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N1DMiORANDIM
 

FOR 	 Mr. James lloltaway, Director,, RDO/C 

FROM :R1G/A/T Coinage N. Gothard, Jr. 

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
 
Investment. Please advise us within 30 days of any additional 
information relating to actions planned or taken to implement the 
recommendation. We appreciate the cooperation and courtesy extended our 
staff during the audit. 

Backpround 

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 employment. 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 stronper
 
demand for factory space in the region also formed part of the basis for 
making long-te~m funds available for industrial estate development.
 
Under the program, the volume of business activity in the Caribbean 
Region was expected -o increase sipnificantlv 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 AI) loan and locally
 
supplied 	capital totaling $3 million. Under the terms of the loan 
agreement, the Eastern Caribbean Central Bank ("the Bank") located in St.
 
Kitts was to provide to commercial banks in member countries a long-term 
credit facility so that they could make loans 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 project funds had been expended.
 



Audit Objectives and Scope 

The Office of the Regional Inspector General for Audit/Tegucigalpa made a
 
program results audit of the Infrastructure for Productive Investment
 
Project. The overall audit obj'ective was to ascertain if the project

would achieve the intended results and to determine if selected
 
activities had been carriel out in an efficient and economic manner.
 

Audit work was performed it the AID Regional Development Office/Caribbean
(RDO/C) arid at the E-astern Caribbean Bank inSt. Kitts. We verified the 
accuracy of All) financial recordis,and performed such other reviews and 
tests as we considered necessary. Additionallv, project sites in Antigua
and St. Lucia were visited to interview project officials and assess 
overall projoct results. The arudit was made duiri np the period May 28, 
1986 throuph ,uIiv 31, 1986, and covered the period from project inception
(August 30, 1981) to March 31, 1086 on financial matters, and to June 30, 
1986 on programmatic matters. An exit conference was held on July 31, 
1986. RDO/C comments offered in a response dated October 8, 1086 were 
considered in the prepari tion of this report. The audit was made in 
accordance withi generally accepted govenrnment 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 faltred. These approvals
occurred subsequent to audit field verification which ended on July 31, 
1986. Finally, issue was taken with certain audit statements concerning 
inadequate mon itori ng. 

Much of the planned factory space had not been constructed and there was
 
relativelv insignificant demand for more. We recommended that the 
project he scaled down and redesigned; leobligal:in .,$6 million of proiect

funds and adjustinp the curtailed project to the realities of decreased
 
demand, a conservative lend in, climate and competition from subsidized 
factory space. We also recommended that performance of the redesignedl
project could be improved by more careful mnanageoment and bet ter control 
of project commodlities. 

Project Objectives were Not Being Attained
 

After two years of activity, onlv 20,000 square feet of a planned total 
600,000 square feet in Factory shells had been built. This lack of 
progress was attri butable to soft demand for factory space, in turn 
caused by a downturn in business activity, the availability of sub)sidized 
rental space, and conservatiwye commercial lending policies. Withi onlv 
limited prospects for future effective demand for AID loan Funds, it was 



evident that project objectes would not be attained and that at least
 
half the $12 million authorized for this activity would exceed project 
needs.
 

Discussion - The InfrastructLure for Product iye Investment Project was 
designed to meet a demiranid for factorv space estimated on the resuits of 
predecessor projects, the Project Development Assistance Program
( 538-0012) and IFIVOMM Prom) liol/Export Product ion Projectthe SI Ilnt 
(538-0019). Under the Proiect levelopment Assistance Program, a $6.6 
miillion contract was executed with Coopers and Lvbrand for de eloping:
industrial projects and identi fvrinp and locating foreign investors. The 
Project R)vw'e1opment Assistance Prog ran was then Followed by an at hori zed 
$8 million project grant apreement (the Investment Promotion/Export 
Development Project) aimed at promoting 50 business start-rips or 
expansions, and ultimately creating over 1.,000 jobs. In order to meet 
anticipated demand for factory space, a complementarv 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 factory 
space which ultimately would result in 4,000 new jobs and an additional 
$200 million in gross export sales. Seventeen months after funds were 
obligated, only about seven percent ($800,000) of AIl)'s project funds had 
been expended. 

Project objectives could not be implemented as orig inallv 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 830,000 square feet for the two-year period ending in 1986. 
However, potential demand for factory space as of July 2, 1986 was only 
180,000 square feet. In addition, already constructed facilities were 
not fully utilized because of a downturn in lusiness activity in the 
region. The 20,000 square feet constructed inmder the current project 
were only partially occupied by a paying customer, and shells constructed 
in Saint Lucia under a previous project were unoccupied (see Exhibit l). 

Although soft demand for factory space was caused mainly by a lack of 
industrial act ivi tv, the si trat ion was made worse by compeLit ion From 
government subsidized rental space and conservative bankin:; practices. 

A. Indlustrial Demand - The rationale for mndertaking the project was 
that the Caribbean Basin Initiative would produce a strong demand for 
factory space. To alleviate an expected bottleneck in the availability 
of industrial floor space, the Infrastructure for l'roductive Investment 
Project was authorized. lowever, expected demand had not materialized; 
neither the Caribbean Basin Initiative nor general business activity had 
generated the levels of investment originally ant icipated. 

A consultant's report dated MarchI 31. 1986 stated: "According to Coopers 
& Lvbranl, new investment in tlreion decreased 1bv 25 percent diuring 
the 198d-1985 period. Obvioursly, thiis has adversely affected developer's 
interest in bni lding 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 Investment Promotion/Export Product ion), whose 
purpose it was to establish a demand base, also disclosed that demand had 
not materialized in the expected magnitude. For example, external 
evaluators deternined that targetel goals of 50 business start-ups or 
expansions in the latter project had resulted in just 20 potential starts 
or prospects with only 17 monthIis remnai ni ng until the proiect assistance 
completion date. Lxternal evaluators found that only eight had produced 
verifiable new jobs. 

B. Government S1)sidizod Rental Space - The viabilitv of the project had 
also been placed in question by government rental pricing policies. 
Despite attempts hv private developers to reduce their const rur t ion costs 
by up to 10 percent, compet ing subsidizedcrental rates of U.S. $2.50 to 
$2.75 per square foot for government owned factory space provided a 
strong disincentiye for new (levelopments. 

Assurances for reducing or elimintin subsidized rents were not o)tained 
from host count rv gove rnment s. For example, tie project paper 
acknowledged that the economic feasihilitv of private industrial estates 
was depedlent on severli Ifac(s, including a reduction of SubI)sidized 
rental space policies. But no formal commitments were obtained from host 
countries to reduce subsidized retal rates. Consequentlv, demand la(] 
coiti nuied to (lecrease because investors coildhi not compete with subsidizei 
rental rates. 

C. Conservativye Lending Policies - Borrowing for factory construction 
was inhibited Iw high minimum loan amounts, high loan collateral 
requirements and relun] ctalnce bV banks to finance cois truiction in a period 
of low d(mand. Nor were long-t(en loans generally available, as had been 
envi s i oned. 

The project's U.S. $250,000 loan Floor had effectivelv disqualified most 
developers from suiccessfullv o)taining proIect financing for indtividual 
factory shell )rojec ts. On Mav 14, 1986 the minimum suibloan amount was 
reduced from $250,000 to $100,000 per Project Implementation Letter (PIL) 
No. 4. Accord ing to Reg ional lDevelopment Oftice/Caribb vamm personnel, 
this had stirrel interest fromi developers. However, lue to its recent 
implementation, the efrec-t iveness of this st Litegv coulId not he 
determined. The pace of projec t implement ation to dato indicated that 
loweri n loan threshold amounts was a wise decision but still mi ght not 
prove sutff icient to generate thme demand for space orignl ly budgeted forIn 

in the project. 

