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H. EVALUATION ABSTRACT (do not exceed the space provided) --.--
The Trafalgar Development Bank (TDB) is the implementing agency
for 
the Private Development Bank Project which began in 1984 for
the purpose of 
providing medium and long term project financing to
a 	wide range of Jamaican private sector enterprises in order to
accelerate economic development, production, export earnings and
job creation. 
 The TDB lends for agro-industry, tourism,
manufacturing and other productive business activities. 
 I 

It may
also utilize other flexible financial products, including direct
equity investment as market opportunities 
occur.
evaluation 	 This mid-term
was conducted to 
determine to what 
extent the
institution has achieved its original project goals and to
quantify TDB's 
success as 
a 	developmental financial
This evaluation also addressed the issues of 
institution.
 

viability as 	 current and future
well as the capability of 
staff, adequacy of 
internal
systems and the servicing of client financial requirements.
 

Methodology included examination of USAID and TDB documentation,interviews with TDB management, 'staff and clients, with the USAID

Project Advisor, and other financial institutions.
 
Major Findings and Conclusions
TDB has met and, in 
some 
cases, exceeded many of 
the basic
project goals and assumptions.
-- Although the TDB appears to be in acceptable financial
condition for near 
term viability, its current cost structure
is too 
high compared to revenues, and significant strategic
changes either in 
its cost structure, and/or its 
revenue
structures must be undertaken to 
ensure longer
-- Client perceptions of 	

term viability.TDB are generally favorable 
, 	but
perceptions by other financial institutions were not
particularly strong.
 

I. EVALUATION COSTS 

Name1 EvaluamCon Team AffiliationN Contract Number R Contrac Cost 2R Source ofTDY Person Days TDY Cost (US$) FundsM.S. Brown International IQC: PDC- $14,794 PD&S Funds
R.L. Wacner Science &0 	 0000-1-00-TechnologyInstitute, Inc. 6134-00

Work Order 13 Account # 
532-9106Washington, D.C. 

2. 	 Mission/Office Professional 

Staff Person-Days (estimate) 3. B Profssionai
5 	 Staff Person.Days (estimate) 15 



-- 

-- 

PAGE 3
 

A.I.D. EVALUATION SUMMARY PART II 
J. 	SUMMARY OF EVALUATION FINDINGS, CONCLUSIONS AND RECOMMENDATIONS (Try not to exceed the 3 pages provided)Address the following Items: 

Purpose of actlvityges) evaluated * Principal recommendations
Purpose of evaluation and Methodology used * Lessons learned
 
Findings and conclusions (relate to questions)
 

Mission or Office: ...- I'lln ston Date this summary prepared: March 28/88 
Title and Date of Full Evaluation Report: Evaluation of Trafalgar Developrent Bank, Ltd. 

The Trafalgar Development Bank (TDB) is the implementing agency

for the Private Development Bank Project which began in 
1984 for
 
the purpose of providing medium and long 
term project financing to
 
a ;;de range of Jamaican private sector enterprises in order to
 
accelerate economic development, production, export earnings and
 
job creation. The TDB lends for agro-industry, tourism,
 
manufacturing and other productive business activities. 
 It may

also utilize other flexible financial products, including direct
 
equity investment as market opportunities occur. This mid-term
 
evaluation was conducted to determine to what 
extent the
 
institution has achieved its original project goals and 
to
 
quantify TDB's 
success as a developmental financial institution.
 
This evaluation also addressed the issues of 
current and future
 
viability as well as the capability of staff, adequacy of internal
 
systems and the servicing of client financial requirements.
 

Methodology
 

The primary 
sources of input for this evaluation include:
Written information provided by TDB and USAID/Jamaica, such as
 
client project files, proposed project turndown files, TDB
 
policy papers, financial statements, data sheets provided by

TDB, other internal reports 
to TDB, and the original project
 
proposal and project paper.
 
Extensive interviews with TDB management and staff, 
the USAID
 
project advisor, other USAID 
staff, TDB clients (including
 
visits to specific project sites) and other financial
 
institutions in 
Jamaica including commercial banks, Government
 
institutions, and a merchant bank.
 

Major 	Findings and Conclusions
 

As of April 1987, TDB had approved 38 of 220 project proposals
 
received. Total loan approvals (some including equity

participation) stood 
at J053.8 millionl/ with actual
 
disbursements of J030.5 million. 
 Equity investments totalled
 
J0l,300,000 of which J0800,000 was 
disbursed.
 

1/ US0l.00 = approx. J05.50)
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TDB has met and, in some cases, exceeded many of 
the basic project
goals and assumptions. 
TDB is extending credit to 
a wide variety
of private sector enterprises which are positive foreign exchange
earners and creators of new employment. 
Over US070 million in
foreign exchange earnings and over 2000 
new jobs are projected
over 
the life of existing TDB loans. 
 TDB also appears to be a
limited but effective force in the local market as 
it provides
credit to new ventures which is not otherwise available from
traditional Jamaican financiil institutions. 
However, performance
projections based on 
low cost (5%) financing from USAID 
are seen
as being compromised by a number of 
issues including:
 

(a) The high internal cost of extending credit;

(b) The high local cost of funds rates
(c) The need for TDB to further define its market niche and
actively pursue credits and other financial services;
 

Clients perceptions of TDB are generally favorable , indicating
that availability of 
long term credit for developmental projects
at 
reasonable rates and terms, with the additional possibility of
equity being available, were primary 
reasons for choosing TDB.
Negative comments 
related to slowness in appraisals and approvals,
and apparent lack of flexibility (in eyes of clients) when cash
flow problems 
arose within a project. Perceptions of other
financial institutions were not particularly strong, indicating
lack of knowledge about the goals of TDB and the methods employed
a
 

by the bank. Some financial institutions view TDB as 
direct

competition.
 

Financial Statements for April 30, 
1987, as well as the projected
income statements, show TDB to be in acceptable financial
condition in terms of TDB's ability to continue to function as
expected for the near tera at least. 
 However, the analysis of the
current status, and the future financial projections show that
has a cost structure which is entirely too high for the revenues
M1B
 

it takes in. 
Without the continued availability of inexpensive
USAID funds as 
its base for loan funds, TDB will show weak
financial performance in the long 
term w th low rettirn for
shareholders. Significant strategic changes in its cost
structure, and/or its 
revenue structures, are necessary to assure
TDB is financially viable over 
the long term.
 

The TDB has recruited 
a strong professional staff which has 
a
positive approach to credit and the position of TDB in the market,
and the procedures used to appraise, approve and monitor projects
are very complete and thorough. However, TDB's level of past due
loans, as well as 
the inherent risk level and geographic
dispersion of its credits indicates that additional personnel are
required to properly monitor disbursed loans and equity
investments. 
 The Board of Directors and senior management are
facing a difficult crossroads in which the future viability and
long term profitability are at 
stake.
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Recommendations
 

- TDB should seek out all opportunities to increase revenues anddecrease costs as a percentage of average earning assets. (A
lists of possible tactics for accomplishing this 
are included
 
in the report.)
 

- Hire two additional, qualified persons for the Project
Analysis and Loan Administration Group. 

- TDB should focus on finding in-house solutions to hurdles
arising from AID 
regulations and/or standardized methods of
 
operations.
 

- USAID should review its own goals to resolve the apparent
dichotomy between the desire for TDB and similar institutions
 
to engender "development" where it does not presently exist,
while at the 
same time becoming viable and self sustaining

organizations without donor assistance.
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K. ATTACHMENTS (Ust attachments submitted with this Evaluation Summary; always attach copy of full 

evaluation repor 1 even If one was submitted earlier) 

Evaluation of Trafalgar Development Bank, Ltd., 
by Melville S. Brown
and Robert L. Wagner, International Science and Technology

Institute, Inc., Washington, D.C.; June 20, 
1987.
 

L COMMENTS BY MISSION, A]D/W OFFICE AND BORROWER/GRANTEE 

The Mission believes that the evaluation was well prepared and
provided many useful 
insights. 
 Many evaluation recommendations
have been adopted and others 
are part of on-going discussions with
 
the TDB.
 

TDB senior management reviewed the evaluation. The TDB has
commented that many of the suggestions have already been adopted
and changes undertaken to strengthen 
the bank's financial base.
In regard to long-term prospects, the TDB notes that, in 
the
initial stages, TDB confined itself primarily to appraising

"development type" proposals which have 
a high element of risk.
Currently, the bank 
is pursuing a mix of financing which includes
 
a reasonable portion of 
asset financing requiring less detailed
appraisal, and less cost. 
 The bank has also sought to strenghten
its earning base through the introduction of the fee generating

Technical Assistance Bureau 
and the introduction of lease
 
financing. 
 Indeed, these new facilities and techniques 
are
0 starting to 
show positive results in 
the bottom line.
 

0 

z 
0 

cn 
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EXECUTIVE SUMMARY 

EVALUATION OF TRAFALGAR DEVELOPMENT BANK, LTD. (TDB) 

BACKGROUND 

The data for this report was gathered over a two week period in Jamaica during
early June, 1987. 
 It is intended to be neither a financial audit nor a complete
management audit. 
 The overview it provides, however, should serve both USAID in
its desire to understand en organization it has helped to create, as 
 well as the
Board of Directors, management 
and staff of TDB as they attempt to cope with
strategies fcr the bank's future.
 

The primary sources of input to this report were written 
information provided by
the USAID Mission in 
Jamaica (including the original Project Paper from June,
1984), material of a financial, project 
 and policy nature provided by TDB, and
oral inputs from TDB management, staff and clients.
 

Trafalgar Development Bank organized 
during 1984 after
capitalization, began operations 
was 
in May, 1985. 

and initial
 
The broad mission and purpose of
TDB is to provide medium and 
long-term project financing to a wide range of
private, sector enterprises 
 in order to accelerate economic 
development,
production, 
export earnings and job creation. 
 TDB may also utilize other
flexible financial products, including direct 
 equity investment as market


opportunities occur.
 

TDB currently has a staff of 
sixteen people, twelve of whom are professionals.
Additionally there are two USAID funded technical consultants assigned to TDB.
 

PORTFOLIO DESCRIPTION
 

TDB had received approximately 220 project proposals as 
 of the end of April,
1987, and had approved loans, 
 equity investments 
or grants for 52 separate
projects (some had both loan and equity). 
 A breakdown of these is 
as follows:
 

o Loans:
 

-- 38 approved, 25 disbursed
 
-- Total approved J$52.6 million
 
-- Average loan size J$1.8 million
 
-- Largest 
loan J$3.5 million
 

Total loans disbursed (4/30/87) J$29.7 million
 

o Equity Investments:
 

-- 3 approved
 
Total approved J$1.300,000
 

-- Total Disbursed J$800,000
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PROJECT APPRAISAL/APPROVAL/MONITORING PROCEDURES
 

The procedures used to appraise, approve and monitor 
projects are very complete
and thorough. A typically complete analysis will examine 
corporate and
individual sponsors, description of proposed activities, 
management, markets,
sources 
 of inputs, production capability, equity capital and financing plans,
economic and social impact projections, financial projections, and collateral.
 

Projects with either a loan or equity component are analyzed and if acceptable,
recommended by 
the Project Appraisal staff and sent to an internal committee for
review and approval. 
 If a loan is above J$2 million, the request is further sent
to the Board of Directors for approval. Turndowns are generally for lack of
information or inability of the client to meet minimum project standards.
 

After Board approval, project implementation and 
monitoring responsibilities are
passed 
to the Loan Administration 
 area for 
 both loan and equity projects.
Projects are visited monthly 
during the implementation stage 
or more often if
there are problems of any sort. Payments which are over 90 days past due, and
any other serious problems receive the attention of the Managing Director, end

the Board of Directors.
 

PERCEPTIONS OF TDB
 

Client perceptions of TDB 
 are generally favorable, indicating that availability
of long term credit for developmental 
 projects at reasonable rates 
and loan
terms, with 
the additional possibility of 
equity being available were primary
reasons for choosing TDB. Negative comments related 
to slowness in appraisals
and approvals, 
and apparent lack of flexibility (in eyes of client) when cash
flow problems arose within a project.
 

Perceptions of other financial 
 institutions were particularly
not 
 strong,
indicating a lack of knowledge about the goals of TDB and the methods employed by
the bank. Some financial institutions view TDB as 
direct competition.
 

BASIC PROJECT ASSUMPTIONS
 

TDB is meeting its broad project assumptions 
 in the areas of developmental
lending but evolved
has away from 
the original project projections in two

significant areas:
 

o 
 TDB has been capital'ized at 
a much faster rate than originally assumed.
As of 4/30/87, paid-in capital totalled T$23.9 million.
 

o The outstanding loan portfolio has not expanded at 
the pace originally
planned and is currently at 
a level almost 40% lower than projected for

this stage of the bank's growth.
 

TDB has been closely involved with 
USAID since its inception and is currently
utilizing funds available from a USAID loan to 
 on-lend to its customers. This
source of funds has been established on concessionary terms which have helped TDB
 

N 
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to become profitable since 
 its first year of operation. The USAID funds are
extended to TDB at an annual interest rate of 5% which is approximately one-third
of the local market rate for time deposits.

TDB to on-lend these funds 

This low cost of funds should allow
and 
leverage the institution
developmental credits and still provide shareholders 
with high-risk
 

on their with an appropriate return
capital investment. A number of 
issues which compromise this basic
project assumption are discussed in the following evaluation, including:
 
a. 
 The high internal cost to extend 
credit as evidenced by 
the level of
administration 
and personnel expenses as 
 a percentage of average


earning assets.
 

b. 
 The rapid capitalization of TDB as compared to 
 the slower growth rate
in loan assets. 
 This has helped to 
 keep the shareholders return on
equity at a depressed level.
 

c. 
 The high local interest rates for 
 fixed bank deposits
approximately equal which are
to the loan rates charged by TDB for developmental

credits.
 

d. 
 The need for TDB to further define its market niche and actively pursue
credits 
 and other financial services which
performance ratios of the 
will increase the
bank through a combination of economies of
scale in terms of 
the time necessary to create a loan, 
the level of
interest and fee income available and the increase 
 in size of average


loans.
 

e. The recent 
 changes in USAID loan terms which, if truly problematical,
will cause TDB 
 to seek 
out alternative 
 credit sources which will
significantly increase the cost of funds for TDB.
 
Nonetheless, TDB has met and 
 in some cases, has exceeded many of the basic
project goals and assumptions. 
 TDB is extending credit
private sector enterprises which are 

to a wide variety of

positive foreign 
 exchange earners and
creators of new employment. 


2,000 rew 
Over US$70 million in foreign-exchange earnings and
jobs are projected over 
 the life of existing TDB loans. 
 TDB also
appears to be a limited but effective force 
in the
credit to new ventures which is 

local market as if provides
not otherwise available from traditional Jamaican
financial institutions.
 

