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Secondary Cities Investment Fund Design

PREFACE

Tlus report summanzes a proposed Secondary CItIes Investment Fund (SCIF) and preillmnary

desIgn specificatlOns It was prepared for the Office of EconOmIC Growth, USAID HaItI and IS

based on a field tnp of three weeks made between 16 May and 4 June, 1999 The mISSIon

compnsed Robert C G Varley (Vekon ASSOCiates) and Patnce Backer and was supervIsed by the

Research Tnangle InstItute (RTI), supported by the CooperatIve Housmg FoundatlOn (CHF), under

the "SustaInable Urban Management (SUM) IQC" pursuant to Contract LAG-I-OO-99-00009-00

The team IDltIally met With the Office ofEconomIc Growth m Port au Pnnce for one day, dIscussed

the TOR, and then proceeded to Cap-HaItIen for a 5-day survey oflocal busmess condItIons A

bnef report and prehmInary recommendatlOns was presented to USAID and the team proceeded to a

4-day survey m Jacmel In the final week of the field VISIt follow up IntervIews were conducted In

Port au Pnnce to establIsh legal constramts and obtam feedback from other €lonors and central

government representatIves A VISIt was made to the ExecutIve DIrector ofSOFIHDES, a

development bank supported by USAID Before leaVIng HaItI the team made a presentatlOn to the

USAID MISSIOn outlIrung the proposed deSIgn, next steps and operatIng procedures for the SCIF A

bnefing With the Drrector of OEG HaItI In DC was scheduled for the follOWIng week The

aSSIgnment Will be concluded With presentatIOn of a final report by July 14, 1999
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CHAPTER 1 - INTRODUCTION AND BACKGROUND

Economic and Political Context

The ObjectIve ofthe report IS to assIst the USAID MIssIOn m HaItI to detennme whether the

creatIOn ofa Secondary CItIes Investment Fund IS appropnate and, If yes, m IdentIfymg the next

steps m completmg the desIgn and establIshIng the fund The team has made use of several

contemporary documents prepared for USAID's Office of EconomIC Growth and agrees broadly

WIth theIr analySiS of the current economiC and polItical constramts 1 2 3

The Fund

The proposed Secondary CItIes Investment Fund (SCIF) would be an autonomous component ofthe

Secondary CItIes Program, funded by USAIDlHaItI The SCIF WIll be managed accordmg to

mvestment bankmg pnnciples WIth the mtentIOn of sustaInabIhty by reflow from loan payments and

new partICIpatIOn from donors and mvestors Imtially capItalIzed by USAID, the fund would

specIfically market Itself to mtematlOnal donors and eqUIty mvestors (e g the Haitian Dlaspora)

The mISSIOn of the SCIF IS to support USAID's Office of EconomIc Growth m IDlplementmg a

Secondary CItIes Program (SCP), catalyzmg sustamable economIC growth aIld employment m the

North and Southeast regIOns

The SCIF would concentrate on fundmg Infrastructure m the context of a broad "publIc-pnvate

partnershIp"(PPP) but by entenng mto fmancmg agreements WIth pnvate sector entitIes to fmance

the renovatIOn, constructIOn, and management of mfrastructure (winch mcludes mamtenance) The

SClF would Illitially be targeted stnctly to mfrastructure, but could also partIally finance the

mfrastructure component of other bankable projects For example tounsm and agnbusmess projects

often have cntIcal mfrastructure components that would traditIOnally be SUbSIdIzed by the state The

I HPZ HIgh PotentIal Zone Strategy A Concept Paper, USAID, Port au Pnnce, May 1999
2 Sustamable Energy Services In Secondary CItIes, Fmal Report, Pnvate Sector Role for ElectrICity In Haiti, Prepared
by Bechtel NatIonal, Inc, for USAIDlHaItl, March 1999
3 HaItI Pnvate Sector Assessment, Prepared for USAIDlHaltI, P Rourke et aI, Pnvate Enterpnse Development Support
Project III, Coopers & Lybrand, March 1998
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decentralIzed "grovvth pole strategy" for the North and South-East RegIons ofHmti Will compnse

the SCIF and other coordmated activIties WIth a more conventIOnal IA/grant onentatIOn (such as

the Small Busmess Centers and a matchmg-grant program for ImproVing neIghborhoods) The SCP

Will be coordmated by full-tIme representatIves of USAID statIOned m the cItIes of Cap-HaItien ill

the North, and Jacmel ill the South

The Focus on Infrastructure

SpecIalIzatIOn m areas of mterventIOn for the SCIF ensures there would no replIcatIOn and no

canmbalizatIOn of eXlstmg USAID or USAID funded programs It IS also necessary to lImIt the

scope to illcrease effectIveness The SOW mdicates 4 gUIdmg pnnciples

1) The fund must be responSIve to the needs of the entIre pnvate sector (1 e large and small

fInns, fonnal and mformal sector compames, export and domestIc market enterpnses,