In ad(di t ion, commne rci a] banks ham not honored the l i]hera] c red it terms 
projected in the project implementation plan. According to this plan, 
commercial banks were to requ ire a cminimium of 20 percent in 1)rlrrower's 
equity while loay funds wonld (over the remaiinin.g 80 l)ercent. It was; 
expected that the phv:;i cal assets of an industrial estan woul( meet tLhe 
bank's collateral re(lii remcnl s. Ilowever, conmme rcial Ihank s had re.ques t:ed 
equity in excess of the proect' s minimun reqi rements (up to 30 
per(cen t). This conserva tiye mood was largely peneritoed )V tlhe al)sence of 



demand for factory space. Given this weak demand, commercial banks were 
reluctant to make loans for the construction of factory space without 
firm occupancy comImi tments. Final Iv, lon,-term credit (over 10 years) 
was traAlitionallv not offered in the area. The project desipn assuimption 
that long-term credit would become availIable proved invalid. 

Other financial resources for loans may be available. For example, the 
Overseas Private Investment Corporation (OPIC) is a U.S. Government 
entity with ohbjectives similar to those of the Caribbean Basin 
initiative. Since three of the 17 potential investors are U.S. 
coml)alni es, OP 11C maV be anothelr sourrce for ohbt ailnilnig private i linveStlments. 

The Mission realized that these problems would substantiallv delay 
pro ject imnlementation, vet, aside from lowering the loan floor, they 
took little act ion. )ocummentat ion prepared by AIl-hi red consultants 
identified design prol)lems but tihe Regional Development Office/Caribbeani 
took few corrective measures (see Exhibit 2). For example, on October 2, 
1985 the Regional l)evelopment Office/Caribbean held a review of the 
project which resulted in the project beinp classified as a "C" project. 
This meant that the project had major problems which reqiired management 
at tent ion. 

An internal working memoran!um dated February 21, 1986 stated, "Prospects 
are that the project will work, hut slowly, and probably will not use 
more than half of the AI) loan - $6 million means 15 factories ... a 
total target of 300,000 square feet." In May 1986 the Regional 
Development Office/Caribbean addressed the loan threshold problem by 
lowering the threshold from $250,000 to $100.000. Other t:han this, we 
found no dcumented effori s to redesign the project and facilitate 
implementat ion. 

While some problems facing the project weirt well documented, other
 
aspects were not. Estimates of industrial delnand, the basis for the
 
project, had not been verified. Project materials and infrastruictire
 
were not svStem. ticall v suIrveV. 

D. Faultv leman lEstimates - The justification for the Infrastructure 
for Productiv Investiment p'roiect rested on anticipated need for factory 

space. Yet demand required for the project was not adequately quantifie,1 
nor was actuallI need Ieasiured ag2aiislt this criterion. 

Under t he prvious Pro iec t Development Assistance Program, Coopers and 

Lybrand were to dev'lop indurst ri al projects and locate investors, hut no 

determination was made as to how many investors constituited a significant 
demand hiso. In a si t)sbqient prloject, lnvestiment Prom(ot ion anrid Export 

D)evelopment, the desird demand was qiuantified at more than 50 blisinvss 

start-ip; or expansionis. The Rional I)evelopment Office/Lirilbbean hal 
re)orted to Al1)/Washinpton in its March 1986 Project Status Report that 

20 business start-ups or (expasion;had been male. This Hlaim hadl been 
made wit hout coord inating. and e rifving base data available from Coopers 
IlLybranid , the project's executin igentilv. We asceriained from'i Coopers 1,
 



Lvbrand that a claim of 70 business start-ups or expansions had been 
made: 32 under the Project Development Assistance Prog ram, 36 for the 
Tnvestment Pronotion and Export Development Project and the remaining two 
start-ips could not be clearly at tribunteI to one or the other. 
Nonet le Iess, we could1 p iw i 1 I t I o credenc'e to these figures l)ecauise no 
random and independent Velifi cat ion of the ]lmaild base had been made b\ 
project manappIeli . 

I;. I)eficient Colmiiiid Itv CorlIs - Projcl Supplies and const ruiction were 
;lso IiiivriF l]; there wore nio assurances that project mate r'ials va liel 
,lt lollt . 53,000 we n o€ s<or l becausec' amed project purposes no 
inventories had been made. Frllthlllrore , an All) engi neerigi consultant 
was uinsuIccessfl I ini pe rforing a detailed exam i rat ion of the 
infrasi ru( tliu const rut t ion. A Member 28, l)85 telex from t he en i neer 
statel, '"'lis Summarized report is based on less than adequate 
information .... On the basis of What we have seen, we have no reason to 
be lieve that the h"iI d i n, propoer is other than satisfactorv. On the 
other lanid, we have no evidence that conscioiis atteltion has been paid to 
the i nf rast rtid ure.11 

F. Conclusions - The above examples i[llustrate a lack of pond project 
manageent. lad managemlent reacted soone r, it lightl have enabled tie 
pro Iect to ad just to the prob lemlts it faced. The combinat ion of faultv 
design, difficuilt ci rculmstances anl slow Missioni response resulted in 
onlv 20,)000 square feet of factorv space be ing const ructed and the 
remainiung funds be ing imused. The. most opt imist ic Mission relport S 
acknowltedped that onlv half ihe funds bn let ed conld he utili .zed 

Accordlin to a AItlv 1, 1986 project sntmmarv report, 17 st1i)lproip cls were 
expected to qualifv for project funds (see Exhibit 3). With eiuht of the 
17 projects at advanced sta €es of uteve lopment , project officiais felt 
that loan dIisbursements wouldt approach $5 million b I Sep tember 30,thI 
1987 project assiicest c mple t ion a' e. The $5 imi I I on represent el 
ant ic ipa ted pro ject di shnrsemeat M ellde:1 tabs t ope rat i li2the favorable 
cond i t ions. In ourl" view, thIs amount inc luided ample reserve for 
coatnpeti.ivs in the event tlht adlit iotlaaa provedflund]s tiecessAav. 

AIl IHandbook 3, Ciapler 13 alvises that steps be taken to deoblip ai All) 
fulds whenev" it is apparent that thev exceed aioutnt s actua liv requi red 
for the life of the pro ject . All) handbook guidlg(ance also requi res 
effective planni iW, monitoringii and manacpp'vent to eisture that II.S. funds 
are lt iIized to proalaice intended lroj'ct benefits. 

Recommendlat ion No. I 

We recommenI that the Reg ional IDe'velopment Office/Caribbean: 

a) Ise its deob li ,l ioi/reohli ,At ion a ithoritv to reprop ram or return to 
the Treastrv not less than $6 million of the $12 millin in project 
fuinds; and, 

- 6 



b) Change project design and implementation procedures to address: 

i. 	 Lessened industrial demand. 

ii. The need for alternate credit institutions to provide financing 
at terms acceptable to private investors. 

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

Management Commelnt s 

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 qluoted here: 

23. Comments on recommendations: despite the infornation 
offered during your July 31 exit interview and our follow-up 

emo of August 6 there have been only miinor editorial changes 
n the draft recomiiendat ions as set out in t he RAFs [Record s of 
mid it Fi i rniI. We rali ze that our comments and 
nt erpretat ions of course are not hi ndi ng on von, bit we 
espectfrllv ag:ain offer an opinion we hold st conglv: public 
pace rental rates should be a matter of pol icv dialogue and 
ressure, but rent increases will come slowly, and ohtaining 
uch assurances cannot he expected within the timefrale of an 
ilit reconendation. Re olnmendation b) iii should be recast to 
Qflect this, or deleted. 

4. The st at us of our rosponse to the recommiendations in their 
resent fonrmlation is as follows: Recommendation (a): 
uthoritv to dcob/reob is vested in IAC. The Mission has 
cobligation altIoritv, but does not have a sound rationale for 
imply deobli ,atinrg funds at this tire. We propose to deal 
ith the next recommnendation first, and then return to the 
eobligation issue. Recommendation (b): the Mission is in 
egotiations with the -CCIB and is consulting with colnenrcial 
anks and Tprospective investors to compose a redesign which 
'ill: enhance the attractiveness of IPIP to commercial hanks 
nd private investors; accelerate the pace of sublendini and 
onstruction; and gene rate emnpirical data for a decision as to 
he tilt mate timnspan arid loan size for this proiec t. The 
'edesign exercise and loan ameidmnnt shotuldl he completed this 
:Y. The deo/reoh (or simple deob) decision should be made bv 
eptenber 1987.,. 