FINANCIAL NALYSIS/FINANCIAL VIABILITY
 

The financial statements for 4/30/87, as well as 
the projected
calculated, show income statements
TDB to 
 be in acceptable financial condition in terms of TDB's
ability to continue to function as expected for the near term at least.
the analysis However,
of the current status, 
 and the
that TDB has a 
future financial projections show
cost structure 
which is entirely too high for
takes in. the revenues it
Without the continued availability of inexpensive (5%) USAID funds 
as
its base for loan funds, TDB will continue to show weak financial performance
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with an unacceptably low R.O.E. for shareholders. Without significant strategic

changes either 
in its cost structure, and or its revenue structures, TDB is not
 
financially viable over the longer term.
 

TDB has grown into a small but profitable financial institution in a relatively

short period. The bank has 
 recruited a strong professional staff which has a

positive approach to credit and the position of TDB in the market. 
 Nonetheless,

the Board of irectors and senior management of TDB are facing a difficult cross

roads in which the future viability and long term profitability are at stake.

Basically, the bank must expand 
its 	 lending base more quickly and more

efficiently to 
 increase revenues at a positive margin while facing inherently

high internal costs and increasing funding expenses. This will be a most
 
difficult task indeed.
 

CONCLUSIONS AND RECOMMENDATIONS
 

After slightly more than two years of operation, TDB is a properly functioning

private sector institution with very capable permanent staff, addressing some of

the real developmental financing needs of the Jamaican economy. 
 It offers

clients in a wide variety of 
business sectors a significant level of technical

assistance, loans and equity. Its relationship with USAID seems to be
 
functioning fairly well, and it has sufficient liquidity to continue to operate
 
in the near term.
 

However, as described in the financial analysis section the following
of

evaluation, TDB faces very 
serious long range problems which must be dealt with
 
as soon as possible. If it does not address these issues, it will not survive
 
without continual, long term assistance from donor organizations.
 

The key issues are:
 

1. 	 TDB's revenues are too low in comparison to the costs required to
 
generate those revenues. As a % of average earning assets, revenues
 
presently are 16.8%. Expenses total 12.7% of average earning assets,

showing that without the USAID loan assistance, TDB would be losing

money. Although hard and fast projections are difficult to make, it
 
seems clear that the situation will only be more acute in the future as
 
alternative funding sources are more expensive.
 

Recommendation:
 

TDB should seek out all opportunities to increase revenues and decrease
 
costs as a percentage of average earning assets. Among 
 the tactics
 
which TDB should fully explore to accomplish this are:
 

- charge fees for project design and implementation assistance.
 

charge higher interest rates on Inans and cumulative preference

share investments, to the extent that the market will allow.
 

- develop other interest or fee-based financial/services.
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place a reater proportion of in higher
assets 
 yielding
investmentskuch 
 as preference 
 shares with profit sharing

"kickers".
 

increase the average size of TDB loan and equity investments.
 

increase the relative proportion 
 of assets in investments
requiring little 
analysis and monitoring work, such as bank C/D's
or well collateralized loans to "blue chip" companies.
 

determine if TDB can utilize 
less costly analysis methods that
appear to 
 be used 'by other development finance companies in the
 
region.
 

require improved project proposals from clients, rather than
having TDB do feasibility and design analysis.
 

,nder no circumstances 
borrow funds for placing in loans and
equity investments unless all 
 costs for placing those funds are
not only covered by 
the revenues generated, but also sufficient
 extra revenues are generated to pay for interest.
 

2. TDB's level of past due loans as well 
 as the inherent risk level and
geographic dispersion of its credits 
 indicates 
 that additional
personnel are required to properly monitor 
disbursed loans 
 and equity

investments.
 

Recommendation:
 

Hire at least two additional, qualified persons for the Project
Analysis and Loan Administration Group. 
 In the meantime, consider
diverting one the
of junior members of the analysis staff to these
 
functions.
 

3. There is 
an apparent dichotomy between 
the desire for TDB and ike
institutions 
 to engender "development" where 
 it does not presently
exist, while at the time
same becoming 
viable and self-sustaining
organizations without donor assistance. As a privately owned company
which is organized to make a profit, there 
is a basic requirement for
the shareholders to realize a gain on 
their investments. 
 On the other
hand, the long term financial impact on the 
 entire economic community,
which comes about from the provision of good developmental loans and
services, is often over looked by shareholder groups.
 

Recommendation:
 

USAID should review its own goals 
and decide whether it is better to
have private development 
 finance institutions become self-sustaining
only by abandoning some or all of their developmental role, 
 or whether
it is more important that the 
 clients of those organizations become
viable and self-sustaining, 
even though that may mean that donor
assistance may be required for the development finance institutions for
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much longer periods of time. 
 It might also consider the importance of
 a development bank's influence on 
 the willingness of other private
sector 
 financial institutions 
 to be more aggressive in providing
financial services to new sponsors and/or new projects.
 

4. There is a stated perception among 
some members of staff, management
and the Board of Directors that TDB's primary 
problems relate to
restrictive regulations dnd bureaucratic inflexibility of USAID.
 

Recommendation:
 

TDB staff, management and Board members should focus on:
 

o elimination to 
 the extent possible of unnecessary hurdles arising
from USAID regulations and/or standardized methods of operation,
through provision to USAID of well conceived, formally documented
arguments which USAID Mission 
Management can 
 use to justify the
 
changes.
 

o Acceptance 
of that which cannot be changed, matched with the
realization that TDB's major 
problems (volume, margins, losses)
will never be resolved 
by looking to USAID for solutions. These
 
are problems requiring in-house resolution.
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TRAFALGAR DEVELOPMENT BANK, LTD.
 

Evaluation
 

Purpose
 

An evaluation of Trafalgar 
Development Bank, Ltd. (TDB) 
was conducted to
determine to what extent the institution has achieved its original 
project goals
and to quantify TDB's success as 
 a developmental

evaluation also addressed the issues of current and 	

financial institution. This
 
future viability as well as
the capability of staff, adequacy of internal systems and the servicing of client
financial requirements. The following report presents 
 the findings of this


evaluation.
 

Methodolozy
 

The primary sources of input for this evaluation include:
 

o written information such as 
 client project files, proposed project
turndown files, 
 TDB policy papers, financial statements, data sheets
provided 
by TDB, other internal reports to 
 TDB, and the original

project proposal (9/83).
 

o 
 extensive interviews with TDB management and 
staff, the USAID project
advisor, other 
USAID staff, TDB clients (including visits to specific
project sites) and other 
financial institutions 
 in Jamaica including
commercial banks, Government institutions, and a merchant bank.
 

EVALUATION FINDINGS
 

History
 

Trafalgar Development 
 Bank was organized during
capitalization, began operations in May 1985. 
1984 and after initial
 

The broad mission and purpose of
TDB is to provide medium and long-term project financing to a wide range of
private sector enterprises in order 
 to accelerate economic
production, export 	 development,
earnings 
 and job creation. TDB 
 may also utilize other
flexible financial products, including 
direct equity investment as market
opportunities occur.
 

Despite its development role 
 in the Jamaican economy, 
it is important to note
that TDB itself was established as a private sector company
investors as shareholders. 	 with private
TDB is expected to 
 earn a profit and to provide a
return to its investors while fulfilling its venture 
capital and developmental

mandate.
 

TDB's first full year 
 of operations

September 1986. 	

was for the period of October 1985 through
The company quickly
grew during
disbursed reached 	
this year as total loans
J$16.9 million and shareholders equity was increased 	to J$22.9
million. 
 This growth pattern was almost the reverse of original project
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assumptions as capitalization reached a level not projected until the fourth year
of operations 
 while loan outstandings were less than 50% of the level
 
anticipated.
 

Because most capital funds were invested in local deposit and 
stock instruments
for the greater part of the year, the bank reported gross income of J$4.4 million
for the period. Investment income accounted for 74% of
before taxes this total. Net profit
was reported at J$1.5 
million. The main rationale for this first
year profitability is the 
relatively high 
net return on investments funded by
shareholders' equity 
while the loan portfolio was expanding slowly.
investments was equal to Income from
P2.7% of average earning assets 
while loan interest
income was only 4.2% of average earning assets for the same period.
 

This is not an unusual pattern for 
a new bank although the rapid rate of
capitalization 
 in relation to the slower pace of loan 
growth caused the
institution to be overcapitalized and underleveraged 
at this stage of its
development. Additionally, the high internal 
cost of start up as well as
extension of development credits became 
the
 

apparent 
as total administra-tive,
personnel and operational expenses (including 
provision for loan losses) were
11.4% of 
average earning assets, while average earning assets were predominantly

in short term deposits and investments.
 

TDB's loan base did increase during 1986 to 
 a total of J$16.9 million. TDB
expanded and diversified its loan portfolio during the year while meeting several
of its basic project goals; i.e., credit extension to new companies in the
developmental sectors, 
 including tourism and agricultural exports. 
 57% of the
loan portfolio growth was directly financed 
through drawdowns under the USAID
credit facility with the balance funded by equity.
 

The USAID credit facility is extended 
at a 5% interest rate. During 1986, TDB
utilized J$9.7 million of 

Original project 

this line without borrowing from other creditors.
assumptions estimated that this facility would be drawn down as
loan disbursements would be J$22.5 million during the
As of September first year of operations.
30, 1986, loan disbursements were almost 57% behind project
designs in this area resulting in a debt to equity ratio of only 0.4:1.
 
1986 was also a formative year for the 
 bank in terms of staffing and personnel
development. 
 TDB hired the majority of its 
 existing professional and support
staff during early 1986 and the cost impact of this 
 overhead growth is apparent
in the bank's performance ratios. Despite the fact that 61% of earning assets
were in the form of loans as of 
year end, on an average basis 
 the majority of
TDB's liquidity was invested 
 in high yield deposits and stocks during the year.
These investments do not require the samne 
level of staff involvements as project
loans. Nevertheless, total 
 overhead 
expenses (including provision for loan
losses) were 11.4% of average earning assets. This high
expenses to ratio of overhead
average earning 
assets indicates two basic elemaents in TDB's growth

and business:
 

a. The bank increased its staffing levels at a faster 
pace than it
increased loan assets during the year. 
 This is a normal phenomenon for
a start-up financial institution and to the degree that TDB has hired
 



3
 

the core of its professional staff, the bank should be in a position to
 
process and book more bank assets in the future without greatly
 
increasing costs.
 

b. 	 The nature of TDB's loan portfolio is by definition highly labor
 
intensive. The type of loan assets created by TDB are generally high
 
risk in nature because most businesses to whom TDB has extended credit
 
are new ventures and the project appraisal system and loan
 
administration process require more staff involvement than the
 
portfolio of a traditional asset-based commercial bank.
 

The following table illustrates the financial result of Trafalgar's first year of
 

operations:
 

TDB - Income Statements
 

Revenue: 	 As a % of Average Earning Assets
 

Loan Interest Income 4.2
 
Investment Income (Deposits and Stocks) 12.7
 
Fee Income 1.0
 

Total Revenue 	 17.9
 

Expenses: 

Administrative/Operating Expenses 4.4 
Personnel/Managerial Expenses 5.0 
Provision for Bad Debt 2.0 
Interest Expense (USAID Loan) .8 

Total Expenses 12.2 

Surplus (Return on Average Earning Assets) 5.7
 

While a return on average earning assets of 5.7% can be considered as very
 
positive for a new financial institution, the weakness in this result can be seen
 
in TDB's over-dependence on a high return from investments in local deposits and
 
stocks. The actual earnings profile is not one of a mature development bank and
 
indicates that the bank must shift its earnings base towards risk assets; i.e.,
 
long-term loans. Significant growth in the loan assets portfolio would also
 
improve the shareholders' return on investment to the extent that TDB is able to
 
leverage the bank through increased cost efficient debt funding.
 

During 1986 the return to the shareholders on average equity (ROE) was 7.42%
 
which must be considered low in the Jamaican economy. This ROE level is a direct
 
result of the rapid increase in capitalization in relation to the slower pace of
 
growth in loan assets ftinded through debt. The leverage ratio (debt to equity)
 
was a minimal 0.4:1 for the year. At this leverage ratio, the ROE remains low
 
and the shareholders effectively have an alternative investment opportunity loss
 
as the local deposit rates currently average 16.5%. Also to the extent that the
 
local inflation rate exceeds 7.4%, they are suffering a loss in real terms as
 
well.
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Current Portfolio Analysis
 

The following analysis covers 
 TDB lending operations for the period of October
 
1986 through April 30, 1987.
 

TDB currently has 38 loans approved of which 25 loans 
have been actually booked
with loan disbursements. 
Not all of these 25 loans are fully disbursed. This is
because many projects have a high import content 
and actual loan disbursements
 are made as import letters of 
credit become payable, sometimes several months
after ordering capital equipment. Secondly, it is the policy of TDB 
 to disburse
loan proceeds based upon the actual 
 cash requirements of a project. 
 All loans
are considered term loans with specific 
drawdown provisions and not lines of
credit which 
could be accessed all at once. 
 The nature of the projects being
financed by TDB often calls for loan disbursements over a protracted period.
 

As of 4/30/87, total loan approvals (including equity participation) were J$53.8
million with actual disbursements 
 (including letter of credit obligations) of
J$30.5 million. Of these totals, the US$ component on the amount financed by

USAID funds was 70% and 62%, respectively.
 

The current 
 loan portfolio at TDB is divided among 30 companies in the following
sections. 
Several companies have more than one loan approved or disbursed.
 

No. of J$ Loan Loans
 
Companies Committed 
 Disbursed
 

Coffee 
 1 870,000 603,398
 
Ornamental
 
horticulture 
 4 6,177,925 5,289,694

Foliage 
 4 7,306,000 4,396,196

Data Entry 3 
 3,588.350 2,568,350

Garments 
 3 2,785,920 549,583

Tourism 
 3 6,383,000 6,320,614

Shipping/Fishing 2 
 3,481,500 3,480,637

Mfg/Processing 
 10 21,994,815 6,259,777


TOTALS 30 
 52,587,510 29,468,249
 

Currently 56% 
of all loans committed are disbursed. Six companies have loan
commitments totalling J$11.3 million and 21% of total loans have zero drawdown to
date. 
The average loan size (committed) is J$1.8 million, while the average loan

balance outstanding is J$982,000.
 

These figures reflect a significant gap 
 in timing between the loan approved
process and actual project implementation and disburuals. 
There appears to be an
average of a 90-day 
delay between the completion of the loan approval process
when a loan is actually committed to the borrower and project implementation when
loan proceeds begin to be disbursed. This is a function of staffing levels as
well as the type 
of credits pursued. The TDB staff necessarily spends
considerable time 
 and effort with the prospective borrower bringing the project
documents up to standard and 
 assisting in realizing 
 the project projections.
This time consuming involvement also impacts the percentage of average earning
assets which are utilized to pay overhead expenses.
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The total portfolio demonstrates an approximately equal mix 
of credits extended
to new ventures (start-up companies) and expansion or capital equipment purchases
for existing companies. Within the manufacturing/processing sector, however, the
loan volume mix is different:
 

Of the 10' manufacturing companies financed:
 

- 2 are new ventures with total loans committed of J$5.6 million.
 

