRO-ECONOMIC CCNDITIONS OF THESE ISLANDS
AREL wCRSE THAN WHEN IPIP REGAW; THE NEEDS FOR
EMPLCYMENT AND EXPORTS ARE GREATER; THE CREATION OF
FACTCRY SPACE IS STILL ESSENTIAL TC BREAKING THIS
TOWNWART SFIRAL; AND WE BAVE A PROJECT IN PLACE WHICE
CAN MAEE A SIGNIFICANT IMPACT SIVEN ENOUGH TIME. WE
LRE NEGOTIATING PROJECT TESIGN CHANGES AT TEE THREE
PRCJZCT LEVELS (ECCR, COMMERCI L BANKS, THEIR
CUSTOMERS) INFENTED TC MAEE IPIP MORE ATTRACTIVE TO
TEE COMMERCIAL FANKS AND THEIR CUSTOMERS AND TEERERY
ACCFLERATE SUPLENDING. SEVERAL CHANGES IN PROJECT
TESIGN MEREIT CONSIDERATICN. FIRST, THE PROJECT TERM
SECUITD RE EYTENTED FRCM THREE TO FIVE YEARS: SUCH
EXTENSIONS ARE CUSTOMARILT GRANTED FOR PUBLIC SECTOR
PECJECTS, ANT TRERE IS A PARTICULARLY STRONG CASE FOR
DCING SO FOR TEIS PRIVATF SECTOR PROJECT. SECOND,
CCNSILERATICN SHCULD BE GIVEN TO TRANSFERRING A
YORTICN OF TEE MARGIN PRESENTLY ACCRUINC TO THE ECCB

¢ TEX CCMMERCIAL FANES -- IN ORDER TO GIVE THE
LATTER ATTITIONAL INCENTIVES TO ACCEPT APPLICATIONS
FCR IFIF FUNLING ON IESS TRADITIONAL TERMS. THIRD,
CCNSITERATICN SEOULD EE GIVEN TC PEEMITTING USE OF
IFIP? FUNDS IN A WIDEE RANGE OF TYPES OF PRODUCTIVE
INFRASTREUCTURE, INCLUTING TCURISM~RELATED
CONSTRUCTION (BUT EXCLUDING EOTEL BUILDINGS), AND
EQUIPMENT FINANCING FOR BUSINESSES TO BE ESTABLISHED
IN CWNEE-CCCUPIED SPACE. WE RRCUEST THAT
COCNSITFRATICN OF DEOFLIGATION RE DEFERPED UNTIL THE
END CF THX REMAINING PROJECT YEAR (SEPTEMBER 1987),
» WEICH TIME THE TEEND CF SUBLENDING UNDER TEE
REDESIGNED PRCJECT SHCULT ALLOW FOR A CALCULATION,
EASED ON EMPIRICAL EVIDENCE, OF EOW MUCH TIME WOULD
EF NECESSARY TO USE THE ENTIRE USDOLS12.@ MILLION,
ENL A JUDGEMENT nS TO HOW MUCH TIME TO ALLOYW. IF
AFTLR TEIS YEAP OF ADDITIONAL EXPFRIENCE THE RECENT
UPSURGE IN IPIP ACTIVITY IS NOT SUSTAINED, PROJECT
FUNLS SECULD BZ DECBLIGATEL.

S. CCMMENTS YEYED TO TEXT:

- PAGE 1: TEE PRCJECT PURPOSE IS STATED IN THE PP
ANT ANNEX I OF THE LOAN AGREEMENT. WE SUGGEST TEE
FRCJECT PURPCSE CIVEN CN THE PP FACESHEET RE USED:
JCTE TC PROVIDE PEYSICAL INFRASTRUCTURE REQUIRED FOR
.XFANTEI PRIVATF PRODUCTION WEICE WILL RESULT 1IN
[NCREASED EMPLCYMENT UNQUCTE. IT IS NOT LIMITED TC
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PICVIDING FACTORY SPACE, AND TEERE TS NOQ REFERENCE TO EXILIBIT 4
Tz CEI. Page 4 of 13

€. PAGE 2: A5 OF MARCH 32, 1985 ONLT USDOLS4%@,22¢
#AD ExzN DISZURSED TO THE ECCB; ADDITIONAL ACCTUED
IXFINZITURES TO DATE TOTAL NEARLY USDOLSL1.¢ MILLION.
TCCIMENTS CCVERING USDCLS139,20@ CF THIS HAVE BEEN
2ZCzIVZD BT THZ =CCB.