2) The fund must have bUllt mto It strong mcentives to mduce the local pnvate and publIc

sectors to reach partnerslups for the prOVISIOn of servIces and Infrastructure wluch are

essentIal to an expandIng and broademng ofpnvate enterpnse m the secondary CItIes and

theIr hmterlands,

3) Investment deCISIOn makmg must be a partICIpatory, transparent and fully accountable

process,

4) The fund must be able to accommodate InfuSIOns ofcapItal from other donors and overseas

capItal sources Wlth dIfferent project financmg cntena

If all of these pnncipies are stnctly applIed the consultants do not thIng the selF would be VIable 

treated as reqUirements these pnncipies overdetermme the fund Smce the fund Will have relatIvely

modest human resources It makes no sense to try to respond such a WIde range of actIVIties as are

speCIfIed III pnnciple 1 Furthermore other donor and USAID programs already target some of

these market segments For mstance, when considenng fInancmg alternatives aVailable from the

mIcroentrepreneur to large busmesses, we have IdentIfIed the followmg sources
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Buszness Sector Fznancmg provzder Level ofmarketpenetratlOn Correspondmg
USAID prow-ams

MIcroentrepreneurs • Auto-financIng • Jacmel faIrly lngh, the • PRET
and small formal • Usurers and notary CaIsse PopulaIre • Fmnet
busmesses publIcs L'Esporr IS held as a

• Caisses PopulaIres model for this type of

• CooperatIves organIZatIOn

• Mlcrofinance arms • Cap-HaitIen moderate,

of commerCIal
banks

• Other non-bank
mtermediarIeS

MedlUm- and • CommerCIal banks Low There IS a perception • SOFIHDES
Large-Scale • SOFIHDES that none of the provIders • HaItIan
Busmesses • HaItIan are lngh nsk-takers The Development

Development Fund latter claIm that borrowers Fund

• FDI (Fonds pour Ie usually do not present

Developpement bankable proJects, even If

Industnel) the Ideas seem pronnsmg

Infrastructure None IdentIfied None at present
projects

WhIle Cap-HaItlen and Jacmel may not be well-served by commerCIal banks (especIally Jacmel), It

IS worth notmg that

1 SOFIHDES IS actIve m both CItIes In Cap-Haltlen, they count GINSA as one oftherr largest

clIents natIonWIde In Jacmel, they have financed a bakery and an Ice plant and are

consldenng more mId-SIzed Investments m enterpnses WIth Job generatIOn potentIal

2 WhIle HDF has had ItS share of problems m Port-au-Pnnce, the Jacmel office has had a

pOSItIve but unheralded Impact on smaller busmesses

GIven the eXIstence of these InstItutIons and the deSIgn of the upcommg FInnet program, we have

IdentIfied mfrastructIrre Investments as one of the few areas where there IS no sIgruficant finanCIng

proVIder Wlule thIs focus may constraIn the scope of the fund we conSIder the Increase In

effectIveness to be conSIderable and the recommendatIon JustIfied We also conSIder the ObjectIves

ofhavmg four wmdows (grants for feaSIbIlIty studIes, matchmg grants for projects, loans and loan

guarantees) to be over-ambItIOUS and ImpractIcal IncludIng grants WItlnn the purvIew of the
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govermng board of the fund creates COnflIcts ofmterest, willIe Issumg guarantees makes no sense m

condItIOns of such poor mformatIOn on borrowers The Issue of guarantees IS dIscussed later m the

report

Municipal Development Fund and Private-Public Partnerships

The nature of the proposed SClF also has to be clarIfied to dlstmguish It from tradItIonal

mterpretatIOns of "MunICIpal Development Fund" At present the pubhc sector, as represented by

central government and Its staff (who carry out de-concentrated functIOns m the provmces), are not

able to perform the functIOn of developmg andlor managmg tolerably effiCIent mfrastructure

servIces ThIs seemmgly mtractable weakness has been extensIvely documented m USAID's own

hterature (as referred to above m the footnote on page 5), as well as the reports of other donors (e g

World Bank, lADB) USAIDts conventIOnal approach to mumclpal development compnses

technIcal aSSIstance, pubhc, instItutIOnal strengtherung, governance reforms, a practlcal focus on CIty

management, the use of the capItal market and the transfer ofboth revenue and spendmg authonty

to local governments Mumclpal development funds are a tool for targetmg partIcular sectors

(usually mfrastructure) and, even when repayment IS reqUIred by the borrower, sustamabIhty are

hostage to the local government's ablhty to eIther ralse local taxes/fees, or sustam central

government grants to servIce the debt

Pubhc-pnvate partnerships cannot at present be approached WIthm such a ratIonal long-term

framework, smce the publIc partner IS so weak Tills weakness IS not only In capaCIty and effectIve

legally conferred powers but also m terms ofa lack of autonomous finanCIal capaCIty Even local

taxes are collected by the natIOnal tax agency and are transferred dIrectly to the coffers ofcentral

government CapaCIty to spend by local government IS determmed by central government budget

fundmg, much of It m the form of centrally dIrected and controlled projects Tills lack of control

over locally generated resources and OffiCIal donor fundmg IS well SUIted to the admmIstratlve

structure of deconcentrated sub-agencIes of sectoral m1ll1stnes In present day Halti mumcipal or

local governments have very hmited capaCIty to absorb programs ofconventIOnal strengthemng and

capaCIty bUIldmg PPP success depends on a less structured voluntansm, gIvmg the pnvate sector a

key leadersillp role and responsIbIlIty that It IS unaccustomed to USAlD's demand-onented

strategy, respondmg to locally based demand and preferences, Imphes less supposed control over
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outcomes than governments and donor aId/Investment agenCIes are accustomed to The supply-led