- 3 are large established companies 
with loans totalling J$9.3
million. 
This represents 18% of the total loan portfolio.
 

75% of the funds committed in this sector are for 
plant expansion

or equipment purchases.
 

Appendix A attached 
gives a det iled breakdown of the status of TDB's loan
 
portfolio.
 

The loan portfolio is heavily weighted 
toward projects which designed to
generate net are
foreign exchange 
earnings through the export of Jamaican products.
These projects are scheduled to earn approximately US$70 million over the life of
the loans and to save an additional US$2.6 million in foreign exchange through
import substitution and/or increased local productivity and consumption.
period through April 1987, For the
TDB loan customers report direct foreign exchange
earnings of US$1.1 million and foreign exchange savings of US$1.5 million.
 
The projects financed by TDB also 
project 2,190
direct result new jobs to be created as a
of their business and 
their relationship with TDB. 
 There is of
course a portion of total project investment which is funded
which contributes to job creation as well. 

from owner's equity

It must be noted, however, that TDB
provides a crucial input, without which 
many projects may not 
be undertaken at
all. To date, 1,089 new 
jobs have reportedly been created. 
In this regard,
TDB's customers are only considering new 
permanent employment and not
work or construction work involved with the project. 

temporary

The relatively large number
of jobs created to 
 date in relation to the actual 
 loan outstandings--50% jobs
created vs. 
56% loan outstandings --
is partially explained by TDB's relationship
with the data entry and garment sectors. Unlike other projects where most jobs
would be 
created during the later stages of the projects' development, these two
industries are highly labor 
 intensive. Within the 
5 companies financed (3 in
data entry, 2 in garments), a *-tal of 692 new jobs, 
or 64% of the total
projected, have been created to date.
 

Appendices B and C 
are computer 
reports designed
project loans to more fully illustrate the
extended by TDB, the USAID component in each credit and the impact
of each project in the areas of foreign exchange earnings and job creation.
 
As of 4/30/87, TDB also reported a total of J$13 million
invested in local fixed 

and J$3.6 million
deposits and 
locally registered stocks, respec-tively.
The total of these stocks and deposits still represented 33% of total 
 assets and
were 56% of the amount advanced in loan assets. 
 More significantly, these
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investment instruments represented 66% 
of the bank's capital which reflects the
conservative policy of the shareholders through 
a desire to remain liquid with
low-risk, relatively high-return, non-loan assets.
 

TDB has committed to only three 
direct equity investments in projects which it

has financed. These equity investments are:
 

Old England Coffee Ltd. 
 J$300,000

Jamaican Heart Ltd. 
 J$500,000
 
McIntosh Furniture J$500,000
 

(committed, not advanced)
 
Old England is a new coffee production venture while Jamaican 
Heart produces cut
flowers (roses and anthurium=) for export. 
 To date, equity investments represent
3% of TDB capital and this ratio 
will increase to approximately 5% with the

investment in McIntosh Furniture.
 

Pro .t Appraisal Description
 

TDB conducts a project appraisal for each proposed new credit which
effectively the first step in the bank's loan 
is
 

approval process. This appraisal
process is quite detailed 
and complex requiring a high level of professionalism
 
among the TDB staff.
 

The analysis of all prospective loan customers on a project 
 basis appears to be
one of the unique features of 
TDB in the Jamaican marketplace. Most Jamaican
financial institutions have established their credit policies with 
a strong bias
towards asset-based iend.ng with a heavy dependence 
on excess collateral
security. TDB analyzes each loan 
 for project viability with emphasis on loan
repayments from the internal cash flow of the project itself.
 

This analysis methodology includes marketing,
all management, and financial
aspects of project with
the consistent 
 the proper risk analysis of a
developmental loan. 
 This loan or project appraisal system is quite complete but
necessarily time consuming. 
It includes analysis of:
 

o Project design 
 o Long-term financial viability

o Marketing analysis 
 o Environmental impact
o Technical feasibility 
 o Job impact/Export earnings

o Management 
 o Long-term market viability

o Economic benefits to Jamaica 
 o Collateral security
 

Copies of 'he various forms utilized by TDB and the irformation requests 
 to be
completed by the prospective customers are attached in Appendix D of this report.
 

A number of project proposals and loan requests are received and pursued by TDB.
Over 60% of these proposals are eliminated early in the appraisal process as
there is a continuous submission of proposals by prospective clients, with
insufficient, inadequate, or inaccurate information. 
 All projects considered to
have merit 
 are analyzed in-depth and frequently require a considerable amount of
direct management and technical staff assistance 
 from TDB to help the client
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assemble the 
 proper documents and improve upon various 
 aspects of the project
feasibility. 
This is a very time consuming 
and cortly exercise which while
understood in general 
terms by bank management has 
 not been quantified

accurately.
 

This situation presents one of the basic problems that TDB 
 management must face.
Financial performance is dependent upon the rapid disbursement of new loans which
will increase the leverage 
of the institution and improve 
 the shareholders'
return on 
equity investment. Simultaneously, prudent lending practices for the
types of credits being extended 
by TDB, (if consistent with a developmental
philosophy), will require a considerable level of analysis, involvement and staff
time to properly understand and cover the high loan risk inherent in these types
of projects.
 

The actual loan approval system, 
once a project proposal has been appraised,
appears to be well established and functional. 
 There is a formal Loan Committee
which meets regularly and 
can 
 approve all loan requests up to J$2 million.
Additionally, the Managing Director can approve all loans 
 up to a maximum total
exposure of 
J$l million. The Loan Committee consists of seven members, five of
whom are members of 
the Board of Directors, including Mr.
Director, and Dr. Keith 
Ron Sasso, Managing
Roache, who is Managing Director of JADF, as an outside
member. 
Not all members attend each meeting and a quorum of two Directors and
the Managing Director is the minimum required to approve a credit. 
Dr. Roache is
considered a particularly valuable member 
for his expertise in agricultural
credits. Additionally, any 
Director with a direct or indirect involvement in a
particular project does not participate in th2 project approval process.
 

Lending Policies
 

The original USAID project assumptions as well as
for TDB the base financial projections
called for the bank to lend its 
own capital for developmental credits as
well as utilize loan funds from 
a USAID credit facility. To date, it would
appear that 
 TDB is adhering to these basic 
policies, although loan growth has
been at a 
much slower pace than originally projected.
 

The current policy, as stated by USAID and confirmed by the Board of Directors,
is for TDB to 
 lend and make equity investments of at least J$1 million from TDB
funds for each J$5 million equivalent of USAID funds advanced to 
the institution.
A review of the loan portfolio demonstrates:
 

As of4/30/87
 

a. Total TDB J$ disbursed 
 8,976,592
 

b. Total USAID J$ disbursed 
 9,861,725
 

c. 
Total USAID US$ disbursed
 
(US$2,023,687 = J$) 11,130,290
 

Therefore, 
 total TDB loans of J$ (8,976,592) are 42.8% of total USAID J$
disbursed (9,861,725 + 11,130,290), or more than 
two times the 20% target.
 



Currently, TDB has no 
 formal policy regarding loan portfolio mix
industry type by either
or loan term. The bank is restricted by the terms of its USAID
loan facility from extending credit 
 the citrus, vegetable oil,
industries 
to or sugar
if such a 
loan would 
have an adverse impact of similar companies
within the United States. Other agricultural loan advances to products which may
conflict with U.S. exports requires specific USAID approval before loan funds can
be utilized.
 

The average loan is of medium term with an average 5.4 year maturity and a 2-year
grace period 
on principal repayments. In most cases, 
 interest is charged on a
monthly basis in arrears. 
 The first interest payment
(adjusted to a regular is usually 30 days
monthly schedule after the first payments) after initial
disbursement. 
Normal principal amortization is 
on a semi-annual basis, after the
negotiated grace period.
 

The established lending 
limit for is
TDB 15%
individual customer. of TDB's net worth for any
This limit is specifically set
for all in the USAID loan agreement
loans funded 
by USAID loan advances. 
 The Board of Directors has also
adopted this limit for all credits from TDB. 
Shareholder equity can
in a company beyond this level if 
be invested


approved 
by the Board (i.e., total loan
exposure plus equity investment can exceed 
 15% of net worth). Currently, this
15% limit 
would equal approximately J$4 million and no single loan exceeds this
level. 
 The average loan commitment extended is 
now J$1.75 million.
 
TDB has one customer relationship in which the combined loan
reaches the 15% limit. and equity exposure
TDB has extended a J$3.5 million loan as well as a
J$500,000 equity investment in Jamaican Heart 
 Ltd., a medium-sized producer and
exporter of roses and anthuriums.
 

TDB's loan rates to 
 customers currently average 17% p.a. 
 although the Board of
Directors has approved a range of interest rates from 16 to 20% for all loans,
be set at the to
discretion of management. The perception within TDB is that they
must be competitive with 
 the other development banks 
 in the market. The two
banks which compete directly with TDB are the National Development Bank (NDB) and
the Agricultural Development Bank 
 (ADB).

government entities 

Both of these institutions are
which extend credit

vehicle by funding the local 

through the standard "pass-through"
commercial 
banks. Reportedly, NDB
available to credits are
the ultimate borrowers at 16% and ADD loans have a current rate of
15%. In reality, the commercial banks 
 seem most reluctant to
facilities except utilize these
for their own customers or established companies, as 
they must
assume all credit risk and are limited to maximum
Additionally, the 
a spread of 3 to 4%.
overall liquidity in the system makes direct credits much more
desirable for the commercial banks at 
this time.
 

TDB ican interest rates 
are variable for most loans but actual adjustments appear
to be on an ad-hoc basis. 
 Rate adjustments are at 
the sole discretion of the
bank and are not pegged to particular market indicators.
not establish a specific The loan documents do
minimum or cap rate on these loans. 
 TDB last adjusted
the loan rates on certain credits last February.
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There continues to be a strong 
downward pressure on all interest rates 
 in the
market. Loan interest rates have declined from 22% 
to the 17% to 18% level since
the first of the year. 
 The most recent indication 
of further rate decline was
the weekly auction of GOJ notes and bonds in which the longer maturities sold for
a lower interest rete than the short term instruments.
 

TDB policy calls for a reserve for loan losses equal to 
 3% of loan assets.
Currently, this reserve has 
 been funded to a level of J$893,253, which is, in
fact, equal to 3% of total loan 
assets as of 4/30/87. This level Gf loss
reserves may 
not be adequate due to the higher risk nature of the loan portfolio
in general and because of several past due 
 credits in particular. Appendix E
presents a detailed
more description 
of the past due loan portfolio and the
bank's plans to workout a singularly weak credit. Further, it should 
be noted
that this 3% reserve is funded 
wholly from TDB operating funds and, therefore,
all provisions (debits) to fund this reserve have a direct 
 impact on the bank's
 
overhead expenses, their "cost of doing business" and their performance ratios.
 

Perception of TDB Clients
 

An integral part of this evaluation was to determine if TDB is meeting client
needs and is actually providing a financial service unique 
 in the Jamaican
market.. 
 A number of site visits and customer interviews were conducted for this
purpose. 
The following general observations were made:
 

0 There was a generally favorable response 
from all TDB customers
 
regarding their relationship with TDB management and staff.
 

0 
 TDB management involvement in project design and project implementation
 
is very well received.
 

0 Loan interest rates and loan terms 
were considered to be competitive.
The medium term loans for specific project needs were deemed to be most
helpful to client development as the loan structure fits the project.
 
0 
 The immediate availability of US$ for capital equipment importation was


almost universally agreed to 
 be a great benefit and positive service
 
from TDB.
 

0 TDB is generally perceived 
as doing a better job and being more
 
responsive than either NDB, ADB or the commercial banks.
 

0 
 TDB is seen as extending developmental credits which are structured in
a manner that commercial banks will not accept. 
 Loan rate, tenor and
collateral security requirements are 
more closely structured to the
 
actual project.
 

0 TDB credit analysis and project financial projection and viability

requirements are considered to 
 be quite complete. "A difficult but
 
necessary prerequisite."
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Detailed reports on the interview with 
each customer contacted are 
attached as
Appendix F of this evaluation.
 

Perception of Other Financial Institutions
 

As part of this evaluation six other, 
traditional,
operating in Jamaica were 
financial institutions
visited to ascertain their 
lending functions in the
market place and obtain 
comment regarding their perception of TDB and its role.
Visits were 
made to the National Development


Development Bank 
Bank and the Agricultural
(both government entities). 
 Three commercial banks and one
merchant bank were also visited. 
The results of these visits are outlined below:
 

Positive comments
 

o 
 All institutions interviewed were positive regarding the qualifications

and professionalism of TDB staff.
 

" 
 There was a general consensus that TDB was 
fulfilling an important role
as a development bank. 
One commercial bank felt that their methodology

was not unique.
 

o TDB was considered to 
 be a positive function and developmental leader
in the market because of its 
loan terms and ability to take 
 an equity

position.
 

o 
 NDB and ADB stated that they work together with TDB and have referred
clients to them. 
NDB is willing to work with TDB on structure of World
 
Bank credit.
 

o Most institutions 
were aware of TDB lending policies and felt that the
rigorous project analysis was positive.
 

o 
 The Merchant bank praised the ability to structure loan participations

with TDB.
 

Negative Comments
 

o Several institutions 
 did consider TDB 
 to be in direct competition,
 
particularly in the current liquid market.
 

o 
 TDB image and client awareness were not seen 
as fully developed. Not
all banks, or their customers, know of all of TDB services and lending

capabilities.
 

o TDB is seen as having a competitive edge 
 through availability of an
inexpensive funding source and funding in U.S. dollars.
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o Two banks 
stated that their customers complained that TDB was too slow
to analyze their credit requests properly.
 

o 
 There was an overall lack of enthusiasm regarding working jointly with
 
TDB.
 

This portion of the evaluation exercise is considered to be of limited usefulness
as it appeared that the persons contacted were generally inclined 
to provide the
evaluators with 
answers which they perceived we wanted 
to hear. More contact
over a longer period of time is probably required to obtain a 
more valid and
candid data baae from the financial institutions.
 

Personnel
 

Currently, TDB employs a total staff of 18 
 people, including two outside
technical consultants. These two consultants are paid directly from 
USAID grant
funds. A basic organization chart for the bank would be as follows: 

Board of Directors 

--Loan Committee 

Managina Director 

I Corporate
ProJect Finance Loan I CorpdrateLegal Administration Controller Marketing
 

(added 7/87)
 

-Technical Appraisal
 

--arketingAppraisal
 

mFinancialAnalysis
 

-EconomicAnalysis
 

-egal Appraisal
 

-Consultants
 

"Technical
 

Marketing
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Despite the 
 vertical structure of the TDB organization, it is apparent that
them staff works closely together in an overall "team effort" 
 with a common
goal to 
make the bank successful as well as to 
 meet the bank's client's
needs. 
 The two technical consultants are intimately involved in the daily
work flow and the project appraisal process.
 