. PARA CNE: PHYSICAL INTRASTRUCTURE 9AS

oILT AND IS BEING BUILT UNDER IPIP. NEW JOBS
ANZ NIW EXZORTS HAVE BEEN CREATED AND ARE BEING
CRzZATED. PROJECT OBJECTIVES ARE BEING ACHIEVED; THE
PACZ, EOWEVIR, HAS BEEN FAR BEHINT THAT ANTICIDATED.
TEAT IMPLEMENTATICN FAS NOT ALL BUT CCME TO A HALT IS
ZVIZENCED BY THE THREE SUBLOAN APPROVALS (USDOLS1.3
MILLICN, 1@ PERCENT OF THE LOAN) CVER THE PAST THREE
MONTHS.

8. MISSICN MCNITCRING WAS ADECUATE; THE AUDITOR MAY
TAIRALT OBSERVE THAT TEE FROJECT MANAGER DID NOT
DCCUMENT HIS ACTICNS ADECUATELY, BUT IS ON TENUCUS
GROUNT IN CUESTIONING THE MISSION"S DECISICN TC STAY

UNCLASSIFIED BRIDGETOWN ©@757G/02
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TEE CCUASF IN TEE FACE OF SLOWFR TEAN PRCJECTED EXHIBIT 4
IMFLEMENTATION. Page 5 of 13
€. PAEA TERIE: IF LOCAL INVESTORS SPENDING THEIR
CoN TIME ANT MCNEY PREPARING SUPLCAY PRCPCSALS IS
ACCELFTED AS PRIMA FACIE EVIDENCE OT DEMAND FOR IPIP

INANCING, WE SEE SURSTANTIAL CURRENT DEMAND
INCLUDING NOT ONLY THE TWO LARGE SUEPPOJECTS WHICH
MAY COMMIT TOLS2.8 MILLION OF LOAN FUNDS THIS WINTER
END MIGET EVENTUALLY CALL FOR FINANCING CVER AND
ABCVE TFIP, BUT ALSO A STREAM OF SMALL PROPOSALS
SUGGESTING THAT INTEREST IS BEGINNING TC SPREAD
TERCUGE TEE MIDDLE LEVEL OF LOCAL BUSINESS
COMMUNITIFS. THIS LATTER DEVELOPMENT PROMISES A
FAVCRAELE ENEANCEMENT OF THE LOCAL POLITICAL IMPACT
C¥ ITIP, WHICH NCW IS REGINNING TO BE VIEWED AS A
FRCJECT FOR WEST INDIANS (INSTEAD OF ANOTHER PROJECT
¥CA CCNSULTANTS AND RICE FOREIGNERS). THIS
SERENTIFPITOUS TUKN WAS NOT ENVISIONED IN THE ORIGINAL
PRCGECT DESIGN, WHICH INTENDED TC MINIMIZE THE NUMBER
ANI MAXIMIZE THE SIZE OF TRANSACTIONS IN THE INTEREST
CF EFFICIENCY, AND ASSUMED FOREIGN OWNERSHIP OF MOST
CF TEE MANUFACTURING OPERATIONS USING IPIP SPACE,
ASSURING A CCNCENTRATION ON EXPORT PRODUCTION. THIS
FVOLUTION, WEEEXRY UNFOLLING EVENTS WITHIN THE
PECSECT SUGGEST TISIGN CHANGE, UNDERLINES THE
EFFECTIVENESS OF A MANAGEMENT STYLE ALLOWING
SFCNTANEITY IN THE PLAY CF EVENTS WORKING TOWARDS
FYFECTIVE PRCJECT IMPLEMENTATION, RATHER THAN
IMPATIENTLY TEMANDING ADEERENCE TO A RIGID PLAN AND
TIMETAFLE.