approach, WIth detailed mvestment "recommendatIOns" Imposes central government and donor

preferences on local commumties and mIstakenly assumes that the project desIgners are able to

assess local preferences

We have used "PublIc-Pnvate PartnersInp" In two senses

a) Commumty-based relatIOnslu.ps/alhances, wInch would sponsor actIVItIes to benefit all

sectors of the commuruty and Improve economIC growth prospects At the level of polley

and governance they would be InItIated, led and sponsored by leaders from dIfferent parts of

the commuruty - such as the Chamber of Commerce and commuruty orgamzatIOns The

major contnbutIOn of other stakeholders such as central government, donors and NGOs IS to

support of these partnersInps, provldmg grant fundIng and TA as well as faCIlItatIOn

servIces Wlule thIs type of partnershIp has become necessary because of the faIlure of

polItIcs and governance In HaItI It IS stIll necessary to obtaIn the consent and cooperatIOn of

central government authontles

b) SpeCIfic project based PPPs, for example, to renovate and maIntam a road, pnvatIze waste

collectIOn or to bruld and operate a water supply plant These undertakmgs reqUIre OffiCIal

conceSSIOns and contractual relatIOns between partICIpatIng partIes The selF Will faCIlItate

these partnerslnps by prOVIdIng long-term debt capItal and In exceptIOnal CIrcumstances

enablIng deals to be closed by addIng grant components to the project financmg mIX

In a sense "pnvate sector-clvlc-commumty-donor" partnershIps would be more descnptlve of what

IS bemg proposed m the HPZ Such a formulatIOn would, however, alIenate central government

stakeholders who Will contInue to operate substantIal establIshments WithIn the regIOn, espeCIally m

mamtmmng secunty and enforcement of law Eventually true decentralIzatIOn must be

unplemented reqUIrIng local governments a) accountable to electorates, b) With the status of

mdependent finanCIal entItles With theIr own credltworthmess, able to recover costs by eqUItable
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and effiCIent local taxes and fees4 Where murucipal offiCIals are elected, andlor of progressIve

dISpOSItIOn, therr Involvement In PPP can sow the seeds now for a more autonomous elected local

government later

The SelF Will provIde the long·term debt component of project financmg for publIc-pnvate

partnershIps of the second kmd It would be subject to the mfluence ofall stakeholders but

chartered as an mdependent finanCIal entIty governed by a board The finanCIal admiIDstratIOn of

SCIF would be contracted out to a commerCIal bank and operatIOnal overSIght entrusted to the

board Votmg, as opposed to representatIOnal nghts on the board, would be condItIonal upon

eqUIty partlcipatIOn m the fund

USAID's Role

USAID's cntICal contnbutIOn to the overall success of reglOnal development efforts IS Its perceIved

polItIcal strength and WIllmgness to support governance changes Independent of the mfluence of

USAID and the PPP on polItIcal nsk-factors (whIch mclude cost recovery Issues such as enforcmg

payment, levymg tolls and dlsconnectmg delmquents), the fund alms to raise the "reward to nsk

ratIO" for the pnvate sector through a PPP ThIs satIsfies the pnnclple of "strong mcentives to

mduce the local pnvate and publIc sectors to reach partnerships for the proVISIOn of servIces and

mfrastructure whlch are essentIal to an expandIng and broadenmg ofpnvate enterpnses In the

secondary CItIes" (SOW page 6) By establIshing the fund rapIdly USAID IS puttIng It's money

down and InVItIng the pnvate sector to do the same by preparmg and subffilttmg loan applIcatIOns

for quahfymg projects The reqUIrement for prIvate eqUIty partICIpatIOn can be summed up m the

pnnclple that both partners should hurt If the projects faIl

The SCIF IS a fmanclal mterventIOn and ItS marketIng to the pnvate sector should be based on

USAID's mternatlOnal expenence m supportmg pnvate sector finanCial development Several

mtervlewees thought that the USAID name lends plaUSIbIlIty to the vlabIhty of mfrastructure

mvestment by the pnvate sector The unexpected success ofUSAID's ffilcrofinance ImtIative may

have led commerCIal banks to be more sangume about the prospects for pnvate sector mvestment ill

Infrastructure, SInce It IS bemg backed by USAID There IS an excess of hqrndity In the bankmg

4 For mstance a betterment levy on property to recover costs from local road constructiOn
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system but most ofthe depOSIts are short-tenn Even SO, the avaI1abIhty oflong-tenn SelF loans

should tempt the banks to reconsIder the reward to nsk ratIO for shorter-tenn workIng capItal and

bndgmg loans'

FInally, USAID can proVIde the focus for COOrdInatIOn of donor efforts to support mfrastructure

Investment m these two regIOns Absence of such an accord amongst donors could rapIdly lead to

sabotage of the VIabIlIty of proposed projects funded by SCIF Ideally the donors would choose to

support mfrastructure development by becommg Investors 10 the SCIF If they choose not to, a

mmImum level of coordmatIOn and dIalogue (focuss1Og on the North and South East) should be

sustamed under USAID1s leadershIp It IS VItal that donors do not loan to central government

projects In a way that undercuts USAID's decentralIzatIOn strategy mfrastructure for Infrastructure

For mstance, major Infrastructure proJects, such as the central government buIld10g a new $20

mI1hon water plant With foreIgn aid, could anaesthetIze any current locallllltiatives to manage the

eXIstmg Infrastructure more effiCIently

One way oflImItmg the damage, If such projects cannot be prevented, IS by askIng other donors to