5. Rnstat 'lll(rlt of reconendlat i ons : we si"rgest tlere be two 
ecommnldat ions, with tire t i rst t:o be clearel by the end of 
his CY, and the second by the eril of FY 87. Recommendation 
0. 1: the Mission shoul d prepare for AI)/W approval a proiect 
Inendineit authorizing chang es i n prcoject dhesig n to better m1eet 



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

OCffice or the Inspector (,eneral (:ommn s 

Our review of RDO/C's p rivat sector activities failed to reveal 
documentarv evidence that ,l) funds expended to support the Caribbean 
Basin Initiative or predecessor RDO/C projects in the Eastern Caribbean 
hal created an investment climate that would iustitCx continuing this 
project at its orig inally funded level of $12 iiIlion. The reluctance of 
island governments to reduc e subsidized rental policies and the generall' 
conse rva i ve )ostunre of local financiers onlv add to our concerns. As a 
result, we find little merit in the Mission's plan to "wait and see" if 
conditions 'ill change, becaiuse the groundwork that would siupport hein 
optimistic about near-term develIopments simply does not exist. 
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EXlIBIT 2
Pa 1 of I 

Chronological List of
 

PROJECT DES[GN PROBLIP$ 

Date Design Problem Source Action Taken
 
by Mission
 

August 1984 	 There are no assurances that Development None 
industrial estates could Appraisal and 
successful lv compete with Evaluation Commit tee, 
subsidized rentals. 	 AID/IV
 

June 21, 985 	Commercial banks ar, reacting Project Status None 
very conservatively in their Report 
loan tens insteaI of the 
anticipatel liberal credit 
terms. 

Oct. 11, 1985 	 Expected demand had not
 
materiali zed. 

Subsidized rental policies Project Advisor None 
adverselv affect project 
efforts.
 

Feb. 21, 1986 	Minimum threshold for Project Advisor Loan 
banks too high at threshold 
$200,000, needed beto lowered tc 
lowered to $100,000 $100,000 

Mar. 31, 1986 Slow down in Demand Free Zone Authori tv None 
Contractors 

Subsidized Rental Po licies 

Apr. 5, 1986 	 Slow down in Demand Project Advisor None 

Subsidized Rental Policies 



EXHIBIT 3 
Page 1 of 1 

PROJ E-C SIIm-lARY 

CATI'E(;ORY 	 AI,LOANS 	 POTENT 11SBURSEIIM'S 

SUBI'IROJ:CTs 	 Within 6 mont hs 6-12 months Over 12 month-

GROUP I 

I. LIrS Ltd. 	 IJS$1.30,000 
2. CRABRS \Iarina Ltd. 170,000 
.. 'rs indiistries Inc. 700,000 
'I. lIP St. I'llcia 400,000 

Sub-total $1,,100,000 
GROUP I I 

5. )ECO Industries Ltd. 	 $ 300,000 
6. OTFOS Indunst rial Park 	 300,000 
7. Charlenapne Const. Ltd. 	 300,000 
8. 	 I)ianond Indristrial Park '100,000 

Sub-total $1,300,000 
(;ROIJP I I 

9. LYVIEK Co 1). 	 i00,000 
10. Issco Tradilnp Inc. 200,000 
I1. Dominica Apro Industries Ltd. 300,000 
12. O.E. Pepiz Ltd. 	 400,000 
13. [ropikiss Ltd. 	 200,000 
14. Gita Induhstries Ltd. 300,000
 
1S. Benpie's Ltd. 400,000
 
16. Pipotts Wood Workinp Ltd. 	 200,000
 
17. 	Blinn Ganuent Factory Ltd. 100,000 

Sub-total $2,300,000 

Tota1 $5,000,(oo
CLASS I FICATI ON 

Potent iaI projects were cateporized int(o three .proups finder the P'oic t 
Stnina rv, Graolup I project s hal received Cent. al Baink loan approval or had 
completed aImost technical nanc ia I rtqui rements and hadall ani fli 
subli tted to Ibanks. 11 ,shad nceivedlpropol sIs comimercial Grollp pro-jec rI 
ex tens i w, technical ass i sltnce but F i naci nep ot i at ions W,'( sl i II in 
)rou ress wiIh rci,' banks. some proict Ilcoui I l i cas.s, echnic 
reqli reents we I(i I t i1t ic t a re owne r- r) ie rnc opiet . (;roup [ p " occuI 
requests For lo p-te.elu rminaci unp. Most of these projects wilH r1qii re 
consultant ass i stalnce but. cou ld rapillIv pIV ll to specific qi'da fi nancin ' 
proposal s if, for example, joint:-Venlte ap reeiment s a ne lepot i lted With 
i)otOnt ial foreipn i lvestol's. 
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SUBJECT: DRAFT AUDIT - PROJECT NO. 538-0088, IPIP 

REF: 
-

(A) RAFS 1,2, AND 3 (JULY 1986)
(1) HOLTAWAY/FIELDS MEMO DATED //P6 

1. DRAFT AUDIT RECEIVED SEPTEMBER 12, 1996. MISSIONCOMMENTS FOLLOW HEREWITH IN FOUR SECTIONS: SUMMARY,TEXT, RECOMMENDATIONS, AND GENERAL OBSERVATIONS. 

2. SUMMARY: 

THE AUDITOR CORRECTLY IDENTIFIES THREE KEYLONSTRAINTS TO TEE IMPLEMENTATION OF THIS PROJECT ASSCHEDULED (WITHIN THREE YEARS): INADEQUATE SPACEPEMAND FROM POTENTIAL FACTORY SHELL TENANTS;
INADEQUATE FINANCING DEMAND FRCM POTENTIAL FACTORYSHELL INVESTOR-OWNERS; AND THE UNEXPECTEDLY DEMANDINGEQUITY AND COLLATERAL REQUIREMENTS OF THE COMMERCIAL 
BANKS. 

- THE AUDITOR ALSO CORRECTLY OBSERVFS THAT FUNDSOBLIGATED FOR THIS PROJECT HAVE BEEN DISBURSED AT APACE MUCH SLOWER THAN TFAT ENVISIONED IN THE PROJECTDESIGN. WHILE ATTRIBUTING THIS TO PROJECT DESIGNDEFICIENCIES AND TO LACK OF DEMAND, THE REPORT FAILSTO DISCERN TEE RECENT ACCELETATION IN PROJECTDEVELOPMENT AND APPROVALS. IN THE PAST THREE MONTHS,THE ECCI HAS APPROVED THREF SUELOANS
TOTALLING USDOLS1.3 MILLION, BRINGING THE TOTALAPPROVALS UP TO USDOLS1.7 MILLION. TWO PROPOSALS,LACO IN GRENADA AND DIAMOND IN ST. VINCENT, ARE INADVANCED NEGOTIATIONS WITH THEIR BANKS. THESEPROPOSALS CONTEMPLATE STARTING CONSTRUCTION OF12,00 SQUARE -EFT THIS WINTEEi AT A COST OF ABOUTUSDCLS2.0 MILLICN. DESPITE COMPETITION FROMGOVERNMENT-OWNEr SPACE, FOREIGN EXCHANGE RISIS, AND
E RELUCTANCE OF COMMERCIAL BANKS TO CHANGE-ADITIONAL PRACTICES WITE RESPECT TO LOAN PERIODSAND CCLLATERAL, PUSINESSMEN ON THESE ISLANDS APE 

UNCLASSIFIED BRIDGETOYN ('PTh7p/CI 



CLASSIFIED BRIDGETOWN 07579/01
 

STEPPING UP TO USE IP.T THE TWO LARGEST PROPOSALS EXHIBIT 4 
ALONE (CASSADA GARDEN% - ANTIGUA, AND DIAMOND ESTATES 1ge . o2 13 
- ST. VINCENT) WOULD PUT 750,@0 SQUARE FEET INTO 
PLACE OVER ABOUT FIVE TEARS. IN GRENADA AN
 
IPIP-BINANCED ENTREPRENEUR BUILT A FACTORY 
SHELL JF
 
H!GH QUALITY IN EIGHT WEES AT APPROXIMATELT DOLS29
 
PER SQUARE FOOT, VERSUS CDB-FINANCED CONSTRUCTION
 
WHICH IS COMING IN 50 PERCENT HIGHER AND TAKING TWICE 
AS LONG. THE LOWER CONSTRUCTION COSTS AND SHORTER 
CONSTRUCTION PERIODS ACHIEVABLE UNDER IPIP PERMIT 
SUBSTANTIAL ECCNCMIUS IN REAL RESOURCE USE, AND THE 
CREAT ION OF SOUND VENTURES IN THE FACE OF SUBSIDIZED
 
C MPET iTCk
I. 