The total 
 salary and benefits (including management fees) expense for TDB
for the 7 months 
 ending 4/30/87 is J$1,116,898. On an annualized basis,
this expense category is projected to reach J$1,917,682--without 
the
addition of any new personnel. This is basically equal to the budgeted
total of J$2,048,774 for 
 the year ending 9/30/87 which does factor in the
expense for the addition of several people. 
 Additionally, it appears that
salary levels may be low for 
 the degree of experience and professio-al
training exhibited by the staff at TDB. 
 It was noted that no one has been
assigned the duties of 
a personnel 
administrator with responsibilities to
coordinate hiring and to conduct performance reviews.
 

The total size of the staff at TDB also appears to be low for the type and
volume of work being handled. Currently, there are some 19 loan projects
that are still in the process of being appraised. (A listing is attached as
Appendix G of this report.) 
 This is in addition to the 9 project loans
which have previously been approved but still require 
considerable
management effort 
 to reach the implementation 
stage and convert to actual
loan outstandings. This backlog does 
not appear to be the result of any
staff incompetence. 
 To the contrary, 
 it reflects the difficult nature of
these development credits and 
 the time consuming efforts that 
must be
undertaken to 
 convert a project concept into an earning loan asset with the

best risk analysis possible.
 

TDB plans to add new staff in several areas over next
the two months.
During this evaluation, the 
bank hired an experienced person to assist in
the business development efforts of the 
 organization. Additional staff is
being sought in the areas of loan administration, project analysis, project
implementation, financial analysis and accounting 
support. 
 It was noted
that this additional staff was originally budgeted within the 86/87 budget
which was not approved by the Board until 
 late February 1987. This delay
has had both a positive budgetary impact (through the savings of personnel
expense) and a negative impact on earnings (through the delay in booking new
loan assets from lack of adequate staff levels).
 

In adding new staff at this time, TDB must utilize all personnel to increase
loan volume significantly in order to not only 
cover this increased salary
expense but to reach the "economies of scale" necessary to reduce overall
personnel and administration expenses as 
 a percentage of average earning
assets. 
 This is a most difficult task given the market and the type of
labor-intensive loans TDB extends. 
 The proposed Technical Assistance Branch
(TAB) of the bank should make a positive contribution in this area.
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Basic Project Assumptions/Goals
 

During the design and 
establishment of 
TDB a number of assumptions, goals
and projections were proposed to guide the evolution of TDB as a development
institution 
in the Jamaican financial sector. 
It was recognized in the
original USAID project paper and financial projections that 
 TDB was to be
established 
and managed as a privately-owned, profit-making organization.
The loan agreement with 
USAID which provides long-term funding for TDB
established a 
series of criteria regarding credit extension, debt to equity
ratios and type of enterprise to be financed. There 
may be an inherent
conflict in 
some of these goals as USAID's definition of the type of
developmental credits 
 desired appears to of high
be such risk as
compromise to
some basic shareholder requirements 
for profit and return on
 
investment.
 

After essentially two years of full 
 operations, TDB appears to be meeting
the broad goals and basic project assumptions in the areas of:
 

a. 
 Assisting in the mobilization of long-term private and domestic
savings by lending to a wide 
variety of 
individual entrepreneurs
involved in start-up and developmental enterprises.
 

b.. 
 Supervising and assisting the implementation of projects. 
 A greet
deal of management time 
 is spent on technical assistaLce work

before loan is booked.
 

c. Applying 
modern management techniques and technology in the
financial sector. 
 TDB assistance continues after 
a loan is

disbursed.
 

d. Providing financial services 
 to areas of the Jamaican private
sector which have been unable to obtain similar credit from other
 
financial institutions.
 

TDB credits are meeting project goals in the important areas of job creation
and foreign exchange earnings. 
 Of the project credits extended to date, a
total of 
 US$70.3 million in US$ foreign exchange earnings are projected and
a total of 2,190 new jobs are expected to be created over 
 the lives of the
loans. A detailed schedule of 
 the projected earnings of each project is
attached as Appendix H.
 

TDB project loans 
 and equity investments appear 
to meet the overall
definitions of developmental credits 
 as proposed in the original project
paper. 
This is true both in the narrow sense of creating medium term loans
directed to 
 individual entrepreneurs as well as 
in the broader context of
providing a financial service that is not being made available through other
lending agencies. The type 
 of credit, 
 loan terms, loan structure and
technical assistance provided by TDB are unique in the Jamaican market (with

the exception of JADF).
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It is important to note that TDB is still a very young company. 
The bank is
still evolving after two 
 years of operations and 
 it is apparent that the
next 	few years will 
develop much differently than the first 
two. A number
of assumptions in the original project documents have proven to be incorrect
as TDB has not developed to 
 this 	point in the manner originally planned.
This 	is 
not unusual but nevertheless, it would be unrealistic 
 to attempt to
evaluate or the
grade bank's performance totally 
against the original
financial projections and goals. 
 The 	two areas in which 
TDB has evolved
differently than originally assumed are:
 

a. 	 Capital subscriptions have been received at a much more rapid pace
than projected. 
Total equity (including retained 
earnings) is
J$23,968,l89-a level 
not projected until the 
end of the fourth
year 	of operations. 
 This 	level of capitalization combined with
the loan portfolio level has depressed the actual return on equity

for the shareholder.
 

b. 	 Loan assets are less than 
50% 	 of the level projected for the
second year of operations (J$29.8 million 
- US$5.6 million) which
has led to lower earnings and 
a lower average R.O.A. This is
particularly apparent 
because of the growth of organization staff
and other overhead expenses during this period, which was not
matched by a corresponding growth in average earning assets.
 

1987 	Financial Performance
 

TDB provided the evaluation 
team with its current financial statements for
the period of 10/1/86 through 4/30/87, 7 months of operations. Where
applicable the 
 following analyses of TDB's financial performance annualized
the bank's operating results to 
 more accurately compare 
them with 1986
annual reiults and future projections.
 

During the 
 first 7 months of 
the bank's 1986/87 fiscal 
 year, TDB's loan
portfolio continued to expand. 
Loan 	assets increased by 76% from J$16.9 to
J$29.8 million. The outstanding loan 
portfolio currently consists of 25
separate credits extended to 22 companies. Additionally, TDB has made two
equity investments in 
new 
ventures totalling J$800,000 since October 1986.
The 	 loan portfolio demonstrates a good 
mix 	among different types of
businesses but 
 the ratio of actual funds disbursed to total loans committed
remains low at slightly more than 50%. 
Consequently, the 
 average disbursed
loan size also remains fairly small at J$982,000.
 

TDB 	 significantly altered its mix of 
earning assets 
 (loan assets and
investment assets) 
 during this operating period. 
 While loan assets
increased, investments 
 in fixed 
deposits and local registered stocks
remained at basically the same combined level (J$17.4 
million). Therefore,
dependence on investment income 
 as a percentage of average earning assets
 
declined.
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Investments in local registered 
stocks decreased from J$10.7" million to
J$3.6 million reflecting the bank's 
policy to 
divest these assets and
capture J$110,O00 in capital gains. 
 Fixed deposits increased 124% from
J$5.8 million to J$13 
million and 
the bank 
has earned over J$1.4 million
from deposit interest income through 4/30/87. 
 This reflects the continued
high interest 
 rates on deposits available in Jamaica. 
It is interesting to
note that net project loan income 
 (after deducting USAID interest expense)
was J$1.8 million for 
 the same 
7 month period. Therefore, net investment
income was 79% of net loan income through 4/30/87.
 

Total overhead expenses 
 (administrative, 
 operational
provision) and loan loss
remained at an annualized 
 level of 10.4% of average earning
assets. 
 This ratio again reflects the cost elements inherent in the type of
lending in which TDB is engaged.
 

The following table illustrates the financial results for TDB for the year
ending 9/30/87. The April 30th 
results were annualized assuming 
the same
averqge monthly income or cost in 
each account as experienced during the
first 7 months of the current operating period.
 

TDB -
Income Statement Indicators
 

4/30/87 Results -Annualized 

Revenue: As a % of
 
Average Earning Assets
 

Loan Interest Income 

9.9
Investment Income (Deposits and Stock) 
 6.5
Fee Income 

0.4
Total Revenue 

16.8
 

Expenses:
 

Administrative/Operating Expenses

Personnel/Managerial Expenses 

3.7
 

Provisions for Bad Debt 
5.1
 

Interest Expense (USAID Loan) 
1.6
 

Total Expenses 
2.3
 

12.7
 

Surplus (Return on average earning assets) 
 4.1
 

There are several aspects of this projected financial performance which are
worthy of comment:
 

a. 
 Actual revenue as a percentage of average earning assets 
fell from
the 986 year level. This 1.1% 
(from 17.9% to 16.8%), decrease in
absolute 
terms appears to be 
 the result of declining interest
rates earned by TDB for its deposits and a lower 
 level of capital

gains on the sale of stocks.
 



16
 

b. 	 This decrease occurred during a period 
when 	the average earning
asset base increased by 59%. 
The total earning assets of the bank
actually increased significantly during the period of October 1986
through April 1987 
 through growth in assets
loan which carry
slightly higher average rates 
than deposit investments. Loan
assets represent 63% of total earning assets as of 4/30/87.
 

c. 	 Had administrative and personnel expenses been held at the same J$
level during 1987 as in 1986; 
this 59% increase in average earning
assets would have brought about a corresponding 37% 
 decrease in
total operating expenses as 
 a percentage 
of net earning assets.
Because one cannot expect 
 a development 
bank 	to completely hold
down administrative 
and 	personnel expenses 
during its initial
expansion phase, this growth may cause 
less 	of a positive effect
on operating expense 
than might have been expected. In other
words, the larger asset base did very little 
 to spread the costs
of operation; in fact, 
 each 	dollar of earning assets cost only
about 6% less to administer before 
provision 
for 	bad debt and
interest expenses. Additionally, personnel 
and management
expenses actually increased slightly as a percentage of average
earning assets. 
This 	could be explained by the addition 
of a
significant number of new staff 
in anticipation of increased

business which did not fully materialize.
 

d. 	 The provision for loan 
 loss 	as a percentage of average earning
assets dropped from 2.0% to 1.6% during 1987. 
 This 	occurred
because the reserve for bad debt (which is built up by the
provision) is set at 
 3% of outstanding loans, and to date there
have been no loan losses incurred. 
It is presently estimated that
TDB's normal loss rate will be in the range of 2% 
- 3% 	which would
require a provision in the range of at least 2% per annum.
 
e. 	 A particular phenomenon of 
TDB's financial performance is also
apparent in that current loan charged
rates 
 by the bank are
virtually equal 
to the interest rates on deposits available in the
Jamaican market. Consequently, the increased cost for creating a
loan asset is not adequately 
offset by significantly increased
loan interest 
earnings over the alternative earnings available


from lower cost deposit investments.
 

f. 	 The mix of earning assets has 
 shifted toward 
loan 	assets as the
loan 	portfolio 
has expanded while investment assets have remained
fairly flat for the period. This is 
a trend that one would expect
from a growing bank 
 which is properly performing its financial
intermediation function. 
However, the volume of loan 
 assets as a
gross revenue 
base is directly affected. by the maximum interest
rate that the bank can rationally charge 
 for 	 its credits in a
particular market. 
 TDB could well increase the number of loans
and the mix of loan interest earnings vs. investment income as a
percentage of 
average earning 
assets, but not increase the total
revenue level unless there were an 
increase in all earning rates.
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g. 	 Fee income as a percentage of 
average earnings assets is almost
insignificant. 
 TDB 	 is not charging or collecting loan fees,
despite setting a high budget goal in the area.
 

h. 
 Total overhead expenses (including provision for loan losses) when
annualized, reach a level of 
 10.4% of average earning assets.
This 	represents a minimal relative decrease 
of 1% from the 11.4%
level reported for 1986. 
Again, the creation of this type of loan
portfolio is highly labor intensive and costly.
 

i. 	The percentage of interest 
expense to average earning assets
increased as 
 would be expected since 
the great majority of this
loan 	growth was 
funded through utilization of the USAID credit
facility. 
 This 	expense category will continue to increase as
bank 	increases it leverage. the
 
It must be noted that 
 to the extent
that 	TDB must fund 
 itself with more expensive funds, its average
ROA will be impacted negatively.
 

The annualized return on average earning assets decreased to 4.1% which is
direct reflection a
of the decrease in revenues as well as a slight increase
in overall expenses. The 4.1% 
 surplus indicates that the 
 total interest
expense that TDB 
can absorb (afford to pay), at this same level of overhead
expenses, is 6.4% 
 of average earning assets (2.3% in current interest
expense plus 
 the 4.1% surplus). 
 At this level, 
the bank would break even.
In real terms, TDB could absorb additional interest expense up to a total of
4.1% of average earning assets or 4.1% of J$40,373,871 = J$1,655,288.
 

The annualized ROE (on average equity) for 1987 continues to be low at 7.05%
which is actually a slight decrease from the 
 1986 	level. The shareholders
remain 
 in a negative earnings position in both alternative investment
opportunity terms and real terms against 
 local inflation rates. 
 This 	ROE
will 	not increase unless:
 

a. 
Net operating profit increases through higher lending rates, lower
operating costs or increased fee income.
 
b. 	 Net operating profit increases through 
increased leverage--a
 

greater level of earning assets to shareholder's equity.
 

c. 
 Low cost borrowing remains available.
 

d. 	 Internal operating expenses are decreased and therefore R.O.E.
will not deteriorate further through interest expense.
 

e. 	 A combination of a+b+c+d above.
 

(7)
 



As of 4/30/87, TDB also reported a total of.J$13 
million in fixed deposits
and J$3.6 
million in locally registered stocks. 
 These investments have the
following impact on the financial ratios of the bank:
 

Total investments
 
Total Assets 
 = 33%
 

Total investments
 
Loan Assets 
 = 56%
 

Total investments
 
TDB Capital 
 = 66%
 

Total investments income
 
Gross Earnings 
 = 45%
 

Total investment income
 
Net project (loan income) = 85%
 

TDB continues to have a significant percentage (66%) of shareholders capital
investment in low-risk, non-loan 
assets. (33% of total assets.) These
investments continue to earn a relatively high gross 
return, accounting for
45% of gross earnings. These investment assets generated an amount equal to
85% of the net interest income earned from loan projects. It should also be
noted that TDB's loan 
 assets are very costly to create and manage compared
to deposit and stock investments, making the latter two appear 
even more
 
attractive.
 