Impose stnct covenants to estabhsh local ownershIp and control of the assets subsequent to

completIOn In pnnciple, for mstance, there IS no objectIon to central government constructmg

major mter-provmcial roads - mamtenance and operatIon IS another matter WIthOut toll fees, or

some other way of captunng current revenues, bIg road projects are whIte elephants and need major

reparr WithIn a few years Ideally the local government should have strong ownershIp ofprojects

startmg With Involvement 10 the planmng process Absent thIs pnor mvolvement the assets should

at least be transferred to local government ownershIp and management

Outline of the Report

Chapter 2 summarIzes the eXIst10g credIt and 10vestment clImate and the prospectIve market for

SClF loans m Cap-HaItien and Jacmel, the thIrd chapter c1anfies the goals, operatmg pnncipies and

types of fund10g mechamsm to be supported by the SCIF In the fourth chapter components ofa

5 A 50% SCIF, 25% commerCIal bank and 25% prIvate-sector partICIpatIOn m project financmg attracted mterest m Cap
HaItIen In Jacmel, the partICIpatIon ofthe fund and local banks may be even lower IfAPDESE and/or the Chamber of
Commerce succeed m theIr fundralsmg efforts
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detmled fund desIgn are enumerated as the basIs for settmg up the fund ImmedIate next steps are

IdentIfied m a final chapter on recommendatIOns AppendIx A gIves more detaIled

recommendatIons on bIddmg procedure AppendIx B IS a glossary of fmancIal and economIC terms

that define some of the more Important terms used m the report AppendIx C lIsts the agenCIes and

people mtervIewed by the consultants
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CHAPTER 2 - THE INVESTMENT CLIMATE IN CAP-HAITIEN
AND JACMEL

A low level ofprIvate Investment, primarily due to political uncertainty
and poor quality and quantity of infrastructure services, characterizes
both Cap-HaitIen and Jacmel.

Central Government IS stIll responsIble for all the major mfrastructure servIces - water, samtatIon,

electriCIty, waste-management, roads, ports, airports and dramage and telecommumcatlOns

ServIces and assets are poorly managed, Imposmg lngh llcopmg-costs" on commerce, mdustry,

tOUrIsm and households On the other hand tills also pomts to the potentIal profitabIlIty of

SImultaneously delIvermg better servIces and recovenng some or all of the costs ofsustammg them

In prmciple a cost of sustammg mfrastructure mIght mclude a conceSSIOn fee payable to

government Demand estImates can be underwrItten by usmg copmg costs as a surrogate for

"wIllmgness to pay" 6 The revenue potentIal of tanffs/fees IS hIgh preCIsely because the illgh costs

already paid for mefficient servIces are SIgnIficant - e g enterpnse/household generated electncIty,

satellIte phone servIces at $3/mmute, illgh veillcle mamtenance costs due to gapmg holes m the

road, and an actIve market m bottled treated water The potentIal profitabIlIty IS also a basIS for

negotIatmg block tanffs and cross-subSIdIes, sacnficmg some effiCIency gams, willIe makIng

everybody better off UntIl the necessary enablIng legIslatIOn IS passed and conceSSIOns granted to

the pnvate sector, the present Impasse WIll contmue The form oftlns legislatlOn IS not WIthm the

scope of thIs report

A publIC-CIVIC partnershIp, VISIbly supported by USAID and not opposed by the central

government, IS a baSIS for reducmg one of the major excuses for mactIOn - the pnvate sector's

perceIved polItIcal nsk The pnvate sector IS unWIllmg to take SIgnIficant nsks m the presence of

the msecure enVIronment of unenforceable property nghts, a central government perceIved as

predatory and taxatIon WIthout representatlOn The Secondary CItIes Program IS a COmmItment by

USAID to decentralIze ItS own efforts, whIle the SelF IS a more calculated and targeted finanCIal

6 See "The Costs afCopmg wlth an Intermittent Water Supply Estlmatmg Wlllmgness to Payfrom Revealed Market
Demand', K Choe & ReG Varley, RTI Staff Paper, Oct 1996 (also Issued as EHP Report No 26)
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mterventlOn, desIgned to lower the cost of capItal, mcrease the reward to nsk ratIO and enable

pnvate Investors to share nsks In the absence of any domestIc long-term capItal market (based on

tradable secuntles, bank credJt or bonds), the mere establlshrnent of such a fund, wmch w111 offer

long-term debt at short-term pnme commercIal rates, IS a subSldy The purpose of SClF IS to

mItIgate some of the percelved polltlcal nsk through USAID's VISIble partIcIpatIOn, and to enhance

the returns to pnvate sector mvestors by provldmg the debt capItal that the commercIal banks are

unable to supply

Demand for new credIts (on an anecdotal basIs smce a formal Demand Survey was beyond the

capacIty of the Team) IS muted at tms pomt However, busmess people have mdlcated that the

pOhtiCal uncertamty and economIC slowdown have led them to reduce but not stop mvestments m

theIr enterpnses

The banking sector IS relatively efficient but highly risk-averse in ItS
credit operations