- THE REPORT MENTIONSi T] N S Z MANY CONSTRAINTS TO DEMANDr F7 .'U . 
-'.. I. .UT OVERLOOKS ONE OF THE MOST 
I...O ANT: CMETITICN FOR THE TIME AND ATTENTION OF 

THE TCP MANACEMENT (OFTEN ONE MAN) OF BUSINESSES IN 
THE CECS COUNTRIES. TO THE EXTENT THAT SUSTAINED TOP
 
M.NAGEMENT ATTENTION HAS BEEN DEVOTED TO IPIP, THE 
PR GEMS TAVE GRADUALLY BEEN WOR KED OUT. THE 
?RCGS ~HAS BEEN MUCH SLCWER THAN ORIGINALLY 
EN,1JISCNE2, BUT THE CCNCLUSION THAT DEMAND FROM 
PPRSPECTIVE TENANTS AND INVESTOR-OWNERS WILL NOT 
REACH 600,000 SCUARE FEET WILL BE PROVEN FALSE IF 

41- IS ALLOWED. A T'WO-EAR PACD EXTENSION OF 
THE PROJECT TERM TO FIVE TEARS, AS REQUESTED IN THE 
P:D AND A REASONABLE PERIOD BY AID STANDARDS, MIGHT 
3B E llCUGH. 

PROJECTS 
CVER THE U"ITED STATES AND IN OTHER ADVANCED 
ECON-IES. HOWEVER, IN THIS 'REGION THE NOTION OF A 

i. OF THIS NATURE ARE BUSINESS AS USUAL ALL
 

PRIVATE INVESTOR BUILDING A FACTORY TO RENT TO 
SCMBE, PERHAPS EVEN TO A STRANGER, IS EXOTIC. AND 
THE SUGGESTION THAT PRIVATE COMMERCIAL BANKS FINANCE 
SUGH UNCRTHCECX BEHAVIOR IS STARTLING, AT LEAST TO 
TH. BANKERS. THE LOGIC EEHIND THIS PROJECT IS TA ING 
TIME TO !E AESO..ED, AND THE FIRST TWO YEARS OF IPIP
-,AV. E--,E US ED LARGELY IN A MISSIONART EFFORT BY THE 
ECC PROJECT ADVISOR AND THE RDO/C PROJECT MANAGER. 
PERHATS THE EEMAND ANALYSIS THAT "'-AS MOST DEFICIENT
T1N' JECT PREPARATION WAS AN ESTIMATE OF HOW MUCH 
TIM.? 'kOULD E DEMANDED FOR IPIP TO BE ACCEPTED BY THE 
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CMMUNITY 
 TCDAY EVENTS INDICATE THAT IPIP IS
CATCHING ON IN 
THE REGION, WHILE ON SEVERAL ISLANDS 
 EXHIBIT 4
TEE PRIVATE SECTOR HAS ACCEPTED THE IPIP CONCEPT AND 
 Page 3 of 13IS P!AKING 
IT WORKABLE WITHIN THY LOCAL POLITICAL AND

IUSINESS ENVIRONVENT. FOR EXAMPLE, IN ST. 
VINCENT AN

.,CCCMMCr.ATICN BETWEEN PRIVATE DEVELOPERS AND THE
GOVER IENT IS IN PROSPECT, WITH AN 
IPIP PRIVATE
 
ESTATE TO CONCENTRATE ON CLEAN, 
HIGH TECH,

NCN-PCII,UTING, UJF-SCALE SPACE, WHILE THE GOVERNMENT
 
ESTATE FOCUSES ON 
ATTRACTING TRADITIONAL CUT-AND-SEW
 
A D ELECTRONIC ASSEMBLY 
CPERATIONS.
 

-. TF MACRO-ECONOMIC CONDITIONS OF THESE ISLANDS
ARE WCRSE THAN WHEN IPIP 
PEGAN; THE NEEDS FOR
 
EMPLCYENT AND EXPORTS AFE CGP.EATER; THE CREATION OF

FACTORY SPACE 
IS STILL ESSENTIAL TO BREAKING THIS
rOWNWARp SPIRAL; 
AND WE HAVE A PROJECT IN PLACE WHICH

CAN MAKE A SIGNIFICANT IMPACT SIVEN ENOUGH TIME. WE
ARE NEGOTIATING PROJECT DESIGN CHANGES AT THE THREE
 
?.CJB"CT LEVELS (ECC], COMMERCI L BANKS, THEIR
CUSTOMERS) 
INFENDED TO MAKE IPIP MOPE ATTRACTIVE TO

THE COMMERCIAL TANKS 
AND THEIRl CUSTOMERS AND THEREBY
 
ACCFLEEATE SUPLENDING. 
 SEVERAL CHANGES IN PROJECT

.ESiGN MERIT CONSIDERATION. 
 FIRST, THE PROJECT TERM

SHOULD BE E7TENDED FROM THREE TO 
FIVE YEARS: SUCH

iXTENSIONS ARE CUSTOMARILY GRANTED FOR PUBLIC SECTOR
 
PECJECTS, AND THERE IS 
A PARTICULARLY STRONG CASE FOR
DOING SO FOR 
THIS PRIVATE SECTOR PROJECT. SECOND,

CONSIDERATION SHOULD BE GIVEN TO TRANSFERRING A

DORTICN OF THE MARGIN PRESENTLY ACCRUING TO THE ECCB
ITEE COMMERCIAL TANKS 
-- IN ORDER TO GIVE THE
 
LATTER ADDITIONAL INCENTIVES TO ACCEPT APPLICATIONS

FOR 
IBIP FUNDING ON lESS TRADITIONAL TERMS. THIRD,

CCNSID]ERATION SBOULD IE GIVEN TO PERMITTING USE OF
IFIP FUNDS 
IN A WIDER RANGE OF TYPES OF PRODUCTIVE
 
INFRASTRUCTURE, INCLUDING TCURISM-RELATED
 
CONSTFUCTION 
(BUT EXCLUDING HOTEL BUILDINGS), AND

EQUIPMENT FINANCING FOR BUSINESSES TO BE ESTABLISHED
 
IN OWNER-CCCUPIED SPACE. 
 WE REQUEST THAT

CONSIDLERATION OF DEOILIGATION BE DEFERFED UNTIL THE

END CF THE REMAINING PROJECT TEAR 
(SEPTEMBER 1987),

?Y WHICH TIME THE TREND CF 
SUBLENDING UNDER THE
REDESIGNED PROJECT SHOULD ALLOW 
FOR A CALCULATION,

A'SED ON 
EMPIRICAL EVIDENCE, OF HOW MUCH TIME WOULD
 

!E NECESSARY TO USE THE ENTIRE USDOLS12.0 MILLION,

AND A JiDGEMENT hS TO HOW 
MUCH TIME TO ALLOW. IF
AFTER THIS 
YEAR OF ADDITIONAL EXPERIENCE THE RECENT
 
UPSURGE 
I.N IPIP ACTIVITY IS NOT SUSTAINED, PROJECT
 
FUNDS 
SHOULD BE DEOBLIGATED.
 

5. CCMENTS KEYED TO TEXT:
 

- PAGE 1: TEi PROJECT PURPOSE IS STATED IN THE PP

AND ANNEX I OF 'HE LOAN AGREEMENT. WE SUGGEST THE

PROJECT PURPOSE GIVEN ON THE PP 

T 

FACESHEET PE USED:
 
iOTE TO 
PROVIDE PHYSICAL INFRASTRUCTURE REOUIRED FOR
 
,IYFAN-EI FRIVATF PRODUCTION WHICH WILL RESULT IN

INCREASEL EMPLOYMENT UNQUTI...E. 
 IT IS NOT LIMITED TO
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F ICIN CORY SCE, AND THERE IS NO REFERENCE TO EXxIIIiT 4 
THE CEI. Page 4 of 13 

6. ?AGE 2: AS OF MARCH 30, 1996 ONLY USDOLS4,00000
 
HAD BEEN DISBURSED TO THE ECCB; ADDITIONAL ACCRUED
 
EFFEN7ITURES TO 
DATE TOTAL NEARLY USDOLS1.0 MILLION. 
]OCJMENTS COVERING USDCLS130,000 CF THIS HAVE BEEN 
RECEIVED BY THE ECCB. 