The 
relative return for these investment assets is actually higher than
reported because the provision for loan losses is not calculated on deposit
investments. Also, there is only 
a minimal level of administrative or
personnel overhead cost 
 directly attributable to these 
 instruments. The
interest available on deposits remains very close to the loan rates charged
by TDB, therefore earnings on 
loan assets are not as attractive as deposit

investments for the bank.
 

The immediate risk in this scenario is that the interest rates paid on 
these
deposits will decline rapidly and 
 the loan portfolio and interest rates
charged cannot make up the difference on a timely basis, thereby causing a

further decline in average ROA.
 

Financial Viability/Projections
 

Based upon the financial performance of TDB for 1986 
 and the annualized
results for 1987, two 
 sets of projections were prepared to measure future
financial viability. These projections assume:
 

a. Total revenues as a percentage of average earning 
assets will not
increase above 17% due mainly to the perceived upward inelasticity
in market-interest rate. 
 With continued downward pressure on
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interest rates, 
 it seems unlikely that TDB will 
 be able to
 
increase its loan rates or earn as much on deposit investments.
 

b. 	 The portfolio mix will continue to reflect 
 the 	bank's growth
through increased 
 loan assets and corresponding relative decrease
 
in investment assets.
 

c. 
 Fee income will increase to 0.6% of average earning assets.
 

d. 	 Administrative and personnel expenses are projected to decrease to
a level of 7% of average earning assets. 
This 	critical expense
category may actually decrease further but 
without solid evidence
that major cost savings can 
be achieved, this is considered a

prudent ratio level for this analysis.
 

e. 	 The provision for bad debt will increase to and remain constant at
2% of 
average earning assets. It is important to remember that
this expense is for the provision to the reserve account 
 and that
the 	 actual 
 level of that reserve as a percentage of the loan
 
assets depends on actual loan loss.
 

f. 
 Interest expense will increase as a percentage of average earning
assets, reflecting 
both the full utilization of USAID loan funds
 
and any other borrowings.
 

'J 
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The calculations 
 utilized 
 in the two projection formats assume that the
current capital base would 
increase through

for three an annual 10% ROE, compounded
years. Therefore, the net worth of the institution would increase
 
to J$35 million.
 

If TDB borrows all available USAID funds, 
 J$110 million, during these 3
years the banks leverage would incroase to 1.14.1.
 

Interest expense 
as a percentage of average earning 
assets would be
calculated as follows:
 

Average earning assets 
= 
Sum of debt plus equity X % of total assets which
 
are earning 
 income (loans and investments).
Currently for TDB this 
 percentage is 94% of total
 
assets.
Average earning assets 
- J$110 million + J$35 million 
 x .94 J$136.3
 

million.
 

Interest expense 
= 5% on J$110 million 
= J$5.5 million
 

Interest expense 5.5 million = 4% of average earning
 = 


136.3 million assets
 

The ROE for TDB would inc:ease to:
 

Surplis of 4% 
x 136.3 million = 15.6 return on average

35 million equity
 

Therefore, the first set of projections demonstrates that
itself TDB can leverage
from the current level 

available USAID funds at 5% and 

of 0.95:1 to 3.14:1 through borrowing all

obtain an of
ROE 15.6% with the cost
structure improved 
 to a 9% level against average earning assets. This is a
significant improvement on shareholder's return but
opportunity cost still implies a slight
if alternative earning rates on deposits do not drop below
this level.
 

The second set of projections assumes that TDR increases its 
 ievcrage ratio
to the current maximum allowed by the USAID loan agreement, 5:1. 
This would
require TDB to borrow from other credit sources
base of to reach a total borrowing
J$175 million (5 x 35 million). 
 Assuming all available USAID funds
are borrowed (J$110 million), then TDB 
 would be expected to borrow J$65
million from other creditors.
 

TDB has begun the application process 
 to obtain credit facilities from
several other 
 sources. The World Bank has 
 indicated that 
 it could make
available a 
loan to TDB with a pass-through facility from NDB.
spread that TDB will be able to earn on these loan funds is 4.5%. 
The maximum
 
Given the
current lending rates charged by TDB of 17', the cost to borrow these funds
would be 12.5/. Other potential lines of credit also appear to 
 be close to
this cost.
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To the extent that TDB borrows more funds from outside sources, its interest
 
expense increases:
 

USAID funds 
 J$110 million @ 5% 
 = J$5.5 million
World Bank funds J$65 million @ 12.5% = J$8.125 million
Total Interest Expense 
 = J$13.6 million
 

Average earning assets increase to J$197 million
 

The average cost of 
 funds, as 
 a percentage of average earning assets,

increases to
 

interest expense 
 13.6 = 6.9% 
average earning assets 
 197
 

With a 
6.9% interest expense, the ROA margin or spread for TDB decreases to
1.1% on average earning 
assets. Likewise, 
 the shareholders 
ROE would

decrease to 6.1**
 

These projections graphically illustrate 

financial viability of the 

the fragility of the future
bank. TDB cannot afford to 
 increase its loan
portfolio through outside 
borrowings while 
 the following combination of
factors are intact:
 

a. 
 The cost to fund additional borrowing to create TDB credit remains
high. 
 It would appear, given the projected cost structures, that
TDB will actually lose money on every dollar of borrowed 
funds if
interest expenses rise above 8%.
 

b. The Jamaican 
market conditions 
 do not allow the bank to earn a
higher level of gross revenue by charging higher interest rates on
 
loans.
 

c. Administrative, operating 
and personnel expenses remain at the 7%
level projected, and provision for bad debt is also held constant.
 
d. ' Fee income is 
not increased significantly 
as a percentage of
earning assets. It is estimated that if TDB charged a 1% fee on
all undisbursed loan commitments, an additional 
J$19,000 would be
earned monthly. This 
 would equal an additional O.5% on 1987
 average earning assets.
 

** For example, for a 
 20% R.O.E. to be obtained--the projected
administrative and 
personnel expenses would have to drop to 4.5y of
average earnings 
 assets (as opposed to 
 the 7% projected) if 
revenue
levels cannot be increased.
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USAID Loan Funds/Alternatives
 

The original project assumptions for the creation 
of TDB included the
possibility of inexpensive, long credits
term to fund the bank's loan
portfolio. 
 USAID entered into a project agreement with Trafalgar to extend
this credit as well as provide 
grant funds for technical assistance.
 

The structure and availability of the USAID loan facility to TDB has changed
dramatically since 
the original project assumptions and the original loan
agreement. The original USAID loan 
was to 
be extended on the following

basis:
 

Loan Approval: 
 US$20 million in two tranches of $10 million each.
 
Loan Term: 
 15 years, 
with a 5 year grace period for principal
 

repayments.
 

Loan Rate: Interest payable at 5% p.a. on 
actual loan balance
 
utilized. 
 Interest payable semi-annually in
 
arrears.
 

Loan Availability: 
 The full amount of this facility was to be
 
available 
in U.S. dollars with a maximumof $6
million convertible 
to Jamaican dollars for local
 procurement. 
 The second $10 million tranche would
be extended subject to capitalization levels of TDB

and a project evaluation. 
The entire loan facility
is subject to certain covenants regarding loan
limits (15% of 
net worth), leverage ratios (5:1)

and credit extensions to certain industries.
 

Foreign Exchange Risk: 
 The foreign exchange risk 
for the USAID loan is
 
covered through 
a parallel agreement with the
G.O.J. 
The Bank of Jamaica will absorb 
 this risk

and accept payment from 
 TDB in J$ while repaying
USAID in U.S.$ 
under the terms of a separate loan
 
agreement.
 

Through 4/30/87, TDB had drawn down 
a total of U.S.$4.3 million from the
USAID credit facility, leaving 
a committed availability of US$5.7 million

from the first tranche.
 

In late 1986, USAID changed the structure of its loan facility to TDB due
basically to internal budget reductions and overall fund 
 availability. The
new credit 
 structure formalizes 
 a limit of U.S.$12.5 million to be made
available under the 
original terms 
 and converts the remaining U.S.$7.5
million into a Jamaica dollar equivalent available through the PL 480, Title
I, Section 108 program. The and
terms conditions 
of the new "second"
tranche are significantly different 
and have a negative impact on TDB's
 
financial future.
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The new facility is to be funded 
under the PL 480 Title I Section 108
Program which will U.S.
provide commodities 
 for 	 sale in Jamaica, the
proceeds from which will 
be available to the Government of Jamaica. 
An
agreement has been signed 
between USAID and the GOJ which provides for the
J$ equivalent of US$5 million to be specifically allocated to 
 TDB from the
sales of a total of US$9 million in commodities during FY 1987. USAID plans
that the remaining J$ equivalent of US$2.5 
million (and possibly an
additional US$2.5 million) will be made 
available during FY 1988 from the
US$7.5 million in commodities which have been requested.
 

The change in these terms from USAID affects TDB in the following ways:
 

o 	 Although USAID appears certain 
of the ultimate availability of
these funds, there is no legal commitment on the part of the U.S.
to provide the commodities for resale. 
 The 	 recent uncertainty

about the availability of surplus dairy products under another PL
480 program, while having no direct impact on 
 TDB, 	does, however,
stimulate concerns regarding 
its 	 USAID funding source. This
residual uncertainty, however small the true 
 risk, forces TDB to
create contingency plans for 
 the 	development of other, higher
priced sources of funds, 
 even 	though they may not ultimately be
needed. Basically, any diversion 
of the U.S. Government from
acting with TDB 
 in a totally business-like mode 
will 	create
additional frustrations and potential problems for TDB, and should
be minimized to the extent possible. 
At the same time, it should
be noted that while very important, the funding issue is not a
singularly crucial problem which 
will 	also determine the success
of TDB, 
 nor 	would the lack of timely input of USAID funds
automatically doom the bank's future. 
 It would create extremely

difficult, but not insurmountable obstacles.
 

o 	 TDB is losing a significant amount of U.S. Dollar availability

which partially compromises its uniqueness and 
competitiveness in
the market. 
 On the other hand, restrictions on the use of Section
108 funds are more lenient, which will work to TDB's benefit.
 

o 
 As the funds are to be denoarinated in Jamaican dollars, 
TDB would
have 	its 
 effective lending capacity compromised in the event of a
significant devaluation of the 
 Jamaican dollar. 
 The 	 total loan
commitment 
is based on the equivalent of U.S.$7.5 million at
 
current exchange rates.
 

o 	 The lack of hard 
currency (U.S.$) availability to TDB customers
with the actual foreign exchange risk passed on 
to the G.O.J. is
detrimental to TDB developmental goals to the extent that U.S.
dollars are not readily available through the weekly Bank of
 
Jamaica auction.
 

" 	 The shorter grace period 
 (2.5 	years) and shorter final maturity
date 	(10 years), of the new facility will 
cause TDB to utilize
alternative 
credit sources earlier than originally projected.

These other lines of credit are more expensive to the bank and
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expense as a percentage 
of
 

interest
the impact of at J$3.7
will raise this cost
Management projects 

average earning assets. 


10 years.
million over 


currency lines of credit 
from alternative
 

TDB is currently seeking hard 


sources including the World 
Bank, InterAmerican Development 

Bank and two TDB
 

This process is only in 
its preliminary stages
 

and DEG). yet. All other
shareholders (FMO have been received as 

and no approvals or line 

commitments to TDB appear to be more
 
available
might be


facilities which that these borrowings cost
credit 

expensive than the USAID 

funds and to the extei ' 


to lose money-unless its 
income levels or
 

is projected
8%, TDB
more than 

expense structures can be 

favorably adjusted.
 

in hard currency

facilities available 


Additionally, all alternative 
credit 

TDB. Given the developmental 
nature of
 

risk for 

carry a foreign exchange appear practical to attempt to
 

TDB's credits to its customers, 
it does not 


on to their clients by 
lending to them in dollars.
 

pass this risk directly foreign exchange policies, these
 
of the G.O.J.'s


the structure even if they
Given 

in the weekly
borrowers would not be 

able to repay loans in foreign 
currency 


participating

foreign exchange earnerswithout 


are net 

auction.
 

of Jamaica to
the Bank
with
discussions 

TDB management is initiating 

has become the "unutilized" or 
of what


the availability absorb the
 continue 

No conclusions or
,"uncommitted"portion of their 

previous established agreement 
to 


loan.
USAID 
on the original

foreign exchange risk If successful, TDB would
 

this issue have been reached 
as yet. able to
would be
agreement on coverage and 


retain U.S.$7.5 million 
in foreign exchange 


assume at least that level of new hard currency 
credit.
 

Bureau (TAB)
TechLnical Assistance 


The management of TDB is 
establishing a Technical 

Assistance Bureau (TAB) 
as
 

TAB will be a
bank. 

internal department and 

integral function of the process and will provide
an project approval

formalization of the financial analysis and
further of project preparation, It is
in the areas 
 loan. customers.
services existing TDB


for new and least one
assistance for at
technical 

TAB will utilize
 company.
anticipated that TAB will 

function as a department 
of TDB 


an independent
out as TDB during
year before being spun 


existing TDB staff and 
concentrate only on potential 

credits for 


work done by TAB is considered 
to be work that TDB would
 

All
this period. 

have to perform (or should perform) 

in any case.
 

an investment in
 Projections for TAB indicate 
that TDB funds (internal 

expenses and overhead)
 

TAB work will be accrued 
and accounted for as 


Nevertheless, it
 expended for 

the capital of TAB when 

it becomes an independent 
entity. 


TDB expenses for personnel 
and
 

that time,
that uuLil affect TDB
be realized
must 

overhead costs will continue to he real expenses 

to TDB and will 


this stage, the only immediate 
benefit
 

At
ratios directly.
performance 

gained by the creation 

of TAB will be the possible 
speeding up of the loan
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project approval and implementa.ion process without any 	 cost increase.This would help to lower overhead expenses as a percentage of average
earning assets.
 

TAB has a strong potential to evolve into 
a independent company which will
earn significant 
fee income for its services. The profit of TAB will
benefit TDB as its shareholder. 
However, any immediate recovery to TDB for
its costs in providing technical assistance to its loan customers can only
come if TAB (or TDB directly) charges for 
 these services and passes income
back 	to TDB. Furthermore, TAB's 
 cash 	flow will be affected to the extent
that 	TAB receives equity participations or other long 
term 	enumeration for

its services.
 

It should also be realized that 
 TAB will not in itself be the panacea for
resolving TDB's problem 
of high overhead expenses related to project
approval and implementation. 
 Even when TAB is an independent company, a
certain level of project officer, financial analyst and 
loan 	administration
staff work 
will 	have to be performed by TDB personnel, and TDB maybe paying
some 	fees to TAB 
 for provision of technical services not 
 paid for by
customer fees. 
 The TAB advantage will be in being able to market itself as
a professional fee-based service more effectively than if 
 only 	a department

or staff service within TDB.
 