Local banks are understandably very conservatIve m theIr lendmg pollcles The most actIve

mvestment sector IS resIdential constructIOn, nearly all of wmch appears to be funded by the

bUllders' own resources (new money and reffilttances) Mortgages are rare and expensIve Cash

deposIts, or guarantees from promment busmesses, commonly secure the loans that are made

Members of the Chamber of Commerce m both CItIes belIeve that the local bank branches do not

cater to theIr needs because they are "not really mvolved m the local economy " CredIt decislOns are

centralIzed m Port-au-Pnnce and there IS almost no long-term, cash flow based, or asset-backed,

proJect-lendmg m Cap-HaitIen or Jacmel Bank operatIOns, m both cltIes are largely llIDlted to

funds moblhzatlOn (mdudmg US$) and fee-based servIces There IS no hqUldity problem and

name-borrowers (the establIshed busmess sector) are able to access short-term capItal The

commerCIal banks, at least the pnvately owned ones, perform well m theIr chosen fields of deposIt

mobIlIzation and fee-based actIvItIes A hIgh degree of trust, combmed With adequate regulatlOn,

makes the commerCIal banks a relatIvely predIctable component of any econOIDlC growth strategy

They should not be pushed mto takIng mappropnate nsks Banks are already JustIfiably concerned
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about the concentratIOn nsk they IDCur SIDce they tend to lend to the same small group of"credlt

worthy" borrowers

One of the mam problems WIth bank financmg, for the busmess people who are fortunate to have

access to It, IS lack of long-term financmg Few financIal mstItutIOns (SOFIHDES bemg the notable

exceptIOn) consIder commerciallendmg on a honzon greater than three years WIthout sIgnIficant

collateral

Banks, on their side, are dismayed by the almost universally inadequate
presentation of loan proposals, whether or not the projects are
bankable

Banks would lIke borrowers to make more effort to present well-structured busmess plans and be

more transparent m theIr finanCIal statements Borrowers m turn complam that they are forced to

aVaIl themselves of prOject preparatIOn servIces that are only aVaIlable m Port au Pnnce

Anecdotally, the cost of such servIces IS a substantIal percentage of the value of the loans

Adequate mformatIOn on borrower status IS frustrated by varIable accountmg standards We were

told that a trIple-book keepmg system was not uncommon WIth one set for the owner, one for the

tax. authonty and one for the bank

The private sector, while eager to place responsIbility for Infrastructure
on government, IS equally convInced that the public sector is Incapable
ofproviding services effiCIently

Although some pnvate sector members are mterested m mfrastructure development or renovatIOn

(APDESE m Jacmel bemg the most notable example), the maJonty of busmess people do not yet

see themselves spearheadmg a pnvate sector mvolvement m the delIvery of publIc servIces or m

Infrastructure PublIc mterest conSIderatIOns predommate m Infrastructure Investments and servIces

- some kmd ofregulatIOn IS eventually mevitable On the other hand, SImply allowmg new entrants

IS qUIte an effectIve way ofpohcmg monopoly pncmg of servIces (so-called contestable markets)

The publIc sector however IS VIewed as bemg too unrelIable and too polItICIzed to be an effectIve

partner m a publIc-pnvate scheme In the past the pnvate sector has been able to aVOId contact
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WIth the central government, although the current tIghtemng of tax collectIOn efficIency by the

central government IS changmg tms There IS now an mcreased WIllIngness to talk to government,

especIally when they are also partners m local InItIatIves underwntten by both popular support and

the donor commumty The pnvate sector recognizes that they are the only ones who have the

managenal capacity to Improve mfrastructure and that therr own future depends on acceptIng tills

challenge The advantages ofbemg a fIrst mover are not lost on them eIther

Cap-Halt/en vs Jacmel

• Both Jacmel and Cap-HaitIen are domInated by servIce mdustnes WIth few productIOn-onented

manufacturmg plants In Cap-HmtIen, a number of busmess owners produce raw matenals for

products, wmch are exported for processmg Wlnle Jacmel and the hInterland used to export

also, there has been a spectacular drop m exports from that regIon, exceptmg some arts and

crafts products

• The pnvate sector m Cap-Hmuen falls mto three broad grOUpIngs

Means ofFmancmf.! ActiVities Comments
Estabhshed • Internal cash flows Vaned from dIstlllenes to Generally mvolved ill medmm-
busmess class • Bank financmg at rates wholesale oHoods and to large -scale enterpnses or m
(Chamber of rangmg from 18% to 30%, matenals to agnbusmess servIces Losmg market share m
Commerce dependmg on the some actIvItIes (wholesale of
members) "creditworthmess" of the food) to newcomers

chent
Emergmg • Internal cash flow Pnmanly Import, leIsure Have m aggregate large amounts
busmess class actIvitIes (mght clubs and ofcapItal Do not rely much on

restaurants) bank financmg Are dIversIfymg
therr actIvItIes as they gam
market share becommg more
Important m the economIC lIfe of
Cap-Haitien accordmg to local
bankers

Informal sector • Fnends and famIly VarIOus retaIlmg, small DIfficult to measure and analyze

• Loan sharks, who usually garages, servIce actIvItIes
lend at 10-20% per month

• Notary publIcs (mortgages
under HTG 30,000), who
lend at 8-12% per month

• Some MFI fmancmg
(through BUH's Credit
Popularre for example) at
36% per annum
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• The pnvate sector m Jacmel, by contrast, IS nowhere near as large and dIverSIfied as the one In