3.7. 3AE PARA CNE: PHYSICAL INRASTRUCTURE HASBEEN BUILT AND IS BEING BUILT UNDER IPIP. NEW JOBS 
AN: NEW ETFORTS HAVE BEEN CREATED AND ARE BEING 
CREATE1. PROJECT OBJECTIVES ARE BEING ACHIEVED; THE 
P.AC, HOWEVER, HAS PEEN FAR BEHIND THAT ANTICIPATED. 
THAT IMPLEMENTATICN HAS NOT ALL BUT COME TO A HALT IS 
:VIENCED BY THE THREE SUBLOAN APPROVALS (USDOLS1.3 
MILLION, 10 PERCENT OF THE LOAN) OVER THE PAST THREE 
MONTHS. 

2. MISSICN MONITORING WAS ADEQUATE; THE AUDITOR MAY
 
FAIRLY OBSERVE THAT THE FROJECT MANAGER DID NOT
 
DOCUMENT HIS ACTIONS ADEQUATELY, BUT IS ON TENUOUS 
GROUNE IN QUESTIONING THE MISSION"S DECISION TO STAY 
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TE.CCURSF :N THE FACE Of SLOWER THAN PROJECTED EXHIBIT 4
I MPLZENTATION. Page 5 o[ 13
9. PARA THREE: IF LOCAL INVESTORS SPENDING THEIR
 
OWN TIME AND MONEY PREPARING SUPLOA&J PRCPCSALS 
IS

qCCEPTED AS PRIMA FACIE EVIDENCE Or DEMAND FOR IPIP
 
INANCING, kl SEE SUBSTANTIAL CURRENT DEMAND
 

INCLUDING 
NOT ONLY THE TWO LARGE SUBPROJECTS WHICH
 
MAY COMMIT POLS2.0 MILLION OF LOAN FUNDS THIS WINTER
 
AND MIGHT EVENTUAILY CALL FOR FINANCING OVER AND

ABOVE 
 ITIP, BUT ALSO A STREAM OF SMALL PROPOSALS 
SUGGESTING THAT 
INTEREST IS BEGINNING TO SPREAD
 
TERCUGE THE MIDDLE LEVEL OF LOCAL BUSINESS

COMUNITIFS. THIS LATTER DEVELOPMENT PROMISES A
 
FAVORABLE ENHANCEMENT OF THE LOCAL POLITICAL IMPACT
 
CF IPIP, WHICH NOW IS BEGINNING TO BE VIEWED AS A

PRCJECT FOR WEST 
INDIANS (INSTEAD OF ANOTHER PROJECT
 
FOCR CCNSUITANTS AND RICH FOREIGNERS). THIS
 
SERFNLIPITOUS TURN WAS NOT ENVISIONED IN 
THE ORIGINAL

PROJECT DESIGN, WHICH INTENDED TO 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
 
EVOLUTION, WFEREFY UNFOLrING EVENTS WITHIN THE

PROJECT SUGGEST DISIGN CHANGE, UNDERLINES THE
 
EFFECTIVENESS OF A MANAGEMENT STYLE ALLOWING
 
SPONTANEITY IN THE PLAY CF 
EVENTS WORKING TOWARDS
 
EFIECTIVE PROJECT IMPLEMENTATION, RATHER THAN
 
IMPATIENTLY DEMANDING ADHERENCE TO 
A RIGID PLAN AND
 
TIMETA F E.
 

10. THERE IS ALSO LIFE ON 
THE FOREIGN INVESTOR
 
FRONT. ALTHOUGH MACRO-ECONOMIC INDICATORS 
FOR THE

REGION ARE GENERALLY WORSE THAN WHEN IPIP 
BEGAN, 
SEVERAL FACTORS SPECIFICALLY AFFECTING IPIP'S
EtCNOClC ENVIRONMENT ARE IMPROVING. LOCAL PRODUCERS

AND INTRAREGIO!;AL EXPORTERS HAVE ADJUSTED TO THE
MAFO,T RESTRICTIONS IN JAMAICA AND TRINIDAD AND ARE
 
BEGINNING TO LOOK WITH 
 INTEREST AT OPPORTUNITIES IN
TEE U.S. AND JOINT VENTURES WITH U.S. FIRMS. 
 A LARGE

DATA FROCESSING INVESTMENT HAS RECENTLY BEEN MADE INMONTSFRBAT, WHILE U.S. INVESTORS IN THIS INDUSTRY ARE 
IN !ISCUSSOCNS IN ANTIGUA AND ST. LUCIA. THE VERY

LARGE INDUSTRIAL ESTATE PLANNED IN ST. VINCENT WILL 
HOUSE U.S. FIRMS IN DATA PROCESSING AND MEDICAL
 
MANUFACTURING, WITH THE U.S. PARTNERS IN THE ESTATE
 
?RPINGING THEIR OWN OPERATIONS IN AS STARTEPS. LAST
 
MONTE ANOTHER WHITE HOUSE S 
z:NSOR.D INVESTOR MISSION 
VISTTEE GREF,ADA, INCREASING ThE PRESSURE THERE FOR.I OF 
SIGNS OF INCREASING INTEREST ON THE PART OF FOREIGN 
:S WEll AS LOCAL INVESTORS; AND THE FILLIP OF WHITE

HUSE INT-REET !N 

RCT CN FACTCRY SPACE. IN SUM, THERE ARE 

LOCA.TING U.S. MANUFACTURERS IN 
".ENALA ADDS A NEW DIMENSION TO THE DESIRABILITY OF


TNTINUING IPIP AND THE CONSTRUCTION OF THE 600,000
 
,UAPE FEET ORIGINALLY PLANNED.
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:1. WHILE ANY EEOBLIGATION AT THIS TIME SEEMS .XIIBIT 4PRECIITATE, THE SELECTICN OF A SPECIFIC FIGURE P,,ge 6 of 13SUGGESTS THAT THE AUDITOR MAY HAVE 
FALLEN INTO THE
DEMAND-ESTIMATING TRAP THE MISSiCN FELL INTO TWOYEARS AGO. 
 IN REACHING ITS 
19P4 DEMAND ESTIMATES THE

M:SSICN CAREFULLY FOLLOWED THE CUSTOMARY AID
PROCEDURE OF BRINGING IN 
EXPERT ADVISORS AND DRAWING
ON THEIR RESEARCH AND RECOMMENDATIONS 
IN DESIGNING

TEF PROJECT. THE PP DEVELCPMENT PROCESS TCOC OVERYEAR, AND WAS ASSISTED BY RECOGNIZED EXPERTS IN 

A 

INiEST ENT PROMOTION AND IN THE BUSINESS OF SETTINGUP AND RUNNING INDUSTRIAL PARKS. THE AUDITOR,
HOWEVER, ON THE BASIS OF NINE WEEKS WOPK, INCLUDING 
VISITS TO ONLY THREE OF THE SIX PARTICIPATING
ISAN]ES, RECOMMENDS THAT THE LOAN SIZE BE DOLS6.1,M!LLIC:j, A FIGURE CARRYING WITH IT AN IMPLIED DEMAND
R300000 SUARE FEET 
-F FACTORY SPACE AND NO
GIRE. THIS ,IVES NO CONSIDERATION 
TO THE LONGER TERM
PLANS OF THE INVESTORS LAYING 
DOWN THESE 300,000


SCUARE FEET, OR 
TO THE PLANS OF OTHER INVESTORS IN
THE WINGS, ESPECIALLY THE NUMEROUS 
LOCAL INVESTORS WE
NOW ARE BEGINNING TO SEE. IT BEWOULD SELF-DEFEATING
FOR AID TO CUT OFF ASSISTANCE TO A P2OJECT WHICF HASRECENTLY TAKE'4 HOLD; WHICH IS CE'JTRAL TO THE NEEDS OF 