1¢. TEXRE IS ALSO LIFE ON TERE FOREIGN INVESTOR
FRONT. ALTEOUGE MACRO-ECONOMIC INDICATORS FOR THE
REGICN ARE GENERALLY WORSE THAN WHEN IPIP BEGAN,
SEVERAL FACTORS SPECIFICALLY AFFECTING IPIP’S
ECCNCMIC ENVIRONMENT ARE IMPROVING. LOCAL PRODUCERS
AND INTRAREGIONAL EXPORTERS HAVE ADJUSTED TO THE
MAILET RESTRICTIONS IN JAMAICA AND TRINIDAD AND ARE
ELGINNING TO LOGK WITE INTEZREST AT CPPORTUNITIES IN
TEE U.S. AND JOINT VENTURES WITH U.S. FIRMS. A LARGE
CATA FROCESSTNG INVESTMENT HAS RECENTLY BEEN MADE IN
MONTSFEEAT, WHILE U.S. INVESTORS IN THIS INDUSTRY ARE
IN TISCUSSICNS IN ANTIGUA AND ST. LUCIA. THE VERY
LARGz INDUSTRIAL ESTATE PLANNED IN ST. VINCENT WILL
ECUSE U.S5. FIRMS IN TATA PROCESSING AND MEDICAL
MENUEACTURING, WITHE THE U.S. PARTNERS IN THE ESTATE
BEINGING THEIR CWN OPERATIONS IN AS STARTERS. LAST
MCNTE ANCTHER WBITE FOUSE S
UNSGR:D INVESTOR MISSION
VISITET CRENADA, INCREASING THE PRESSURE TEERE FOR
CCNSTRUCTICN CF FACTCRY SPACE. IN SUM, THERE ARF
SIGNE CF INCREASING INTEREST ON TEE PART OF FOREIGN
ES WELL AS LCCAL TNVESTORS; AND THF FILLIP OF WEITF
ECUSE INTEREST IN LOCATING U.S. MANUFACTURERS IN
CEENATA ALDS A NEW DIMENSION TO THE DESIRAKILITY OF
"CNTINUING TPIP AND THE CONSTRUCTION OF THE 600,000
wULRZ FEET ORIGINALLY PLANNED.

UNCLASSIFIED BRIDGETOWN pePE70/03



CACLASSIFIED BRIDGETCWN  @¢757¢/03

11. WRILEI ANY TECBLIGATION AT THIS TIMZ SEEMS EXULBIT 4
PREICIPITATE, THE SELECTICN OF A SPECIFIC FIGURE Pagc 6 of 13
SUGGESTS THAT TBE AUDITOR MAY HAVE FALLEN INTO THE
DEMAND-ESTIMATING TRAP THE MISSICN FELL INTC TWO
f1ARS AGO. IN REACHING ITS 1SR4 DEMAND ESTIMATES THE
MISSICN CAREIULLY FOLLOWED THRE CUSTOMARY ALD
PROCEDURS OF BRINGING IN EXPZRT ADVISORS aND DRAWING
ON TEEIR RESZARCE AND REZCOMMENDATIONS IN DESIGNING
TEX PRCJECT. TUE PP TEVELCPMENT PROCESS TCOX CVER A
TZAR, AND WAS ASSISTED BY RECOGNIZED EXPERTS 4
INVESTMENT PROMOTION AND IN TEZ BUSINESS OF SETTING
JP AND RUNNING INDUSTRIAL PARXS. THE AUDITOR,
ECWZVIR, GN THE BASIS OF NINE WEEXS WOR{, INCLUDING
VISITS TO ONLY THREE OF THE SIX PARTICIPATING

LANES, RECOMMINDS THAT THE LOAN SIZE BE DOLSE.2
LLICY, A FIGURE CARRYING WITH IT AN IMPLIED DFMAND
rCR 326,200 SOUARI FEET CF FACTORY SPACE AND NO

MGRL. THIS GIVES NO CONSIDERATION TO THE LONGER TERAM
PLANS OF TZZ INVESTORS LAYING DOWN THESE 3¢2,000
SCUARE FEET, 0% TO THE PLANS OF CTHER INVESTORS IV
TEEZ WINGS, ESPECIALLY TEE NUMEROUS LOCAL INVESTORS ¥&
NOW ARE BEGINNING TO SEE. IT WOULD BE SELP-DEFFATING
FOR AID TO CUT CFF ASSISTANCE TO & PROJECT WRICE HAS
RECINTLY TAKEN HOLD; WEICH IS CRYTRAL TC THE NEEDS CF

UNCLASSIZIZD BRIDGETOWN @@7579/03



UNCLASSIFIFD BRIDGETOWN @¢7575/04

"EY REGICN AND TC CUR PRIVATE SECTCR STRATEGY: AND EXHIBIT 4
13

'EICE wCULD THEN EE UNDERFUNDED, RATHER THAN Page 7 of
*UFFERING FROM SLOW IMPLEMENTATION. WE DO NOT SEE A
yUSTAINABLE FATIONALE FOR A REDUCTION OF THE LOAN RY
'CLE€.2 MILLION OR EY ANY OTHER FIGURE AT THIS TIME.
4 TEEL 1584 INTERVIEWS CF BUSINESSMEN AND BANKERS
EATING TO OUR CRIGINAL TEMAND ESTIMATES THE
ESFCNTENTS ARF ASSUMED TO HAVE ANSWERED IN GOOD
‘AITE; BUT, AS NOW SEEMS CLEAR, THEIR REACTIONS AT
'EY TIME REFLECTED THEIR SITUATIONS AT THE TIME.