Cap-HaItien The mam commerCIal and mdustnal actiVItIes revolve around retaIl and wholesale

dlstnbutIOn offoods and consumer goods Apart from JACOSA, a multi-product dIstIllery (rum,

95-degree alcohol and essential OIls) and a few Ice plants, there are no large-SIZe plants to speak

of There are fewer large-scale enterpnses and factones, muronng the much smaller populatIOn

SIze The pnvate sector can be dIVIded mto roughly two groups formal bUSInesses (establIshed

or new) and the mformal sector

• There are more bUSIness and Investment opportunItIes In Cap-HmtIen than m Jacmel because of

the sheer SIze and dynamIsm of the "emergmg" busmess class and the lInks between Cap

HaItIen and Southern Flonda

• WhIle busmess people and publIc sector offiCIals mentIOn tounsm as a "hIgh pnonty" area, a

prelImmary analySIS suggests that both CItIes are far from bemg ready to accommodate North

Amencan and European tounsts Cap-HmtIen has two advantages m that (1) the Royal

Canbbean venture m LabadIe IS operatIOnal and (2) the CIty IS close to world-elass tounst

attractions In the Citadelle and Palms Sans-Souci However, the lack ofadequate hotel rooms

and the very poor (m some cases non-eXIstent) Infrastructures SIgnIficantly restnct the number

oftounsts that can stay overnIght or for extended penods of tIme JacmeliS even less ready than

Cap-HaItIen because (1) It has no well-know tOurISt attractIOns and (2) ItS tOUflsm mfrastructure

IS In even worse shape Jacmel should concentrate at thIs stage on Improvmg ItS condItIons for

domestIC tOUflsm as well as HaitIans from abroad They are less demandmg than foreIgn

tOUflSts

• Meetmgs WIth both Chambers of Commerce suggest that, despIte ItS smaller SIZe, the members

of the Jacmel Chamber ate more open to consldenng the mvolvement of the pnvate sector m

PPP than those of the Cap-HmtIen Chambre A number of Chamber of Commerce members also

belong to APDESE
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CHAPTER 3 - Operating Principles, Funding Mechanisms and
Products

Goals

The marn goal of the fund IS to support economIC development by mvestmg m projects whIch

Improve the qualIty and efficIency of mfrastructure servIces (understood to be water, samtatIon,

electncIty, waste management, roads, ports, aIrports and draInage) The SClF would make dIrect

loans for mfrastructure proJects, or finance the mfrastructure components ofother projects whIch

have a sIgnIficant mfrastructure and publIc-sector component (e g tOUrIsm and agn-busmess

proJects) The SClF WIll make long-term loans aVaIlable, provIde a focus for resolvmg pubhc

pnvate mterest Issues, and hence boost returns to pnvate sector Investors

USAID must reSIst the temptatIon to over-deSIgn the fund and set too many goals A great deal

depends on the performance of the fund manager and the mcentIves and constrarnts under whIch he

or she operates The oversIght and gmdance of the board IS also cntIcal The nature of the SClF's

mISSIon IS to take calculated nsks and thIs precludes specIfymg every eventualIty mover-detaIled

targetmg of sectors, loan SIze and fundmg modalItIes 7

7 n Venture capItal prOjects trIed to target too narrowly PartIcular USAID concerns (very small busmesses, the
agncultural sector, women-owned busmesses) were wrItten mto prOjects Fmdmg good mvestment OpportunItIes m
developmg countrIes IS dIfficult enough Further lumtmg the abIhty of the Implementor to select mvestments can make
sustamable operatIOn ImpOSSIble USAID project deSIgns are based on the SUppOSItIon that the problem IS understood
and that a speCIfic remedy IS the appropnate one", USAID Program OperatIOns and Assessment Report No 17, Center
for Development InformatIon and EvaluatIon, August 1996 The Venture Capital Mirage - Assesszng USAID
Experience WIth EqUIty Investment
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Seven Principles of Effective Fund Management In Haiti 8

Snnple pnncipies have been applIed to desIgn and management of the fund

Prmciple 1 - Ensure transparent and accountable use of funds

• A fund adImmstrator m each CIty WIll handle all transactIons (dIsbursement, payments, mterest

or dIvIdend dIstrIbutIOns, etc) Tlus fund adrmmstrator WIll be a commerCIal bank selected on a

competItIve baSIS

• The Fund Will produce penodic finanCial statements avaIlable to shareholders, USAID, and the

publIc at large upon request

• An external accountmg firm Will perform an annual audIt of the Fund's operatIOns

PrInCiple 2 - Use an experienced Fund Manager, competitively selected and prOVIded WIth
Incentives to fulfil the mISSion of the fund

SelectIOn of the Fund Manager should be based on competItIve selectIOn through a bIddmg process