Conclusions and Recommendations
 

The 	preceding report is the result of 
a 2 	1/2 week evaluation of the
operations of Trafalgar Development Bank. 
 It must be considered as an
overview exercise 
which is necessarily limited 
in scope and depth. It
should not be considered a detailed audit of 
TDB but nonetheless can serve
as a useful management tool for both 
USAID and TDB personnel in their
strategic planning for the future of the bank.
 

o 	 TDB is 
a well organized and well capitalized financial institution
which has 
 been operating profitably for two years. The main
source of revenues has been interest income from 
capital invested
in short-term 
deposit instruments. 
 The bank has been capitalized
at a rapid rate in comparison to the growth in its loan portfolio
and is now in 
a position to significantly expand its business.
 

o 	 TDB has extended a wide -ariety of credits to some 30 private
sector companies with the purpose 
 of 	 fomenting economic
development in Jamaica. 
 The bank is adequately fulfilling its
developmental role as most of these credits are to new enterprises
which generate both foreign 
exchange and new employment. The
terms and conditions of the credit
bank's 
 facilities are also
structured to provide a service 
not currently met by other

financial institutions.
 

" 	 TDB increased its staffing 
 levels with well experienced
professionals in anticipation of 
a level of loan growth that has
yet 	 to materialize. 
 The 	staff is performing well and has
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established a 
project approval process which is both complete and
useful. There is now a realization that the proper project
analysis and 
 credit approval procedures involved with
developmental projects financed 
the
 

by TDB are difficult and time
consuming exercises. 
 However, the financial impact of these costs
as they relate to earnings does 
 not appear to have reached the
level of management attention it deserves. 
 It is recommended that
a complete study of the costs, both direct 
 and indirect, involved
in creating a 
loan asset be undertaken with 
the purpose of
providing management with alternative 
methods for reducing these
 expenses without compromising loan quality.
 

o Staff reductions 
at TDB are not the solution to reducing overhead
costs as a percentage of earning assets. 
 In fact, there are
several positions which must be 
filled with 
new hires. The
combination 
 of aigh loan demand and lack 
 of additional
professionals 
is seen 
 as part of the cause for slower than
anticipated 
loan asset growth. As 
 each project requires a
complete analysis 
 and a considerable 
amount of technical
assistance, the current level of staffing in the 
 project approval
process 
 is actually considered inadequate. Also as the loan
portfolio grows and more 
problems arise with existing clients,
additional staffing in the 
 Loan Administration 
Area is also
required. Management will have to 
 insure that existing and new
staff are utilized in the most efficient manner in order to create
the efficiencies 
of scale that should be generated as the loan
 
portfolio expands.
 

o 
 TDB is currently a solid financial institution, due mainly to its
high level of capitalization. Management 
must realize however,
that the primary role of a development bank is 
to extend credit to
or make equity investments in private sector businesses which will
grow and benefit the 
 long term economic development of the
country. This role requires a level of 
risk and/or risk control
which may be unacceptable 
on the existing commercial bank basis,
and a long range outlook. To the 
 extent that TDB evolves along
these lines, its capital base will be 
more at risk and its
financial strength more dependent 
upon the quality of long term
project 
 cash flow rather than collateral values. It is
appropriate to quote directly from the 1986 annual report of TDB:
 

"Development financing 
 is, by definition,

subject 
 to risks greater than those

experienced by 
 more traditional lending

institutions 
which normally lend for shorter

periods. It is, therefore, necessary that

shareholders regard 
 their shareholding in
Trafalgar Development Bank a
as long term
 
investment." 
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o 
 Although it is permissible 
under the USAID loan contract for TDB
to pay a dividend of up to 10% of net profit after 
 two successive
years of profitability, 
it is recoimmended 
that the Board of
Directors refrain from declaring cash dividends 
at this stage of
the bank's evolution. 
 While it is normal for investors to desire
an immediate return on their equity, 
the very nature of TDB and
its developmental 
 role 	requires 
 that 	a high level of capitalization 	be maintained to support 
 loan growth and
problems. 	 future portfolio
TDB has a number of 
structural adjustments to make to
avoid a decline in real return 
o equity in the future and any
divided payment at 
this 	time would be premature.
 
o 	 One of the important roles for TDB is 
to provide equity funds for
developmental projects as well as medium to long
To date, 	 term loan funds.
TDB has only made two such investments and has committed
to one additional equity 
participation. 
 There appears
reluctance by management to 	

to be a

make 	this 
 type 	of investment due to
the uncertain and long term nature of any possible return. 
 It is
noted that 
 of the 
 19 new projects pending approval (Appendix G),
only two indicate any potential equity investment. 
 It is
recommended that management more actively pursue the opportunities
for equity participations with the realization
is worthy 	 that if a project
of a 
5 to 	7 year loan, it also may be a sound prospect
for future gain as an equity 
partner. Management should 
make 	a
formal assessment of all prospective clients and develop a formal
strategic plan to analyze each project for its long term potential
as an investment as 
 well as a borrower. 
There should be a well
established policy for the desired levels of portfolio mix between
loan assets, with current cash flow, and equity investment assets,
with long range capital gains potential.
 

o 
 The financial analysis section of the evaluation report highlights
a number of weaknesses 
 in TDB's 
current and future performance.
Although profitable, TDB must 
undertake 
a number of structural
adjustments 
 to 	 maintain profitability 
 and improve basic
performance ratios such as 
 R.O.A. and 
R.O.E.
recommended that management develop 	
It is strongly
 

a medium term financial plan
and projection that extends beyond the 
normal budgeting process
and incorporates the following issues:
 

a. 	 Definition of type and mix of 
loan 	and equity portfolio
desired by TDB over a specified time period.
 
b. 	 Definition of acceptable risk levels, loan terms and interest
rates 
 that TDB management 
 is 	willing to accept.
Consideration should be given to mixing loan portfolio with a
greater volume 
 of larger short term 
 credits to established
companies as 
 an interim measure 
 to 	 improve earning
performance. The financial plan should project the changing
profile of this portfolio mix over time as 
 new credits are
 

created.
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c. 	 Establishment of 
a range of interest rates and loan fees to
be charged for TDB services 
as well as levels of equity
participations to be made, with consideration given to actual
Jamaican market 
conditions. 
 If TDB is truly to provide a
unique service in the 
market and to provide credit on terms
not otherwise available, there should be some upward latitude
 

in the rates charged.
 

d. 
 Realization of the impact on the financial performance of the
bank of the cost of creating new loan assets both 
because of
timing considerations 
 and direct overhead expenses.
Adjustments in the loan approval 
process, the size of the
 average credit and staff utilization should be explored.
 

e. 	 The formal commitment of alternative sources of funding must
be obtained and their 
true 	costs factored into 
 the overall
cost of lending. Projected R.O.A. 
and R.O.E. scenarios
should be created and analyzed by management and the Board of
 
Directors.
 

f. 	 Market analysis 
of the true size and depth of the market for
development credits in Jamaica. 
Some 	consideration should be
given to determine exactly 
how many new ventures which earn
direct foreign exchange and create new jobs can 
be
realistically created given the limits 
 of TDB staff and
 
competition in the market.
 

g. 	 Market analysis of the potential for providing other interest
 
or fee-based financial services.
 

o 	 Management should 
present a financial and strategic plan to the
Board of Directors and should receive 
in return a written policy
statement which provides agreement, direction and instructions for
the future growth of the bank.
 

o 	 There is 
a very strong and positive working relationship between
TDB staff 
and the USAID Project Officer. The value of this level
of cooperative involvement has 
 clearly been shown 
 in the performance of 
TDB work in such areas as letter of credit and loan
drawdown requests from 
USAID and the generally positive USAID
 
audit report on the bank.
 

o 	 There appears, however, to 
 be another level at 
 which there are
differences in basic project 
 philosophy between 
USAID and TDB.
Therefore, there is 
a continuing need for the senior management of
USAID and the Board of Directors of TDB to interface in order to
increased their mutual understanding 
of the basic goals and
operating philosophies of the bank 
as perceived by each party.

This dialogue should address the following issues:
 

f 
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a. 
 The inherent philosophical dichotomy between 
the greater
emphasis by private 
sector shareholders 
 on short term
economic goals and USAID's 
more intent focus on long range
developmental philosophies. 
While not totally exclusive of
each other, the orientations cause conflict.
 

b. A reassessment of the basic project goals for the growth of

TDB and its role within the Jamaican economy with an effort
to reach a mutual understanding as 
 to the types of credits
which TDB should pursue 
and exactly where developmental

impact is to be achieved.
 

c. A review of the 
negative covenants in force with 
the USAID
loan agreement as regards 
 leverage ratios, restriction on
working capital 
 financing and types of enterprises financed.
The 5:1 leverage ratio limit 
 is much too restrictive and
assuming that TDB can 
earn a margin on new debt, it should be
allowed to increase its leverage position to a 
 10:1 maximum
level. A better understanding of the proper inclusion of
working capital as part of project financing, and the need to
finance this area should also be achieved.
 

d. The recent changes in USAID 
 loan availability and 
an
understanding of the financial 
 impact of these changes on
 
TDB.
 

e. A discussion regarding the relative 
importance of TDB's

financial future 
 and success as a "self-sustaining"

development bank versus the 
 developmental impact 
 of the
actual projects financed, and/or TDB's ability 
to ultimately

influence the commercial financing 
sector to permanently
broaden its perception of acceptable financing 
structure and
 
risk levels.
 

f. 
 The need for TDB to look more to itself for the resolution of
its problems, as opposed to both 
blaming an seeking redress

from USAID for the hurdles TDB faces.
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APPENDIX D
 

TRAFALGAR DEVELOPMENT BANK LIMITED
 
SUGGESTED FORMAT
 

EXECUTIVE SUMMARY
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While TDB staff is prepared to respond to inforn
 

inquiries, no request or proposal for financial assistance wi
 

be actively considered prior to the substantial completion
 

TDB's "Application for TDB's Financing Commitment". Enquiri
 

and applications may be directed to:
 

THE MANAGING DIRECTOR
 

TRAFALGAR DEVELOPMENT BANK LIMITED
 

P.O. BOX 8927, CSO
 

KINGSTON
 

TELEPHONE; 92-94761; 92-94766-7
 

2
 



TD-100
 

IRAFALGAR DEVELOPMENT. BANK LTD., 
FOR TDB USE ONLY
 

'.0. BOX 8927, CSO 

(INGSTON, JAMAICA W.I. User-No.
 

Class Code
 

Application No 

Date Received __ 

_ _Receiving officer 


FOR TDB FINANCING COMMITMENT
APPLICATION ATTACHED)(pREPARATION INSTRUCTIONS 

Parish
1. Project Name 


Phones Jamaica -------

Address Jamaica 


/
otherother 
 (Area Code)
 

Telex/Cable
 

Su b mitte d
 Corpo r ate St a tus 

Submitted 

2. 	 Feasibility Study Yes No
 

....
 

Market Detail & Description
a. 

oes 

b. Production & Technology 

G...
 

Management Structure Description
c. 
.... 

Detailed Project Cost Statement
d. 

....
.... 


Detailed Sources and Application 
of Funds 


e. 

"''
 .... 


Detailed Profit & Loss Projections
f. 

....

SheetBalanceg. 	 Detailed 
. 

h. Detailed Cash Flow 
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3. Project Representative 

Name: 

Address : 

Telephone No 

Function : 

: ( ) Cable/Telex 

4. Joint Venture Partner : 

Name _ 

Address 
_ 

Telephone No. 

Activities 
_ 

Cable/Telex 

5. 
 Nature of Project (including type of industry, product az
 
Market)
 

6. 
 Is the Project a/an (check whatever is applicable)
 

a. ........ New Project
 

b. ........Expansion/Diversification of an existing bu
 

........Other
ce. 
(Explain)
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7. Time frame for Project Completion. 
Attach comments separately.
 

8. 
 Project's Financial Requirements :J$ US$
 

Pre-Operating Expenses
 

Land* (Market value)
 

Building*
 
Machinery/Equipment
 

Working Capital
 

Total** 
 s
 
*If leased, provide separate estimate of annual and duration of lease
 
**The 
total J$ and US$ requirement together should equal the total
 
project cost.
 

9. Project's anticipated sources of finance 
 J$ US$
 
(000) (000)
 

Equity
 

Cash Investment
 

Fixed Asset Contribution a
 

Other
 

TOTAL 
 se
 

Loans
 

Shareholders 

*roe**
 

Short Term -
Bank 
 s
 

Long Term - Bank 
 s
 

Other 
 s 00..s 
 .
 

TOTAL 
 _ .... 0S 

5o 
 l oo o o
 



10. Equity Ownership 

J a m a i c a n 

Amount 

.. 

Name 

... ..... ..... 

Foreign 0. 0... a..........a...........0 0a a 

TOTAL EQUITY 

Comments 
_ 

MW 

11. Financing requested from TDB
 

AMOUNT 
TYPE (indicate J$ or US$) 
 USE
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------------------------------------------------------------

------------------------------------------------------------

12. 	 Security Offered 
 _ 

13. 
 Are there any unsettled judgements against the company or any of
 
its prizicipal shareholders?
 

14. 	 Are there any law suits and or pending claims against the
 company or any of its principal shareholders?
 

15. 	 Are there any unresolved legal matters involving the company 
oz
 any 
 of its principal shareholders which may have a bearing upor
the company's or shareholders' financial position?
 

16. 	 Other Enclosures :
16 t~-----------:----------------------------------------------

(i) 
 Bank 	References
 

(ii) 
 Past 	Financial Statements 
(at least three last years);

if available and necessary:
 

a. ...... ...... Investor(s) 

b. e.............. 	 Project Entity
 

c . ..... ........... Guarantor(s)
 

d. .o.. ....... Technical Partner(s)
 

17. *. * ........ 
0 ... . . 0*.. .0 .........
 

Day Month Year
 
Name of Applicant
 
(in print)
 

Signature of Applicant
 

7 



FOR TDB USE ONLY (Comments, Actions, Time Frame Required 
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APPLICATION FOR TDB FINANCING COMMITMENT (FORM TD-100)
 

Blocked areas (where indicated) are for TDB's use only.
following instructions relate to the numbered paragraphs on 
The
 
the
 

form.
 

1. 
 Enter Project Name as you know it and indicate the Parish in
which the proje--t-will be located. 
 If more than one Parish
is involved in this Project, 
please note this detail 
in
Section 5. 
 Corprate Status means whett.er this project is
limited by liability 
or guarantee, partnership, sole
ownership, 
joint venture, a Government of Jamaica owned
subsidiary, another Corporation's subsidy, etc
......
 

2. 	 Feasibility Study. 
 All eight (8) areas of information and
data 	must ultimately be completed and submitted 
in support
of this application. 
TDB professional staff consultation is
available 
 for guidance and assistance in marketing,
engineering and finance. 
 In the case of Projects involving
substantial 
working capital and/or sales arrangements with
related off-shore companies, the feasibility study should be
developed only after consultation with this staff.
 