INCE xan INTEREST RATES HAVE DROPPED, THEIR

.C¥-CCST LENTABLE RESERVES HAVE RISEN, BUSINESS
ORNTITIC VS EAVE WORSENED, AND THE CLIMATE FOR IPIP IS
'CT AS FAVCRAELE AS IT WAS. NEVERTHELESS THERE HAVE
‘22N SEVERAL SURPROJECTS EROUGHT TO THE POINT OF
"INANCING, AND BCTH THE MISSICN AND THE ECCE HAVE
'EEN RECENTLY REMUSED BY THE APPEARANCE OF NEW AND
NEXFECTEL CANDITATES FRCM THE MIDDLE-LEVEL OF LOCAL
‘USINESS COMMUNITIES. FOR THE FIRST TIME A PATTERN

F INVESTCR INTEREST AND RANKER RESPONSE IS

EVELCFING IN REALITY, RATHER TEAN IN PROJECTION, AND
T MARY FE PCSSIELE WITHIN THE NEXT SIX TO TWELVE
iONLEC TC ESTABLISH AN EMPIRICAL BASE UPON WHICH TO
'STIVATL THE DEMAND FOR IPIP THEREAFTER. NOW IS NOT
E¥ TIME FOR SUCH A DECISION.

. FAGE Z. ©PARA TWO: MISSION MANAGEMENT OF THIS

rCJECT FEALTURES PROMOTIONAL AND END-USE VISITS BY

EL KRDC/C PRCJECT MANAGER AND HIS ECCB COUNTERPART,

NI THE MAINTENANCE BY THEM OF AN INFORMAL NETWORK
JOWeEN TEr ECCE, RDO/C, THE COMMERCIAL BANK

ANAGERS, LOCAL AND FOREIGN BUSINESSMEN INTERESTED IN
CIES AS CWNERS OR TENANTS, PDAP AND THE NATIONAL
NVESTVMEINT PRCMCTICN CFFICES, FREF ZONE AUTHORITY

ERVICES, ANT CCNSULTING ENGINEERS PARTNERSHIP. IT

CULT EFE DIFFICULT TO FIND A MCRE COMPREHENSIVE

TITFY OF INFUT AND FEEDRACK, OR A MANAGEMENT

FERCACE TETTER SUITED TC ERINGING A NEW CONCEPT TO A

ROUP OF SMALL, ISOLATED, TRADITION-PQUND,
CNSERVATIVE FUSINESS CCMMUNITIES. THHROUGHOUT TEIS

wC~-YEAR FERIOD CF FROJSECT INTRODUCTION AND

UPRFEC JL”T FALSE STARTS MISSION MANAGEMENT WAS KEPT

ULLY INFCEMEIT, ANT ACCEPTED THE NEED FCR PATIENCE

AN FLQSEVERANCE DESPITE TEE TIMETAFTLE LAID OUT IN

BE P' TEERE IS ALVAYS ROOM FOR MORE CAREFUL

AN Ehm AND EETTER CCNTRCL CF COMMODITIES: RUT THE
;u~‘CN S PERFORMANCE IN THIS RESPECT WAS

CESTANTIALIY FETTER THAN THE DCCUMENTATION INDICATES
A SITUATICN, UNFORTUNATELY, THAT RY DEFINITION WE
ENRCT T)CJMFNT FOR FYE7 THE MISSION HAS ASSIGNED
CRE TE CTAYF TIME TC IPIP AS PART CF THE OVERALL
NLERGEMENT CF TEE PRIVATE SECTOR DIVISION.

. FEGE 2. PARA THREF: HKEPEATS EARLIER TEXT.
PAGE 4. PAPA TWO: NOTES CORRECTLY THAT TEIS

ﬁvJaC” WILL TARE LCNGER THAN PLANNEDL. THE POTENTIAL
tMAND FIGUREF SUESTANTIALLY EXCEEDS 18¢,00¢ SQUARE

"1
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fEET, BUT AS IN ALL CCMMERCIAL AND INDUSTRIAL RFAL EXHIBLT 4
ESTATE THERE WILL BE UNUTILIZED SPACE FROM TIME TO Page 8 of 13
TIMZ TESPITET THE LCNG TERM TREN.S IN DEMAND AND
CCNSTRUCTICH. TEIS IS ILLUSTRATED IN ST. LUCIA AND
ANTIGUA, LOCALES OF THE PHOTOGRAPHS IN EXHIBIT 1. IN
ANTISUA TEZI 22,268 SQUARE FEET PTANT SHOWN IS FALF
OCCUPITD BY 4 GARMENT MANUFACTURZR, WITH ANOTHER
2,322 FZZ7 CCMMITTED TO AN ELECTRONICS ASSEMBLY SHOP
A¥AITING GOVERMMENT CLEARANCES, AND TEE REST FULLY