Tlus IS also an effectIve way of gathenng mformatlOn to finalIze the deSIgn parameters (e g

estImatmg start up and operatmg costs) ProvIclmg an appropnate mcentlve structure for the fund

manager reqUIres lunng expenenced and speCIalIzed staffs who have

a) the knowledge and expertIse to choose projects With convmcmg and VIable busmess

proposals9
,

b) the abIlIty to momtor those loans, support the clIents and act With the attentIOn and care

needed to nurture potentIal mto realIty and

c) have a sense ofownerslup and vested mterest m the fund's success

8 An alternatIve approach, a venture capItal eqUIty fund, IS deSCribed m "Busmess Plan for the establIshment of an
EqUIty Investment Fund for Small and MedIUm Enterpnses m HaItI", SubmItted to USAID HaItI by the Small
Enterpnse ASSIstance Fund, Washmgton DC 20036
9 WhIle aVOIdmg "Imprudent nsk-takmg" they must also have the mcentIVe to take calculated risks or they may SImply
SIt on the funds MItIgatIOn of moral hazard (I e takIng of mappropnate nsks because the down Side nsk IS lmllted by
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Prmclple 3 - Use SImple financIal products

The pnme modalIty of operanon IS long-term, cash-flow based lendmg on a regular msta1lment

basIs, With substantIal asset-based secunty The pnmary constramt on loan SIZe IS ItS lIDpact on

operatmg costs (expressed as a percentage of loan sIze)

PrIncIple 4- Entrust admlDlstratlOn of the fund to establIshed professIOnal fiducIary servIce
provIders

All back-office operatIOns Will be managed on a fee basIs by commerCIal banks that should also be

selected competItIvely Most of the operatIOns that the Fund Will perform on a dally basIs

(dIsbursement of funds, collectIOn of payments, reconCIlIatIOn of accounts, etc) are performed

routmely by local commerCIal banks By subcontractmg a fmancial msntution for these functIons,

the Fund IS assured of qualIty day-to-day admlll1stratlOn and, more Importantly, USAID does not

have to worry about creatmg any new admImstrative structures

Prmciple 5 - Allow a fleXIble loan prIcmg polIcy

Interest rates are to be set by fund managers With the fleXIbIlIty to mcorporate nsk-factors m

product pncmg, but

a) the rates are not set so low as to be seen to be vlSlbly undermmmg the development ofthe

local capItal market" and

b) nsk-adJusted projected revenues are suffiCIent to cover all operatIOnal costs of the SCIF

Prmciple 6 Plan for long-term sustamabIbty

WhIle the board must allow the Fund Manager a grace penod to achieve break-even, the SCIF

should plan for

loss of the servIce contract) can be achIeved by requIrIng the fund manager to have some oftherr own money at nsk
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a) Margms on operatIons (accrual-based net mterest revenue less operatIOnal costs) winch are

posItIve

b) Mamtammg the real value of fund contnbutiOns! mvestments m mflatlOn adjusted terms

If these reqUlrements are unrealIstic then addItIOnal capItal SubsIdIes must be recogmzed and

planned for With equal accountabIlIty to the board for reachmg target performance

Prmciple 7 PrOVIde No Guarantees

Smce the objective of the fund IS to mduce nsk-takmg by mcreasmg the rewards for domg so, the

use of guarantees should be aVOIded The eqUlty partners are pncmg that nsk by theIr terms of

partICIpatIOn (mcludmg any grants, mterest rates on loans and covenants) GIvmg loan guarantees to

other lenders would only be appropnate If the fund had some supenor baSIS for pncmg the project

nsk We fmd the arguments about the power of guarantees to leverage multIples ofother funds

unconvmcmg m such an undeveloped capItal market

Loan guarantees can be VIewed as optIOns or as msurance EIther way, the buyer of protectIOn (the

chent) would pay to the fund an amount (the option or msurance premIUm) m exchange for bemg

made whole should he default on hIs oblIgatIOn to a thrrd-party

• OptIOn pncmg depends on several factors mcludmg (1) an analySIS ofthe type ofnsk the

optIon wnter (the fund) takes, (2) the amount at nsk, (3) the length ofhme the protectIOn

Will be m effect, and (4) the ImplIed volatIlIty of the nsk m questIon ThIs means that pncmg

a loan guarantee accurately would reqUire far more effort than SImply analyzmg a loan

More Importantly It V\ould also reqUire the aVaIlabIlIty of addItIOnal InformatIOn whIch IS

SImply not aVaIlable m HaItI, espeCIally absent transparent InformatIOn and a developed

capItal market

• The pncmg of msurance rIsk demands actuanal analySIS, whIch would be ImpOSSIble m the

context of the SeIF and potential projects

Wlllmgness to assume such nsk can be a bId evaluatIOn cntenon for the management contract)
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Loan guarantees could hmder the mvolvement ofpnvate illvestors m the SCIF Even USAID, the

other donors, and potentIal mvestors (domestlc pnvate mvestors and HaItIans m the Diaspora) are

unlIkely to have the sopmsticatIOn to assess whether a partIcular guarantee IS prudent and ments

mclUSIOn ill the portfolIo They may shy away from partIcIpatIOn as a result

Funding mechanisms

Investors

• One of the ObjectIves of the Fund IS to dIverSIfy ItS sources of capItal by attractmg eqUIty from

other mternatIOnal donors and pnvate mvestors (local or foreIgn )

• All dIVIdends Will be re-mvested, unless the Board deCIdes to dIstnbute to shareholders

• USAID should Insntute a lockout penod (one to three years) dunng wmch no mvestor can

Withdraw lis mvestment GIven the nature of the Fund, a lockout penod wIll prevent mvestment

volatIlIty that could dISrupt the cash flows of the Fund

• As With any such mvesnnent, returns cannot be guaranteed

• Investors Will be able to partICIpate III projects dIrectly through an eqUIty mvestment m the fund

or mdirectly through a partnershIp WIth the fund CommerCIal bank loans (lIkely to be for short

term workmg capItal) should not to be supported by any kmd of guarantee from the fund and/or