UNCLASSIFIED BRIDGETOWN 007579/03
 



UNCLASSIFIED BRIDGETOWN 70?79/04
 

?EF REGION AND TC CUR PRIVATE SECTOR STRATEGY; AND EXHIIBIT 4 
,EICE CULD THEN BE UNDERFUNDED, RATHER THAN Page 7 of 13 
zUFFERING FROM SLOW IMPLEMENTATION. WE DO NOT SEE A 
)USTAiNABLE RATIONALE FOR A ?EDUCTION OF THE LOAN BY 
CZsc.2 MILLION OR BY ANY OTHER FIGURE AT THIS TIME. 
, THE 1S84 INTERVIEWS CF BUSINESSMEN AND BANKERS 
.EARING TO OUR ORIGINAL DEMAND ESTIMATES THE 
:SCNrENTS ARF ASSUMED TO HAVE ANSWERED IN GOODAITE; BUT, AS 
NOW SEEMS CLEAR, THEIR PEACTIONS AT
 
'HF TIME REFLECTED THEIR SITUATIONS AT THE TIME. 
INCE THEN INTEREST RATES HAVE DROPPED, THEIR 
CW-C CT lENDABLE RESERVES HAVE RISEN, BUSINESS 
ONrITICNS HAVE WORSENED, AND THE CLIMATE FOR IPIP IS 
'T AS FAVCRAILE AS IT WAS. NEVERTHELESS THERE HAVE 
LEN SEVERAL SU.PROJECTS BROUGHT TO THE POINT OF 
INANCNG, AND BOTH THE MISSION AND THE ECCB HAVE
 
FEN EECENTLY PEMUSED BY THE APPEARANCE OF NEW AND 
NEXFECTE CANDIDATES FROM THE MIDDLE-LEVEL OF LOCAL 
USINESS COMMUNITIES. FOR THE FIRST TIME A PATTERN 
F INVESTOR INTEREST AND BANKER RESPONSE IS 
EVELCFING IN REALITY, RATHER THAN IN PROJECTION, AND
 
T MAY IE POSSIBLE WITHIN THE NEXT SIX TO TWELVE
 
'ONTHS TC ESTABLISH AN EMPIRICAL BASE UPON WHICH TO
 
STIXPTE THE DEMAND FOR IPIP THEREAFTER. NOW IS NOT
 
EF TIME FOR SUCH A DECISION.
 

2. FAGE 7. PARA TWO: MISSION MANAGEMENT OF THIS 
RCJECT FEATURES PROMOTIONAL AND END-USE VISITS BY 
EE RDC/C PROJECT MANAGER AND HIS ECCB COUNTERPART, 
ND 	THE MAINTENANCE !Y THEM OF AN INFORMAL NETWORK 
:TWEEN TEE ECCl, RDO/C, THE COMMERCIAl, BANK 
ANAGERS, LOCAL AND FOREIGN BUSINESSMEN INTERESTED IN 
OIES AS CWNERS OR TENANTS , PDAP AND THE NATIONAL 

N-ESTVE T PROMOTION OFFICES, FREE 7ONE AUTHORITY 
ERVICFS, AND CONSULTING ENGINEERS PARTNERSHIP. IT 
C1,L EE TFICULT TO FIND A MORE COMPREHENSIVE 
YSTF' CF INPUT AND FEEDSACK, OR A MANAGEMENT 
F.ROACE -ETTER SUITED TC FRINGING A NEW CONCEPT TO A
 
ROUP OF SMALL, ISOLATED, TRADITION-POUND,
CNSFEVATIVE TUS, ES 

T bINESS COMMUNITIES. TIhOUGHOUT THIS
 
iC-YEAR PERIOD OF PROjECT INTRODUCTION AND
 
U!PRCJECT FALSE STARTS MISSION MANAGEMENT WAS KEPT
 
UILY "NFCRMFD, AND ACCEPTED THE NEED FOR PATIENCE 
ND FERSEVERANCE DESPITE THE TIMETAFLE LAID OUT IN 
HE P'. TFERE IS ALWAYS ROOM FOR MORE CAREFUL 
ANAGE ELNT AND BETTER CONTROL OF COMMODITIES; PUT THE 
ISSICN'S PERFORMANCE IN THITS RESPECT WAS 
'UBSTANTIALIT FETTER THAN THE DOCUMENTATION INDICATES 

A SITUATION, UNFORTUNATELY, THAT BY DEFINITION WE
iNiNOT OCUMENT. FOR FYB7 THE MISSION HAS ASSIGNED 

ORE Dr STAFF TIME TO IPIP AS PART OF THE OVERALL 
';LA.R3MENT OF TEE PRIVATE SECTOR DIVISION. 

Z. PAGE Z". PARA T"REE: RFPFATS EARLIER TEXT. 

PAGE 4. PARA TWO: NOTES CORRECTLY THAT THIS 
f,.CT WILL TAKE LONGER THAN PLANNED. THE POTENTIAL 
iMAND FIGURE SUBSTANTIALLY EXCEEDS 180,000 SQUARE 
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-EET, BUT AS IN ALL CCMMEACIAL AND INDUSTRIAL REA,. EXIIIBIT 4ESTATE THERE WILL BE UNUTILIZED SPACE FROM TIME TO ' 8 of 13 
TIME DESPITE THE LCNG TERM TRENL,;S IN DEMAND AND 
CCNSTRUCTIOIN. THIS IS ILLUSTA'2ED IN ST. LUCIA AND 
ANTTGUA, LOCALES OF THE PHOTOGRAPHS IN EXHIBIT I. IN 
ANTIUJA THE 2, 000 SQUARE FEET PLANT SHOWN IS HALF 
OCCUPIED PT A GARMENT MANUFACTURER, WITH ANOTHER
£, , F7-7 CCMMI7TED TO AN ELECTRONICS ASSEMBLY SHOP 
AIAITING G'iVERENT CLEAPAICES , AND THE !EST FULLT 
US BY CAGE ENTERPRISES (ANTIGUA'S LARGEST 
CONSTRUCTION CONTRACTOR, OWNER OF THE SHELL) FOR A 
WORKSHOP AND STORAGE. 
THERE IS NO VACANT SPACE ON 
THE ISLAND, AND CAGE IS BUILDING ANOTHER 20,000 
SCUARE FEET WITH CFSC FUNDS. IN ST. LUCIA IN VIEUX 
FCT (AL: GOVERNMENT SPACE) AFTER BUILDING 76,000
SQUARE FEET OVER THE PAST YEAR THERE ARE 50,000 
SCUARE FEET UNOCCUPIED, OF WHICH MA2STEN MILLS HAD 
HALF; 'WILE IN CASTRIES (ALL PRIVATE SPACE) THERE IS 
DEMAND, NC SPACE, AND THREE IPIP SUBP.1CJECTS UNDER 

-E~IELCP M .EN . THE SITUATION IN ST. LUCIA EXEMPLIFIES 
THE DI7FICUL,.TY THE PJBLIC SECTCR HAS IN READING AND 
R ESFCNDING TO MARKETS. A KEY ELEMENT IN THE RATIONALT 

IPIp. UNCLASSl 
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10. PAGE 5. EXTENDS EARLIER TEXT. 
 EXHIBIT 4 
Pa ge 9-T 1"' 

1E. PAGE 6. PARA TWO-THREE: IN CONSIDERING THE 
GOVERNMENT SUSIDIZED COMPETITION ISSUE FZAS 
VCNSUITANTS REPCRTED THAT IN 
THEIR EXPERIENCE
 
7LSEWHERE IUSINESSMEN WERE WILLING TO PAY 
A PREMIUM
 
FCR BETTER OPERATED SPACE, AND THAT THE COST OF
 
RNTING SPACE WAS 
A MINOR CONSIDERATION IN THEIR
 
OVERA.LL DECISION WHETHER TO LOCATE 
IN A GIVEN PLACE.