US BY CAGE ENTERPRISES (ANTIGUA’S LARGEST
CCNSTRUCTION CONTRACTOR, OWNER OF THE SHELL) FOR A
#CRTSHOP AND STORAGE. THERE IS NO VACANT SPACE ON
THZ ISLAND, AND CAGE IS BUILDING ANOTHER 20,000
SCUARZ FEET WITE CFSC FUNDS. 1IN ST. LUCIA IN VIFUX
FORT (ALL GCOVERNMENT SPACE) AFTER BUILDING 76,200
SQUARE FEZT CVER THE PAST YZAR THERE ARE 80,000
SCUARE FEZT UNOCCUPIED, OF WHICH MARSTEN MILLS HAD
EALF) 9HILL IN CASTRIZS (ALL PRIVATE SPACE) THERE IS
DIMANT, NC SPACE, AND THREE IPIP SUBPRCJECTS UNDER
TEVELCPMENT. THE SITUATION IN ST. LUCIA EXEMPLIFIES
THE DIFFICYLTY THE PYRBLIC SECTCR® HAS IN READING AND
RESFCNDING TC MARYXSTS, A KXY ELEMENT IN THE RATIONALR
ITPINL IPID,

UNCLASSIFIED BRIDGETOWN ©€7579/04
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1S. PAGE 5. EXTENDS EARLIER TEXT. EXHIBIT 4
Page 9 of 13

1€. PAGE €. PARA TWC-TEREE: IN CONSIDERING THE

GOVERNMENT SUBSILIZED COMPETITION ISSUE FZAS

"CNSUITANTS REPCRTED THAT IN THEIR EXPERIENCE

~-LSEWHERE BUSINESSMEN WERE WILLING TO PAY A PREMIUM

FCR BETTEE CPERATED SPACE, AND THAT THE COST CF

RENTING SPACE WAS A MINOR CONSIDERATION IN THEIR

CVERALL DECISION WEETHER TO LOCATE IN A GIVEN PLACE.

EERE TEIS SUBSITIZED COMPETITION WAS NOT EXPECTED TO

BY FATAL TO PRIVATE VENTURES, AND HAS BEEN SHOWN NOT

TC BL., PARA THREE OMITS THE OUALIFIER IN THE

ACINCWLEDGEMENT ON PAGE 3 COF THE PP THAT QUOTE

PRIVATE INDUSTRIAL ESTATE FEASIBILITY IN THE RECION

IS TEFENTENT UPCN SEVERAL FACTORS, INCLUDING A

KEDUCTICN CF SUBSILIZATION... UNQUOTE, AND THEREBY

GIVES MCRE WEIGHT TO THE SUBSIDY PROBLEM THAN OUR PP

CR SUFSEQUENT EVENTS JUSTIFY.

17. FAGE €. PARA FOUR: 1IPIP SUBLOANS ARE FOR TEN
TEARS, LONG-TERM IN THIS PART CF THE WORLD.
1€. FAGE 7. PARA TWO: THE PP IS INCONSISTENT ON
TEE CUESTION CF SUBLOAN SECURITY, STATING BOTH THAT
IT IS EXPFCTED THAT THE COMPLETED FACTORY WILL SERVE
AS ADEOUATE COLLATERAL, AND TFRAT ALL SUBLOANS WILL BE
SECURED TC THE EANKS® SATISFACTION. THE LOAN
AGREENMZINT IS CLEAR, EOWEVER: PAGE 3 OF ANNEX 1
STATES QUOTE SURLOANS WILL BE SECURED TO THE
SATISFACTICN CT THE CCMMERCIAL BANKS... UNQUCTE.
*CUITY IS THE INVESTORS INVESTMENT (USUALLY CASH AND
AND) IN TEF SUEPRCJECT; COLLATERAL IS WHATEVER THE
cANE TAXES A LIEN ON TO SECURE ITS LOAN. OUR
EXFECTATION WAS THAT BANKS WOULD DEMAND ONLY 20
PERCERT ECQUITY, AND THAT THE CCMPLETED SHELLS WOULD
SATISFY TEEIR RECUIREMENT FOR COLLATERAL. THE FIRST
‘FI¥ SUBLOAN, MALE BY THE BARCLAYS EBEANCH IN ANTIGUA,
FLATUREL A 4¢ FERCENT EOUITY CONTRIBUTION (ALL IN
-ENT) PLUS A CCILATERAL CCVER ESTIMATED AT SEVERAL
JIMES THE FACE VALUE OF THE CREDIT. THE NEXT TWO
SURLOANS IN ANTIGUA, MADE BY THE INDIGENOUS ANTICUA
.CMMERCIAL BANK, CALL FCR 32 PERCENT EQUIFY (BALF IN
"ASE) AEND ONLY TEE COMPLETED BUILDING AS COLLATERAL.
"EESE IATTER.TERMS ARE CLOSE TO OUR FXPECTATIONS; AND
+EX EXCEPTICNALLY LIBERAL IN TEIS REGICN. 1IN CUR
-FLESTICNED PROJECT WE HOFE TO SEE OTHER BANKS FOLLOW
"EIS EXAMPLE.