3. 	 The name of the responsible person persons for the
or
implementation of this Project 
should appear here.

"Function" 
 means the functional role 
of the Project

Representative and his/her authority.
 

4. 	 If this is inapplicable, disregard. 
If more than one joint
venture 
partner is involved, 
provide this information for
 
each.
 

5. 	 Although much of this information may be supplied elsewhere
at a later date, please provide a capsule highlight here.
 

6. 	 Check the applicable line.
 

7. 
 Please set out estimated Project Implementation Schedule and
comment fully on business imperatives (contracts, seasonal
requirements, etc.) which may influence it.
 

8. 	 All figures requested here, 
and in paragraphs 9 and 10, 
are
in thousands of dollars 
 (J or US) rounded off to the
 
nearest thousand.
 

9. 
 TDB staff is available if clarification is required.
 

10. 	 Total Equity 
should equal Total Equity indicated in (9)
above. 
Please indicate in "comment" those amounts and names
which may be 
 considered provisionally committed 
at the
 
moment.
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11. 	 "Type" means Loan or Equity. If loan, indicate estimate
 
length of maturity, i.e. three, five, 10 years, etc., Und
 
"Use" indicate the type of assets or Project Cost to
 
fianced, i.e. machinery, buildings, land, etc.
 

12. 	 If security offered is already partially or fully pledged

advise to whom and to what extent.
 

13. 	 (i) Bank references, whether local or foreign are
requested. In addition to name of 
bank, give branc
 
address and name of manager involved.
 

(ii) The need for past financial statements arises when
 
Investor, Pzoject Entity Guarantor, or Joint Venture Partr
has a prio: and demonstrable business history whi

contribute to the viability of the Project.
 

14. 	 If this name is other than that appearing in Section
 
(above) please explain fully in a covering letter.
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TRAFALGAR DEVELOPMENT BANK LIMITED
 
SUGGESTED FORMAT
 
EXECUTIVE SUMMARY
 

Guidejines for the preparation of Project Proposal, which must acconuiiv
Application For Financial Assistance Form. (Please submit three 
(3)

copies of Project proposal).
 

BACKGROUND
 

* Project promoter(s) Name and Address 
* Existing Operation if any 
* Description of Project 

MARKTI'
 

Demand
 

( i) Primary market
 

(ii) Secondary market
 
* Projected sales 

* Expansion 

PRODUCTION SCALE & MATERIAL REQUIREMENT
 

* Production Programme 

* Plant Capacity 

* Proposed Expansion 

* Raw materials 

* Supplies 

* Utilities 

LOCATION & PROJECT EGINEERING
 

* Location & Scale of Project
 
* Layout and scope of Project
 
* Technology to be employed 

* Organizational planning 

IMPLEMENTATION PROGRAMME
 

* Plant Erection and Installation Programme
 
* Personnel Requirements
 

* Operations 

*.. .../2 
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F.I!: NCIAL EVALUATION 

* ToLol Investmllent Costs 

- Land 

- Land Capability Study 

- Site Preparatiopn 

- Civil Engineering Works 

- " Building & Construction 

- Improvements - Buildings 

- Machinery; Equipment; Vehicles 

- Other 

Working Capital
 

*Production or Manufacturing Costs
 

- Administrative Expenses
 

- Marketing & Sales
 

- Financial CosLs 

- Depreciation
 

Fiin.ticial analysis 

- Sr- :es of Financing 

- D,_ . Service Impact 

- Financial Statements - P&L; Cash Flow; Bala 

- Net Present Value 

- Internal Rate of Return 

- Pay Back Period 

- Break-even Analysis 

- Suznsitivity Atalysis 

Ec'%nomic Evaluation 

- Employment 

- Foreign Exchange Earnings 

- Future Prospects 

V; 



APPENDIX E
 

TDB PAST DUE LOAN SCHEDULE
 



TDB RAST DUE LOAN SCHEDULE
 

As ac 4/30/87
 

NAME PRTNCIPAL PAYMENTS 
 INTEREST PAYMENTS
 

W-iont's Electronics I monthi mnrth 
ealing Reef Club NIP* 2 mortns
 

B & D Trawlin 
 N/A 1 rnonth (bought 

current in May)Dataprep International N/A 5 months 
Transfer Data N/A 1 month (bought 

current in May)Caribbean Products N1 month (boc nt 

current in May)
(*N/A - Loan is still within grace period)
 

LOAN STATUS
 

Wrigr' s Electronics 

Bo,rrower is lockea into a restrictive marketing agreement as well as 
an urfavolurable rate structure from eauipment supplier which leased
 
eouiatment to cornany. TDB rlanagemnent has been working to adiust this
 
situation, with marOinal success, and believes 
customer will continue 
to be a slow pay from time to timne. Total loan exposure is J$73,000 
ar, security is considered marginal. April payment was made in late
 
may but* May interest paymn,-it is now past due.
 

Readir Reef Club -

Client recently paid J$30,500 towards past due 
interest but still

remains past due for anproximately J$65,000. The project suffers from
inadequate management and efforts are contiruing to locate and hire a 
new 
 General Manager. TDB is assisting in this process and recently

identified two candidates. TDB is well secured on this l:ar and feels 
c:rif ident that prope-ly manaed and with ar. increased marketing

effo'rt, this proiect sho.ild be successful.
 

D tare, Internatioal -

This loar, represents a major workout situation for TDB. The company

is now five months in arrears on interest payments totalling J$189,791

with 
 ar, additional interest payment of approxi-mately J$38,000 due
shortly. This is considered particularly critical since the loan is 
still ir, its original grace period for principal payments, and funds 
above the original loan have been advanced to support working capital
siortfalls over the past several months. 

The iroblern appears twofold; with considerable improvement needed in
the areas of market ing and financial control. The cormpany soent more
time thar, projected obtaining steady and quality clients who are just
rOw 
 beg iri i rig t, provide the volurne of work necessary to generate a 
positive cash flow. Conseouently, the marketing expenses as well as
other overhead costs have grown rapidly and do not appear to be 



adeouateiy controlied. TDB advanced J$188. 000 durirng the first 
a.a -ter f 1987 t,:, assist working capital aeficien-cies and to hire 
consultants to revis= Datacreo's operatinig procedures. This has 
proven t.,: be a ternDorary band-aid, and a more Permanent l:rig-term 
approach is now being addressed by TDB management. 

Current 1ly, the company has only one steady customer who is providino 
w or P volutne which is slowly increasing. Based on recent work done, 
ar, wo-rk contracted for the riext two weeks, the billrnas for this 
customer will be approxinmately J$178,000 monthly. Omeratina costs are 
runn ing at aPoroxi-mately J$240,000 pet- month. The company lost a 
potentialy lucrative contract with Time Inc, due to ar input error 
comr i t ted during the test ing period. However, strong marketing 
efforts have resulted in obtaining oreliminary work from both AT&T and 
Readers Diaest. If they are able to win long term contracts with 
these c-,mpanies, future profitabi-lity seems assureo. 

TDPrmanagement recently met with the principals of Dataprep and has 
initiated an imrediate workout prcgram which includes the following 
elements 

Ai 	 Direct TDP contact with the potentialy major Dataprep customer to 
assist _r, finalising of work contract. This contract is 
con,sidered crucial to the cornpanyys future and if finalized, 
shall assure sufficient revenues to turn the cash flow situation 
arourid. 

2) 	 TDB's assistance in raising an additional J$300,000 in equity
 
from third party investors.
 

C) 	 If A and B above are completed, TDB will convert past due
 
interest owed into an increased equity position in the &ompany.
 
This would have additional positive effect on the company's
 
financial position, but will cause TDB to credit the accrued
 
interest receivable account in excess of J$.25,000 in exchange
 
for at increase in the equity investment account. This does riot
 
change the balance sheet totals, but does have a negative effect 
ori cash flow, as TDB would have reversed its short term cash 
receipts position for a long term equity investment. 

D) TDB is seeking additional collateral security but this seems to 
be unrealistic as they already hold a blanket lien on all 
corporate assets. 

E) 	 TDB shall place a Financial Controller in the company to ensure
 
better control of expenses and to formalise cash management and
 
cash flow forecasting.
 



APPENDIX F
 

REPORTS ON VISITS/INTERVIEWS WITH
 
TDB CLIENTS
 



--------------------------------------------------------------------

COMPANY 
 (LD ENGLAND COFFEE LIMITED
 

BUSINESS 
 Coffee production and sales
 

PERSON CONTACTED : 
 Mr. Ronald Thwaites - President/Owner
 

TDB LOAN 
 J$820,000 including US$100,000 from USAID
 

TDB EDUITY J$300,000 121% at 
par value of J$23. i/share
 

This project represents a truly integrated approach by 
 the private

financial sector to fund and 
invest directly in a new cc1-;fee produc
tion operation in Jamaica. 
 The Old England project is a new venture
 
to cultivate 
 175 acres of Blue Mountain coffee in extremely rough

terrain. The company is 
owned jointly by Mr. Ronald Thwaites, a well
known Jamaican entrepreneur, Mr. 
Victor Thompson, and Dr. Paul Chen-

Young, Chairman of Eagle Merchant Bank (12.3% 
 each). Additional
 
shares are owned 
by Trafalgar Development Eank, Eagle Merchant Bank
 
and Jamaica Agricultural Development Foundation (21% each).
 

During an all-day site visit, Mr. Thwaites showed us the

infrastructure construction completed. and the various field which hadbeen recently planted. Several miles of rough road had to be cut into
the mountains, 
 and the fields cleared and prepared for young coffee
 
saplings. Seventy-two acres 
have been planted to date and an

additional 103 acres are planned by the spring of 
1988. Additionally,

another 1.5 miles of road must be built to gain access to the planting

sites. 
Actual crop yeilds are not expected until three to fours years
from initial planting, and, consequently, 
 current working capital

requirements and interest payments are being met directly from equity

and advances from other projects owned by 
 the principals. These
 
advances totalled J$694,000 in January 1987, and have 
 been reduced
 
slightly since then.
 

Mr. Thwaites was quite complementary regarding his loan relationship

with TDB and at the 
same time, very candid about the whole 
 financial
 
industry and its shortcomings. Mr. Thwaites 
 states that TDB

represented an important 
 alternative to the traditional 
 commercial
 
bank secured lending practices. 
 He prairad the joint venture and 
co
financing 
 structure of this transaction, and believes that 
both TDB

and JADF 
are fulfilling their developmental roles by helping this new
venture get started. 
 He was emphatic that the traditional commercial
 
banks would not lend for a 
start-up coffee venture without 
 excessive
 
outside collateral.
 

If the natural elements do not 
cause unforeseen crop destruction, then

this project 
 will be assured of long-term success, given the high

quality of the product 
 and vertically integrated processing and

marketing network that Mr. 
 Thwaites has developed. He is already

producing coffee from other properties, drying and roasting the beans

in a local plant and exporting the product at premium prices to the
 
United 
 States and Europe. The Old England project 
 will provide

additional 
 crop to this prime export earner. The project 
 should

provide additional permanent employment for 350 people, and is

projected to earn over USS1 million over the 
life of the loan.
 



----------------------------------------------------------------------

COMPANY : SUNLEAF FOLIAGE 

BUSINESS . Orranmental Horticulture /House Plants 

PERSON CONTACTED Winston Lyn - Partner 

TDB LOAN . J62,144,000 including US$389,818 from USAID
 
(100%).
 

This company was formed in late 1986 to produce and high
export 

quality ornamental foliage (house plants: 
Scindapsus, Philadendron and
 
Marble Queen). The farm consist of eight acres under long term lease
 
in the Caymanas *Horticultural Park' near Kingston. The lease terms
 
are quite beneficial to the company with an initial term of 25 years.

The company borrowed from TDB for the purchase of equipment, including
 
sunshade screen drip irrigation and sprinkler systems. They currently

have six acres under a sunshader structure which was 
constructed and
 
omerating 
within seven months. This was a typical project which
 
required a heavy 
 up-frontl funding for capital expenditures and
 
working capita. to avoid the immediate erosion of equity until the
 
crop benan Producing revenues.
 

The comoany experienced several delays in beginning operations,

including impo-tation of equipment and supply of quality plant
 
cuttings. They purchased some rooted plants locally in ",oder 
to
 
remain on schedule, even though the profit margin was sigr,:ficantly
 
reduced 
 on the first crop. Mr. Lyn reported that his relationship
 
with TDB has been excellent and that because neither he nor 
his
 
partner were experienced in this business, assistance
TDB's technical 

and monitoring analysis was particularly helpful. The company has
 
been shipping plant cuttings since March of 1987 
(one month later than 
planned) and has received a very good reception for its product.
Foreign exchange earnings to date total US$7,800 - with a total dollar 
earnings potential projected at US$2,712,000 for the life of the loan. 

Mr. Lyn stated several times that he could not be in business without
 
the assistance 
of TDB. As a start-up project, other financial
 
institutions would not 
fund his project without excessive amounts of 
outside collateral. Mr. Lyn sees his main problems in the future in
 
the areas of distribution and transportation. There have been peveral

problems to date in getting the product 
on a flight, and delivered in
 
a 
timely fashion in Miami before spoilage.
 



------------------------------------------------------------------------

COMPANY 
 JAMAICA OXYGEN AND ACETYLENE LIMITED
 

BUSINESS 	 Manufacture of industrial C02 for use in food
 
processing
 

PERSON CONTACTED : 	 Leighton Dixon - Principal
 

TDB LOAN : 	 J$2,892,615 including US$418,230 from USAID
 

This company is a subsidiary of Jamaica Carbonics Limited, and
 
manufactures and sells Carbon Dioxide (C02) to a wide variety of
 
industries. The company's original plant C02 recovery project
was a 

originally funded in 1983 through the National Development Bank. The
 
company approached TDB for financing its plant expansion and purchase
 
of specialised machinery which will allow them to 
increase -production
 
of an oil-free CO2. This is particularly desirable for sale to food
 
processing plants as gas imparts no the
this type of odor or taste on 

frozen food product. The company's largest customers are the local
 
brewery and a fish processing plant. Both customers export their
 
products.
 

The company originally approached several commercial banks (including 
Bank of Nova Scotia with whom they have a commercial relationship) for 
medium term financing via NDB. The process was over two months in 
progress when TDB approached them and approved and disbursed the 
credit within six weeks. Mr. Dixon is quite pleased with the service 
and professionalism he has received at TDB. He believes they have a
 
competitive edge not only in interest rates (a three to four 
 percent
 
savings), but in approach and willingness to take on medium term risk
 
assets. He also believes the availability of foreign exchange and
 
established letter of credit operations were most beneficial.
 

The company is not a direct foreign exchange earner but is in fact a
 
service or raw material supplier directly to several companies which
 
are credit extension to this company has caused a number of 
 benefits
 
to the Jamaican economy through cost efficiencies, increased volume,
 
and quality of product to the export sector.
 