HERE THIS SUBSIDIZED COMPETITION WAS NOT EXPECTED TO
 
Py FATAL TO PRIVATE VENTURES, AND HAS BEEN SHOWN NOT
 
TC BE. PARA THREE OMITS THE OUALIFIER IN THE
 
ACKNOWLEDGEMENT ON 
PAGE 3 OF THE PP THAT QUOTE

PEIVA7E INDUSTPIAL ESTATE FEASIBILITY IN THE REGION
 
IS DEPENDENT UPCN SEVERAL FACTORS, 
INCLUDING A
 
REDUCTION OF SUBSIDIZATION... UNQUOTE, AND THEREBY
 
GVES MORE WEIGHT TO THE SUBSIDY PROBLEM THAN OUR PP
 
CR SUPSEQUENT EVENTS JUSTIFY.
 

17. PAGE 6. PARA FOUR: IPIP SUBLOANS ARE FOR TEN
 
TEARS, LONG-TERM IN 
THIS PART OF THE WORLD.
 
I. FAGE 7. 
PARA TWO: THE PP IS INCONSISTENT ON
 
TEE QUESTION OF SUBLOAN SECURITY, STATING BOTH THAT
 
IT IS EXPECTED TEAT THE COMPLETED FACTORY WILL SERVE
 
AS ADEOUATE COLLATERAL, 
AND THAT ALL SUBLOANS WILL BE
 
3ECURED TO TEE IANKS" SATISFACTION. THE LOAN
 
AGREEENT IS CLEAR, HOWEVER: PAGE 3 OF ANNEX 1
 
STATES QUOTE SUKLOANS WILL BE SECURED TO THE
 
EATISFACTICN CF THE CCMMERCIAL BANKS... 
UNQUOTE.

OCUITY IS THE INVESTORS INVESTMENT (USUALLY CASH AND
 
AND) iN THE SUIPRCJECT; COLLATERAL IS 
WHATEVER THE
 
SANK TAKES A LIEN ON TO SECURE ITS LOAN. OUR
 
E£PECTAIION WAS THAT BANKS 
WOULD DEMAND ONLY 20
PERCFNT EQUITY, AND THAT THE CCMPLETED SHELLS WOULD 
5ATISFY THEIR RECUIREMENT FOR COLLATERAL. THE FIRST
 
:PIP SUBLOAN, MArE BY THE BARCLATS BRANCH IN 
ANTIGUA,

F&TUREI A 40 PERCENT EQUITY CONTRIBUTION (ALL IN
 
0AN)PLUS A CCILATERAL CCVER ESTIMATED AT SEVERAL
 

rMES TEE FACE VALUE OF THE CREDIT. THE NEXT TWO
 
;UMLOANS IN ANTIGUA, MADE IY THE 
INDIGENOUS ANTIGUA
 
"OMMERCIAL BANK, CALL FO 30 PERCENT EOUIFY (HALY IN
 
!ASH) AND ONLY TEE COMPLETED BUILDING AS COLLATERAL.
 
'HESE LITTER.TERMS ARE CLOSE TO OUR EXPECTATIONS; AND
 
0.FE ECEPTICNALLY LIBERAL IN 
THIS REGION. IN OUR
 
.FLESIGNEr PROJECT WE HOPE TO SEE OTHER BANKS FOLLOW
 
01S FAMPLE.
 

P. PAGE 6. PARA TWO. THERE IS NO INTERNAL RDO/C

'YM.CRANDUM DATED FEBRUARY 21, 19S8. WE SURMISE THE

:.T0 REVIEWED THE P.OJECT MANAGER S WORKING FILE,
 

FICH CONTAINS AMONG 
OTHER JOTTINGS AN UNTITLED,

1A0RESSED, UNSIGNED, AND UNDISTRIBUTED NOTATION
 
CORRECTLY QUOTED) AS 
TO IPIP'S PROSPECTS THROUGH THE
 
987 TACD. TEE SAME FOLDER ALSO HOLDS COPIES OF
 

.VER.ALO- TEE QUICK, INFORMAL NOTES ON
 
YPliviNTATION MATTERS THE PROJECT MANAGER DID
 
IZTE:PUTY, lUT WHICH ESCAPED ATTENTICN.
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20. FAGE 9. FARA TWO: THE ENGINEERING CONSULTANT LXI-.n'rL' 4 
WAS UNABTLE TO MONITOR THE FIRST CONSTRUCTION BECAUSE rlagt 10 of 13 
THE INVESTOR, OFERATING o ; BRI]G2 FINANCING IN 
ANTICIPATICN OF AN IPIP CREEIT, HAD HIS CONSTRUCTICN 
LAR ELY COMPLETED BEFORE THE MISS:ON COULD CONTRACT 
THE ENGINEERTNG CONSULTANT IN COMPLIANCE WITH AID 

~?E "LATN S. 'THE MISSION RECOGNIZED THE IMPORTANCE 
CF GITTING THiE FI.RST SUBPROJECT UNDERWAY, A CRUCIAL 

CF THF EFFORT TO GAIN ACCEPTANCE FOR IPIP IN THE 
! A~JD USE TS CW. ENGINERI STAFF AND THE 

FCa 3ROJECT ADVISC? IN LIEU OF THE CONSULTANT ON A 
NT:'-IE AS . WHEN THE CONSULTANT ARRIVED HE WAS 

'4CT AlLOWED TO DIG UNDERNEATH THE COMPLETED BUILDING; 
HENCE HIS CAUTIOUS MESSAGE REGARDING THE 
IDN FASTPRUCTURE. 

21. PAGE 10. THIS PAGE CCRRECTLY DESCRIBES THE 
CONFLICT BET'*EEN THE IPIP PIPELINE AND A 1987 PACD. 
THE FINAL RPCRT MIGHT CCNSIDER ARGUMENTS FOR AN 

, T-"ASICN CF THE PACD AS WELL AS THOSE FOR 
:EO?LIGATION. 
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22. A lA12. EXHIFIT I. THE TCP PCTC SHOULD FEe 
T!TLEl: PUIBLIC SPACE - UNOCCUPIED. THE POTTOM PHOTO Lag--
SUOULr FE TITLED: IFIP SPACE . JCCUFIFL.
 
I3. COMMENTS ON RECOMMENDATIONS: PFSPITE THE
 

,NFOREATION OFFERF, DURING YOUR JULY 21 EXIT 
I TER VIEW AND CUR FOLLOW-UP MEMO OF AUGUST 6 THERE 
FAVE FBiEN ONlY MINOR EDITORIAL CHANGES IN THE DRAFT
 
iEFOOMENDAT IONS 
AS SET O'!T IN THE RAFS. WE REALIZE
 
T.ATC. COMME.NTS AND I NTERPR ETATIONS OF COURSE ARE 
', tIN.LNG ON Y0U', IUT WF RESPECTFULI Y AGAIN OFFER
 

AN COINION WE HOLD STRCNGLY: PUTIIC SPACE RENTAL
 
"ATFS SUDUlr ?I A MATTER OF POlICY DIALOGUE AND
 
:,.... PYBF, FUT ...T INCREASES WILL COME SLOW Y, AND
 
CAi NINO SUCH ASSURANCE5 CANNOT FF EXPECTED WITHIN
 
T. TI FRA'- C- AN AU1T RECOMMENDATION. 
r: .C"NPATI.....N F-II HOULD EE .ECAST TO REFLECT
 

2'. THE STATUS OF OUR RESPONSE TO THE 
?COM>ENIDATICNS IN THEIR PRESENT FORMULATION IS AS
 
CILOWS: RFC (A): AUTHORITY TO DEO/W/EO IS VESTED
 

IN 7-AC THE MISSION HAS DECOF AUTII.OTY, BUT DOES NOT 
EAV 1 A SOUND RAMIONALE FC? SIMPLY Di;OLIGATING FUNDS
 
AT THIS TIME. F PROPOSE TO DEAL WITH THE NEXT
 
ECO,,"END.TION FIRST, AND THEN RETURN TC THE
 

TECTLIGATION ISSUE. ,EC (I): THE MISSION IS IN
NFOC~ATIACNS WIlE TEH ECCCF AND IS CONSULTING 
WITH
 
C,^MERCIAL TANKS AND PROSPECTIVE INVESTORS TO COMPOSE
 
A REP77 -GN WHICH WILL: INPANCE T1E ATTRACTIVENESS OF 
FVT TO COMMERCIAL PANKS AND PRIVATEAL RU..Z OF S T-1TC INVESTOES,l"