FAGE €. PARA TWO. TEERE IS NC INTERNAL RDO/C
CRANLUM TATED FELRUARY 21, 1686. WE SURMISE THE
ITCE REVIEWED TEE PROJECT MANAGER'S WORKING FILE,
CE _CONTAINS AMONG OTHER JOTTINGS AN UNTITLED,
MAZTRESZED, UNSIGNED, AND UNDISTRIBUTED NOTATICN
CCREECTLY QUCTED) AS TO IPIP’S PROSTECTS THROUGH THE
SE7 FACD. TEE SAME FOLTER ALSO HOLDS COPIES OF
EVERAL OF TEX CQUICK, INFORMAL NCTES ON
MFLEMENTATION MATTERS THE PKOJECT MANAGER DID
ICTRIEUT:, ERUT WEICHE ESCAPED ATTENTICN.

¢
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0. FPAGE 9. FARA TWO: THE ENGINEERING CONsurTany —  IXIBIU A
wAS UNABLE TO MCNITOR TIE FIRST CCNSTRUCTION BECAUSE lawe l0o
TYE INVESTOR, OFERATING G4 BRIZCZ FINANCING IN

ANTICIPATICN CF AN IPIP CRETIT, H9AD HIS CONSTRUCTICN

LARSELT COMPLZITED BEFORZ THE MISSION COULD CONTRACT

TAT EINGINEERING CONSULTANT IN COMPLIANCE WITH AID

2IJULATIONS. TUE MISSICN RFECOGNIZED THE IMPCRTANCE

CF G:szur THE FIRST SUBPIOJZCT UNDERWAY, A CRUCIAL

137 OF TSHE EFFORT TO GAIN ACCEPTANCE FOR IPIP IN THE

ET3I04, AND USED ITS CWN ENGINIERING STAFF AND TYHE

TII® FROJSCT ADVISCR IN LIEU OF THE CONSULTANT ON A

ONT-TIME PASIS. WHEN THF CONSULTANT ARRIVED HE WAS

NCT AZLOWED TO TIG UNDERNEATE THE COMPLETED BUILDING:

HINCE BIS CAUTICUS MESSAGE REGARDING THE

INFRASTRUCTURE.

<l. PAGE 1@. THIS PAGE CCRRECTLY DESCRIBES THE
CONFLICT BETWEEN THE IPIP PIPELINE AND A 1987 PACD.
“HZ rINAL REPCRT MIGHT CCNSIDER ARGUMENTS FOR AN

TZINSICN CF THE PACD AS WELL AS THOSE FOR
fEO?LIGATION.

UNCLASSIFIED BRIDGETOWN @@7579/05
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ZZ. TAGE 12. EXEIPBIT 1. THE TCP PYCTC SUCULD FE b £§
TITLEL: PUBLIC SPACE - UNOCCUPIED. T™HE FOTTOM PHOTO lase
SEOULT FI TITLEL: ITIP SFACE . JCCUTIFL.