------------------------------------------------------------------- --

COMPANY . JANROY LIMITED 

BUSINESS 
 Ornamental Horticulture
 

PERSON CONTACTED Roy Whitehorne - Owner
 

TDB LOAN J$1,600,000 including US$191,818 from USAID 

This is a loan into the non-traditional agricultural sector for export

of exotic cut flowers (Helicona and Red Ginger). The company
 
represents a truly integrated project 
as Mr. Whitehorne has planted

other crops for local consumption as he prepares the land and expands

planting of the Helicona. 
This plant takes several months to produce.

In the interin, 
 the company has planted red beans, pumpkins, and
 
coconut for local sales. Additionally, the debt service is helped by

the rental of a tractor/bulldozer owned by the company, 
 and a bee
 
colony which produces honey.
 

The TDB loan (arid the USAID dollar portion) was used to import

irrioatio, pipes, 
 pumps, and an all weather vehicle. Mr. Whitenorne
 
stated that this import procedure was greatly expedited because of 
TDB's access to foreign exchange. He now has 44 acres under 
cultivation and employs 35 people or, a per monthly basis. 
Additionally, he has 
 10-15 casual workers and additional hands at
 
harvest time. Export 
 began five months ago and foreign exchange
 
earnings to date are approximately US$20,000.
 

Mr. Whitehorne stated that he felt 
TDB has acted as his technical and
 
financial advisor and the feels free to meet with them at 
any time.
 



------------------------------------------------------------------------

COMPANY 
 JAMAICAN HEART LIMITED
 

BUSINESS 
 Ornamental Horticulture/Cut Flowers
 

PERSON CONTACTED : 
 Charles Whittaker, Asst. 
Plant Manager
 
Andrew Todd
 

TDB LOAN 
 J$3,500 all from USAID funds
 

TDB EQUITY 
 J$500,000
 

Jamaican 
Heart Limited is a large producer of cut flowers for exoort.
Currently, they have some 
 acres under production for various
 
types 
of roses and have recently begun to grow anthuriums. The 
TDB
loan is for the importation of the necessary equipment 
to build and
irrigate the anthurium areas. A total of six acres of this 
exotic
 
flower will be 
olanted and export is schedule to begin by March of
 
next year. Production ir, the interim, will 
be sold locally due to
their small size from the first crops. Both 
TDB and JADF have equity

investments it. this company, 
in addition to the full 
TDB loan.
 

The company is most pleased with 
its relationship with TDB

believes that its expansion would not 

and
 
have been possible without their


loan. They 
 were most pleased with the 
 ready access to foreign

exchange through the import 
letters of credit established by TDB, and
stated that 
 this was a most important service from the bank.
Technical assistance in preparing the project, 
 as well as continued
 
involvement by 
TDB staff has been very helpfol for them.
 

The operation appears to be quite well-managed, with a well-integrated

production, distribution, and marketing network. The product is quite

popular and the overall 
success of the project seems assured.
 



-------------------------------------------------- ---------------------

COMPANY . 7ARIBBEAN PRODUCTS COMPANY LIMITED 

BUSINESS Ianufacture of cooking oils. margarine ana 
mayonnaise 

PERSON CONTACTED Raphael Barrett - General Manager 

TDB LOAN J$2,797,000 all from US$508,545 AID funas 

Caribbean Products is a division of SEPROD Limited, 
 a large Jamaican 
corporation (1200 employees), which produces grain, cereal, cookinig 
oil, detergent, and feed products. This division produces cooking 
oils, margarine anL' mayonnaise, supplying 90-95% of the local market. 
We met with Mr. Raphael Barrett, General Manager at the plant. 

TDB has lent Caribbean Products some $500,000 U.S. dollars for the
 
purchase of a specialized packaging machine. This loan is considered 
a prudent portfolio diversification for TDB as the credit risk 
involved with this established corporation is ouite low. At the same 
time, Mr. Barrett was quick to point out that TDB was able to provide
 
a valuable service to the company through its medium term lendin 
program and quick access to foreign exchange for equipment 
importation. Mr. Barrett admitted that because of the size of 
 his
 
group, they could possibly have obtained local 
financing elsewhere,
 
but the interest expenses and time delays would have been very costly.
 
He stated that even for larger established companies, there is a
 
market niche for lending such as TDB, and he considers them to be an
 
excellent institution with competent management.
 

The actual job growth or foreign exchange impact of this credit is 
difficult to determine, as it is such a small loan to a large company. 
However, the particular machine purchased has become an integral part 
of the recent upgrading and modernization of the plant and its 
packing process. A greater efficiency has been achieved with the 
installation of this equipment. 



------------------------------- -------------------------------------

COMPANY 
 J.D. MANUFACTURING
 

BUSINESS 
 Garment Industry - Super 807 - Group 1 Co.
 

PERSON CONTACTED Don McFarlane - President
 

TDB LOAN 
 J6550,200 including US$88,000 from USAID
 

Mr. McFarlane is a strong advomate of TDB and credits the bank 
being

partners with him in creati 
 this rapidly expanding and most
 
profitable business. J.D. Manufacturing is essentially selling labor
 
through the receipt of cut 
and styled clothing from U.S. companies

which his plant 
 assembles and exports.. This program is under a
 
bilaterial treaty which eliminates duties and quotas at 
both ends of

the trade cycle. Volume is now 
in excess of six thousand dozen units
 
per week, with confirmed orders for 150 thousand dozen by September.
 

J.D. Manufacturing 
 started with 50 people and now employs over 130
 
workina two shifts. TDB extended a loan totalling J$550,000 for the
 
irioortation of sewing machines. 
 Mr. McFarlane complemented TDB for
 
the completeness of their project study and speedy approval 
 process.

He approached a commercial bank for similar loan terms, but 
was turned
 
down. He feels that TDB took a 
prudent risk and has definitely helped

developed the Jamaican export economy. 
 J.D. Manufacturing has grossed
 
over $200,000 U.S. dollars in 
foreign exchange earnings in the past
 
six months.
 

Mr. McFarlane 
stated that the terms and conditions for his loan were
 
exceller+ by Jamaican standards, and he believes the interest rate
 
charged is a savings of 500 to 
600 basic points for his company. he
 
intends to continue his expansion to meet production demand, and will
 
be meeting with 
TDB to increase his loan to approximately US$900,000 
in the near future. 



-----------------------------------------------------------------------

COMPANY . TRANSFER DATA LIMITED 

BUSINESS Data entry service
 

PERSON CONTACTED : Lennox Robinson - Owner 

TDB LOAN J$l,300,000 including US$78,182 from USAID
 

This company is a start-up operations in the relatively new field of
 

data entry services. Documents and internal data is sent to this
 

company which then transfers it onto a computer program and re-exports
 

the finisned reports on computer disks. It is a labor intensive
 

business which is effectively selling inexpensive keypunch labour,
 

rapid turnaround time, and quality work product. Currently, the
 

company employs 165 people, including 13 supervisors, and is working
 

two shifts daily. 

The company experienced some cash flow irregularities as it lost one 

major US client which went out of business (loss of US$15,00 in 

monthly billings). As a result, some capital originally budgeted for 

equipment was utilized to ease cash flow swings. This situation has 

now been rectified through interest growth and the steady work flow 

fromi severn U.S. clients - including American Express Company. Mr. 

Robi-son, acknowledged the cyclical nature of this start-up business 

and was most appreciative of the financial and management, assistance 

provided to his company by TDB. He stated that TDB staff constantly
 

review his business and provide valuable technical assistance. He
 

expressed his gr-atitude for the-strong position TDB held against his
 

plans to purchase a building for his business, and now realizes that
 

the bank was correct to guide him away from unnecessary fixed asset
 

burden. The company is now billing an average of US$60,0/month and
 

expects to increase this significantly when a new high-speed tele

communication data line is connected with New York - probably by mid-


Ju1 y.
 

This company appears to be the classical success story which
 

nonetneless, has several structural weaknesses. The TDB staff is
 

aware of this company's strengths and weaknesses, and is continuing to
 

work close with Mr. Robinson in the areas of increased managerial
 

staffing, market segmentation and a national expansion program. Mr.
 

Robinson appears to be high!/ dependent on the advice and technical
 

assistance, and stated that he could not be in business today without
 

TDB's loan extension and assistance. Mr. Robinson did apply for
 

credit through NDB but there was no action. TDB provided a prompt
 

response, better loan terms and technical assistance. Financial
 

projections indicate that this company will earn approximately US$7.3
 

million in foreign exchange for Jamaica over the life of the project
 

loan. Foreign exchange earnings to date exceed US$300,000.
 



APPENDIX G
 

TRAFALGAR DEVELOPMENT BANK LIMITED
 
STATUS OF PROJECTS "IN THE PIPELINE"
 



TRAFALGAR DEVELOPMENT DANK LIMITED
STATUS OF PROJECTS IN THE PIPELINE DATEt May I. 1987 

PROJECT NAME 
LOAN APPLIED 

FOR 
TOTAL FUNDING 
REQUIRFD 

EQUITY
INVESTMENT 

PURPOSE OF 
LOAN BD. APPT/

NOTIFICATION CO.*1ENTS 
SEATON/KYUNGDONG $4.0 million Nil Establishbzent of May 1987 Revised Project document 

stainless steel 
flatuare manufacturing 

being Prepared for 
re-submission to TGI. 

JANCULTURE LIMITED $4.0 million $10 million Nil 

operation. 

To expand rice may 1987 Client advised of 
production at BRUHDEC deficiencies to be 

addressed. Early response 

HYGROPONICS LIMITED $2.5 million $ 2.5 million Nil Establishment of 
anticipated. 

Letter sent to cliest 
Hygroponics project. highlighting some of TD38s 

reservations. TDB will 
follow-up with FHO on this 

RADIO-THERAPT & CANCER 
TREATMENT CENTRE 

$1.89 million $ 3.16 Nil Establish Radio-Therapy June 1987 
& Cancer Treatment 

venture. 

Aevised project 
document being studied. 

Centre. 

FERRIS FARMVRK LTD. $4.0 million $ 8.0 million Nil Establishment of honey July 1987 Client advised by letter 
production entity, of additional infornation 

needed to complete 

JAMAICA CERAMICS LTD. $4.0 million $ 9.6 million Nil Establishment of Sept. 1987 

preliminary appraisal. 

Client to submit project

ceramics manufacturing specific document. 
NEWPORT FEED HILL $2.16 million $ 5.4 million Nil 

entity. 

Establishment of animal Clfhnt to contact Tog 
feed mill. re additional equity 

Infusion by project 

RIO MINIIO FAR2MS LTD. $850.0OO $ 2.0 million Nil Establishment of May 1987 

sponsors. 

Preliminary appraisal 

export oriented being conducted by 7DB. 
horticulture farm. 



TRAFALGAR DEVELOPMENT BANK LIMITED 
STATUS OF PROJECTS IN THE PIPELINE 

DATE: Hay 1 
PAGE_2 

1987 

PROJECT NAME 
LOAN APPLIED 

F 
TOTAL FUNDING 

REQUIRED 
EQUITY 
INVESTMENT 

PURPOSE OF 
LOAN 

BD. AFPT/
NOTIFICATION COMUENTS 

JAMAICA HEALTH RESORTS LTD. ;'.0 million $21.3 million Nil Fixed asset iunding Sept. 1981 Preliminary document 

SCOTT'S PRESERVE I.TD. $1.5 mililon $ 4.5 ,million $500,000 Fixed asset financing April 1981 

received. 

Major modification of 
and working capital, project document suggested 

NUDL LIMITED $2.2 million $ 2.64 million Nil Expansion of information 
by TDR. 

Revised document submitted 

SOFT SHEEN HENKEL LTD. $3.0 million S 4.23 million Nil 

Processing entity. 

Equipment financing Kay 1987 

for review. 

Letter sent to client 
and working capital, outlining results of 

CIBONEY-ON-THE-SL LTD. 14.0 million $75.4 million $500.000 Establishment of fay 1987 

TDB's appraisal. 

Project document submitted 

JAMAICA FLORAL EXPORTS LTD. US$216.OO0 
tourist facility. 

Establishment of 

for review. 

Project document submitted 
horticulture marketing for review. 

COVEY F&XMS LIHITED 
company. 

Establishment of citrus 

farm. 
ADON LIMITED J$3.59 million J$ 5.1 million Nil Establish factory to 

produce furniture 

CARIBBEAN CASTINGS & 

ENGINEERING LTD. 

$2.20 million $ 4.84 million Nil 
for export. 
Diversification of Preliminary document 

existing operation. being reviewed. 



TRAFALGAR DEVELOPMENT BANK LIHITED 
 DATE: Hay 1, 1987
STATUS OF PROJECTS IN TIlE PIPELINE 
 PACE 3
 

PROJECT NAME 
LOAN APPLIED 

FOR 
TOTAL FUNDING 

REQUIRED 
EQUITY 
INVESTHENT 

PURPOSE OF 
LOAN 

BD. APPT/ 
NOTIFICATION COMMENTS 

HANUFACTURING & INVESTMENTSLI MITED $3.33 million $ 6.89 million Nil Establish joint 
venture for manulacture 

Proposal incomplete.Pooa nopee 

of plastic bottles and 

AKIN HA-NUFACTURING LTD. $400.000 $541.2OO Nil 

C3ps. 

Fixed r.sets and Proposal incomplete. 
working capital 

TOTAL J$47.836.000 - - financing. 

US$ @ 5.5:1 $8.7 million 



APPENDIX H
 

PROJECTED EARNINGS SCHEDULE FOR TDB LOAN PORTFOLIO
 
MAY 1987
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Z.slimavc net is eayams Ee calculated before -tax an imem oaymms. 

For soei larpe cmanes a historical analysis is Derfo7uu 
and no D ooectois are nace as to future earnings. 

'32 Figures given in brackets indicate that earnings canyot 
Pe corsiaure directly attibutable to TDB loan and are excluoed 
frco total. 

C4 * Two vrojerts, Jaryt ana Davon, show relative is earnings.
 
These oProjects are basically exort oriented.
 
me Dulk of tneir reven:es are earmned in MSS,and the bulk
 
of tneir overheacs 
 are SUDnorted by L'5 earnings. As 'Estimatet
 
net USI earnings' 
 are calculated ty subtracting M expenditures 
frc, USS earnings, the *Estimated rt 3$earnings' ar calculatee 
y suer-t. JS "eDeritures from J$ earnings.


*n-ere US$ earnings form te 
 creater portin, of the revenue accruim 
to a Project, and J$ expenditures include the greater ;ortion 
of tne overneads, the project will show negative J$ earnings. 

hms is not an indication that the projevt's JS sales are 
unurofitable. They are an indication that the project's viability 
rests Primarily on its' export earnings.
 
The Project's will earn the following on a gross basis:

Jarrc-y 1,314,Z3S64:S, OCC 

Davon 5,13', m-, 22":66, M)t 