TTEE PACE OF .ENDING AND CONS;TRUCTION; 
AN ATE EMIRICAL, DATA FOR A Di"IS ION AS TO THE
""T"MAT' TyESPAN ANT, LCAN SI tF , "'H S pRlI CT
 
TEEF l' "G', EXFPCISE ANY LOAN AMENDMENT SHOULD iE 
\r," TL THIS g . TH EOF/RECj (OR SIMPLE LEOE) 
--I ,n' AiC'L. P MADE FY SEPTEMIFEF I9PP7. EEC (C): 
T.S BECOM.C NDATION "OULl, REP}EAT THE GUIDANCE 
S'JPELI]E IN OUR FAND!.DOCKF. OUR STAFF IS AWARE OF 
Ill7S GUIDANCE. WE SEF NC VALUE IN GRATUITOUS MISSION 
CRI ERS. CUB PROJFCT MANAGER WAS ON TOP OF THE 
FF.:ICT AT ALL TIMES, AND THROUGH ORAL PRIEFINGS AND 
CU: CE INFO.Y.L NOTES HE KEPT MISSION MANAGEMENT 
AV SF:. THE MISSION ACCEPTED AND CONTINUES TOACCEPT "'c AFP!OAC'R.t %-1O OF ALLOWIN' TIE FOR THE IPIPTH1.I
 
FPROCESS TC WCRK. THERE 'WAS NO NEED TO OCCUPY TYPISTS 
!.ND rILES WTP YEMOS REPEATI NG OUR INTENTION TO DO 

AT FROFeSr' IN THE PP TO DO, AND WERE INAI 

..A CT,C N,: Ct,-YIN, CIT IPIP AS D SINED. AGAIN WE 

.FEiETATMENT OP BECOMNDATION WE,,-: SUGYGEST 
TTY.. V. TWO RTOMMENIATION? WITH- . T I-F FlD 9THE FIRST TO VECJj

RitE 1Y THiE !?, CF THIS CY, AND 7TEF S"ECONI 'Y THY 
E'L -.:Y PRECOMM NPATION NO. 1: TE MISSION 
2E'L ITPFEPAR FC]OCE AiI/W APPOVAL . P}OJECT AMENDMENT 
A .TECZRNG CHANGES IN PPOJECT L-ESION To lETTER MEET 

EE PROJECT GOAL AN? PUR-OS:, TO IM!)ROVY TEE PACE 0' 
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PROJECT IPLZMENTATION, AND TO ESTABLISH WITHIN 
ONE EXHIBIT 4
 
YEAR A DATA EASE ADEQUATE TO SUPPORT A DECISION AS TO Page 12 of 13
 
THE PROJECT'S 
ULTIMPTE TEEM AND SIZE. RECOMMENDATION
 
NC. 2: 3Y SEPTEMBER z, 1997 THE MISSION SHOULD
 
REPRCGRAN CR RETURN TO THE U.S. 
TREASURY ALL LOAN
 

.)DSWHICH 'ILL NOT BE USED Bf A PACD TO BE NO LATER) SES PT E ,2--R 530, 19 29 .
 
IA7 OF SERVATIONS. AP THE REQUEST OF MR.
 

T TE WE APPEND1 A COMMENT INTENDED TO BE HELPFUL IN
7U"URE AIU S OF PRIVATE SECTOR PROJECTS. TWO OF THE
DOCUMENTS ON WHICH THE AUDITOR IS OBLIGED TO RELY 
DESFRVE LFS3 CREDENCE: THE PROJECT PAPER AND DEMAND 
STUDIES. 

27. T7E PROJECT PAPER. PERHAPS THE MAJOR PROBLEM
 
CONFRCNTI1NG T3E AUDITCR IN THiS ASS IGNMENT WAS THE 
PACE AND EXTENT OF CHANGE IN THE PROJECT SETTING,
AZ.S3UMFTIONS, ANT METfODS DURING THE TWO YEARS SINCE 
ITS AUTHCRIZATICN. IN THE DEVELOPMENT OF PUBLIC 
SECTCR INFRASTRUCTURE PROJECTS AID ASSUMES rHAT TRIED 
AND TRUE CONSTRUCTION AND FINANCING METHODS WILL WORK 
AGAIN, AND THAT ALL THE PLAYERS HAVE BEEN IDENTIFIED 
AN ,ILL CARRY OUT THEIR AGREED ROLES. THE PP 
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DESCRIBES OR PREDICTS THE PLAYERS, THEIR METHODS, THE EXHIBIT 4 

UNDERLYING ASSUMPTIONS (POLITICAL, SOCIAL, TECHNICAL, 11age 13 of 13 

ETC.) AND THE ESTIMATED COSTS AND BENEFITS OF THE 
PRCJECT. THE ENVIRONMENT CAN BE CONTROLLED. THE PP 
"IVES AN AUDITOR A FAIRLY CLEAR PICTURE OF WHAT WAS 
.0 FAFPEN AND HOW TO APPRAISE PROJECT EXECUTION AND 
RESULTS. IT GENERALLY FOLDS UP THROUGHOUT THE 
IMPLFEENTATION PERIOD. PRIVATE SECTOR PROJECTS, 
HOWEVER, (PERATE IN CHANGING ENVIRONMENTS AND RESPOND 
RAPIDLY TO THEM, SO THAT BY THE TIME OF THE AUDIT 
MUCH CF THE INITIAL PICTURE HAS CHANGED, UNFORSEENS 
,HAVE ENTERED, AND AN AUDITOR WORKING FROM THE PP HAS 
?EEN GIVEN A FIXED-PLACE GUN AND A MOVING TARGET. 
-TEE PP PROCESS DOES NOT ACCEPT THE FLETIBILITT AND 
,UNPREl'ICTABILITT WHICH PERMEATE PRIVATE SECTOR 
PROJECTS. WITHCUT AN ACCURATE UNDERSTANDING OF A 
PRCJFCT'S CURRENT SITUATION AND PROSPECTS, ANT 
AFPRAISAL CF ITS IMPLEMENTATION AND EFFECTS WILL BE 
HAMPERED IT OLESOLETE CRITERIA. 

28. DEMAND STUDIES. THE DECISIONS AND ACTIONS OF 
TUSINFSSMFN AND BANKERS ARE PRAGMATIC, AND REFLECT 
CHArJGING CONDITIONS. ONE LESSON FROM OUR 1983-84 
ARRAY OF ,ESEARCH, IW'TElVIEWS, STUDIES, AND SURVEYS 
OF DEMAND FOR IPIP IS THAT THE PREDICTIONS BY 
BUSINESSMEN AND PANKEPS OF TFEIR OWN BEHAVIOUR WERE 
SIrPLY ANALOGS TO THEIR EXPECTATIONS OF 
INTERNATICNAL CCNDITICNS, INTEREST RATES, CASH 
POSITIDNS, AND ALL THE OTHER FACTORS MAKING UP EACH 

INrIVIDUAL'S BUSINESS ENVIRONMErT. IT IS NARD To 
'CRECAST THESE THINGS. THE PERFORMANCE OF TEE HORDVE 
OF CONFLICTING ECONOMISTS FOUND IN THE GOVERNMENT AND 
WALL STEET ILLUSTRATES THE DIFFICULTY OF PREDICTION; 
A BASIC PRINCIPLE AMONG PRACTITIONERS IS -- IF YOU 
ARE GCING TO MAKE PREDICTIONS, MAKE A LOT OF THEM. 
TEE AID PROJECT DEVELOPMENT PROCESS RECUIRES 
PREDICTIONS, SUCH AS DEMAND PROJECTIONS, 1UT ALLOWS 
ONLY ONE PER FROJECT. SECTION E11 AND THE DAEC DO 
NOT ACCOMMODATE UNCERTAINTY, AND LATER E ARE 
DISAPPOINTED AT THE TRUTH. CARPENTER 
IT 
47579 
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