2. COMNMENTS ON RECOMMENTATIONS: TESPITE THE
+NFCEMATICN OFFERED DURING YOUR JULY 31 EXIT
INTERVIEW ARD CUR FCLLOW-UP MEMC CF AUGUST 6 THERE
FEVE FEIN ONLY MINOX EDITORIAL CEANGES IN THE DRAFT
RrCOMMENTATICONS AS SET GGT IN TEFE RAFS. WE REALIZE
TELT Cu‘ COMMENTS AND INTEEPRETATIONS OF COURSE ARE
NOT FINTING ON YOU, RUT WF RESPECTFULIY AGAIN OFFER
AN CPINION WE BCLT STRCNGLY: ©PUFLIC SPACE RENTAL
S SEOULT BF A MATTER OF POIICY DIALCGUE AND
FUT RENT INCREASES WILL CCME SLCWLY, AND
UCH ACSURANCES CANNOT FE EXPECTED WITHIN
Gr AN AUDIT RECOMMENDATION.
”N F-IIT SHCULD LE RECAST TC REFLECT
ETELD.
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Z4. THEE STATUS OF OUR RESPONSE TO THE
RECOMMENTATICNS IN TEEIR PRESENT FORMULATION IS AS
FCLIOwE: PRFC (A): AUTHORITY TO DROB/PEO® IS VESTED
IN LAC. THE MISTICN HAS DECF AUTHOXITY, BUT DCES NOT
EAVE & SCUND RATICNALE FCR SIMPLY DEOFLIGATING FUNDS
£T TEIS TIM WE PROPOSE TO DEAL WITE THE NEXT
LCu“\ZFDA Iuh FIRST, AND THEN RETURN TC TKE

TFCFLIGATION ISSUE. KEC (F): THE MISSION IS IN
NEGCTIATICNS WILE TEE ECCR AND IS CONSULTING WITH

CCMMERCIAL FANKS AND PROSPECTIVE INVESTORS TO COMPOSE
A RYTECIGH WRICH WILL: ENHANCE THE ATTRACTIVENESS OF
FIT TC COMMERCIAL PENKS AWD PRIVATE INVESTOES;
ACCZIERATZ TEE PACE CF SUELENDING AND CONSTRUCTION;
ANT GENIRATE EVMPIRICAL DATA FOR A DFCISION AS TO THE
CLTIMETE TIMESPAN AND LCAN SIZE FCR TFIS PROJICT.

TEE RiTF IGN EXIRCISE ANT LOAN AMENDMENT SEOULD BE
CCMPLITIT THIS CY. TEF BECE/RECE (27 SIMPLE TEOER)
cZlI810H SECULT RE MADE FY SEPTEMEE®R 1967. TFREC (C):
TEIS RECOMMENDATION ¥OULT REFEAT THE GUIDANCE
SUFFLIFL IN CUR BANDICOKS. OQUR STAFF 1S AWARE CF
TEID GUIDANCE. VWE SEE NC VALUE IN GRATUITOUS MISSION
CRTTRE. CUER PROJECT MENAGEE WAS ON TOP OF THF
FRIJECT AT ALL TIMES, AND THEROUGH OKAL PRIEFINGS AND
CUICK INFORMAL NOTES FEE EEPT MISSION MANAGEMENT
ETVISED THE MISSICN ACCEPTED AND CCNTINUES TC
ACCERT EXS AFPROACE OF ALLOWING TIME FCP THE IPIP
FPOCESY TC WCRK. TEFEE WAS NO NEED TC OCCUPY TYPISTS

IND FILeS WITF MEMCS PEPEATING OUE INTENTIOMN TG DO
WEAT W@ HAT FROFCSEI IN TEE PP TO DO, AND WERF IN
FACT TCING: CAREYING CUT IFIP AS DECIGNED. AGAIN WE
SUGS:IT TEIS RECZOMMENDATION FF DROPTEDL,

<Z. FRITETEMENT COF BECOMMENDATIONG: WP SUGGEST
TTrRT FE OTWO EFTOMMENTATIONS, WITFK THF FIRST TO RE
CIiARLID MY THE END CF THIS CY, AND TEF SECONI FY THF
IND OF rY 270 RECOMMENDATION NO. 1: THE MISSION
SECULT PREEPARE ICE AIL/W APPROVAL £ PHCJECT AMENDMENT
AUTECRIZING CHANGES IN PROJECT LESICN TC FETTER MEET
TR FRGJFCT GOAL AND PURFPOSF, TO IMPROVF TEE BACE OF
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PRCJECT IMPLEMENTATION, AND TO ESTABLISH WITHIN ONE EXHIBIT 4
YZAR A DATA FASE ADEQUATE TC SUPPORT A DECISION AS To Pase 12 of 13
TEZ PRCSECT'S ULTIMATZ TERM AND SIZE. RECOMMENDATION

NC. Z: 3Y SZPTEMBFR 2¢, 1997 THE MISSION SAQULD

PEPROGRAM G RETYRN TC THE U.S. TREASURY ALL LOAN

NDS WYICE WILL NOT R2E USED T A PACD TO BE NO LATER

THAH SZIPTEIMEIR 32, 1¢835.

2. SEINZRAL OESERVATIONS. AP THE RECUEST OF MR.
fIZLDS WZ APPENLD 4 COMMENT INTENDED TO BE HELPFUL IN
TJTU2Z AULITS CF PRIVATE SECTOR PRCJECTS. TWC CF THE
DCCUMINTS ON WHICH TYE AUDITCR IS CPRLIGZD TO RELY
DESTRVE LESS CREDENCE: THE PROJECT PAPER AND DEMAND
STUDI:S.

27. TIE PIOJECT PAPER. PERHAPS THE MAJOR PRORLEM
CONZRCNTING THE AUCITCR IN THIS ASSIGNMENT WAS THE
PACZ AND ZATEINT OF CEANGE IN THE PROJECT SETTING,
ASSUMETIONS, ANL METHOLS DURING THE TWO YEARS SINCE
[TS AuTHCRIZATICN. IN THE DEVELOPMENT OF PUBLIC
SECTCR INFRASTRUCTURE PRCJECTS AID ASSUMES THAT TRIED
ANE TRUEZ CONSTRUCTIOM ANLT FINANCING METHODS WILL WORK
AGAIN, AND THAT ALL TEE PLAYERS HAVE BEEN IDENTIFIED
ANT wILL CARRY OUT THEIR AGREED ROLES. THE PP

UNCLASSIFIED BRIDGETOWN 0Q@7579/0€
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DESCRIBES Or PREDICTS THE PLAYERS, THEIR METHODS, THE
UNDERIYING ASSUMPTIONS (POLITICAL, SOCIAL, TECHNICAL,
ETC.) AND TEE ESTIMATED CCETS AND BENEFITS OF THE
PRCJECT. THE ENVIRONMENT CAN BE CONTROLLED. THE PP
“IVES AN AULITOR A ¥AIRLY CLEAR PICTURE OF WHAT WAS
.0 BAFPEN AND HCW TO APPRAISE PRCJECT EXECUTICN AND
RESULTS. IT GENERALLY EOLDS UP THROUGHOUT THE
IMPLEVMENTATION FERIOD. FRIVATE SECTOR PROJECTS,
HCWEVER, CPEEATE IN CEANGING ENVIRCNMENTS AND RESPOND
PAFIDIY TC TBEM, SO THAT BY THE TIME OF THE AUDIT
MUCE CF THE INITIAL PICTURE HAS CHANGED, UNFORSEENS
yEAVE ENTERED, AND AN AUDITOR WORKING FROM THE PP HAS
REEN GIVEN A FIXED-PLACE GUN AND A MOVING TARGET.
"TEE PF PRCCESS DCES NCT ACCEPT THE FLEXIBILITY AND
-UNPRETICTABILITY WEICH PERMEATE PRIVATEF SECTOR
FRCJIJECTS. WITHCUT AN ACCURATE UNDERSTANDING OF A
PECSFCT"S CURRENT SITUATICN AND PROSPECTS, ANY
AFPRAISAL CF ITS IMPLEMENTATION AND EFFECTS WILL BE
EAMFERED EY OESOLETE CRITERIA.

28, TLEMAND STUDIES. THE DECISIONS AND ACTIONS OF
PUSINESSMEN AND BANKERS ARE PRAGMATIC, AND REFLECT
CHEANGING CCNDITICNS. ONE LESSON FROM CUR 1983-84
ARRAY OF RESEARCE, INTERVIEWS, STUDIES, AND SURVEYS
CF DEMAND FOR IFIP IS TEAT THE PREDICTIONS BY
FUSINESSMEN AND BANIERS CF TEEIR OWN BEHAVIOUR WERE
SIMFLY ANALOGS TO TEEIR EXPECTATIONS OF
INTERNATICNAL CCNTITICNS, INTEREST RATES, CASH
POSITIDNS, AND ALL THE CTHER FACTORS MAKING UP EACH
INTIVIDUAL®S BUSINESS ENVIRONMENT. IT IS FARD Tu
'CRECAST TEESE THINGS. THE PERFCRMANCE OF THE EORDE
CF CONFLICTING ECONCMISTS FOUND IN THE GOVERNMENT AND
WALL STEET ILLUSTRATES THE DIFFICULTY OF PREDICTION;
A BASIC FRINCIPLE AMONG PRACTITIONERS IS -- IF YOU
AEF GCING TO MAKE PREDICTIONS, MAKE A LOT OF THEM.
THE AID PRCJECT DEVELCFMENT PROCESS REQUIRES
PREDICTIONS, SUCE AS DEMAMND PROJECTICNS, RUT ALLOWS
ONLY CNE FPER FROJECT. SECTION €11 AND THE DAEC DO
NCT ACCCMMCODATE UNCERTAINTY, AND LATER WE ARE
TISAFFOINTED BY THE TRUTE. CARPENTER
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