USAID But neIther can the fund dIctate mterest rates

Borrowers

• Exposure to one proJectiborrower maxImum

• One of the key control procedures Will be the dIsbursement of funds m tranches agamst

constructIOn! asset acqulSltlOn ThIS Will allow the Fund to venfy on a penOdIC basIS that

dIsbursed funds are mdeed used as presented III projects ThIs IS also a safeguard that should

lImIt damages from any embezzlement scheme

• Installment loans Grace on mterest and prmcipal of < 3 months at the Fund's mscretIOn, 3

months to 1 year for pnncipal and requmng Board Approval, whIle more than 1 year would not

be penmtted Any deferred or delmquent mterest payments to be capItalIzed at the loan rate
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• Borrowers are responSIble for bndgmg finance and workIng capItal Loan performance WIll be

reported regularly (monthly at a mmnnum) to board members and mvestors m the Fund

AddItional fundmg to the same borrower should be noted m the same monthly portfolIo status

report

Exit conditIons fOf SUbscflbers

The SelF wIll be setup as a 10-year fund, or matunng before the end ofUSAID's FY 2009,

whIchever IS earlIer To allow for an orderly unwmd of the fund at maturIty, no loan should have a

maturIty date greater than September 30,2008 The span of tIme from that date to the maturIty of

the fund should be used

• to work out any problem loan(s), If any, and attempt to recover as much as possIble before

wntmg off the unrecoverable amount

• to negotiate the sale of the portfolIo, Ifthat eXIt optIOn IS chosen

• to take all legal steps necessary for the unWInd of the fund

• EXIt strategy I - the portfolIo of the Fund IS sold to a local fmancial mstitution at a negotiated

value before maturIty The evaluatIOn of whether to sell should occur startmg m Year 5, as

speCIfied m USAID's SOW In the event the fund IS successful, It would be m USAID's mterest

to encourage an early sale of the portfolIo to an eXIstmg InstItutIon for the followmg reasons (a)

the value of the portfolIo WIll allow mvestors to earn a profit, (b) thIs method WIll allow for a

local InstItutIOn to carry on and gam valuable expenence m portfolIo management of

mfrastructure projects m the process Upon receIpt of the sales proceeds, funds Will be

dIstnbuted m the follOWIng order

I

2

fRYI

all lIabIlItIes of the Fund are repaid

USAID's total capItal contnbutIOn IS returned to the mstitution (or donated to another

ehgible mstitutIOn, at DSAID's dIscretIon)
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3 the remamder of the proceeds are dlstnbuted to all remalmng shareholders on a pro

rata baSIS

• EXIt strategy 2 - m the event there are no takers for the fund before maturIty, the net assets of

the Fund (total assets - all lIabIlItIes) are dIstnbuted to the shareholders on a pro-rata baSIS, and

the Fund IS unwound In tlus case, all loans wIll have matured and there Will be no portfoho to

speak of Fund dIstrIbutIOn Will be the same as m EXIt Strategy 1

• Early EXIt Strategy for an IndIvIdual Investor - As mentIOned above, the SelF Will be an

l1hqmd mvestment Any mvestor seekIng to eXIt the fund before maturIty should first contact

other shareholders to see If they would be mterested m buymg ills shares Ifhe/she IS

unsuccessful, then the Fund Will agree to buy back ms/her shares based on an estImated market

value of the shares To attract pnvate mvestors when eXIt Opportumtles are not so attractIve, It

Will be Important to stress (a) the commercIal pnnclples that WIll regulate the fund (profits first

and foremost, transparency, and professIOnal management ofmvestments), (b) the stable mcome

nature of the fund If all goes well after the first 2-3 years, (c) the potentlallmpact of such a fund

for the targeted regIOns (especIally Important sellmg pomt for HaltIans m the Dmspora )

FINANCIAL PRODUCTS

• The fund's base currency should be the HaItIan gourde Investors Will assume the foreIgn

exchange nsk USD-based financmg should only be conSIdered exclUSIvely m projects where a

sIgmficant source of revenue (60% or greater) Will be m US dollars and Will be suffiCIent to

cover fmancmg costs In that currency All USD loans, If granted, Will be converted m Gourdes

for the purposes offmanclal statements

• NOTE for the fund to be a market-onented fund, It Will have to prOVIde USD fmancmg based

on prevalhng mterest rates m HaItI and not m the Umted States, tills to aVOId creatmg a

dlstortIOn m the market The current mterest rate enVIronment m HaItI has seen a convergence

of HTG and USD mterest rates smce the begmmng of 1999 Many banks usually lend m USD

terms at 11-15% Rates on HTG denommated loans have fallen from 18-25% to 14-22%
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although banks have gone to great lengths not to advertIse thIs decrease m lendmg rates lO

Therefore, the argument that USD loans can be advantageous to borrowers IS less compellmg

now than It was last year

• The fund should focus on commerCIal loans Management should detenmne Its cntena WIth

respect to any partIal guarantees and collateral m dIscussIOn WIth SOFIHDES and commerCIal

banks Unsecured loans should be approved sparIngly and only to chents WIth a track record, I e

there should be no unsecured loans m the fIrst few years

• If the fund IS to manage a grant faCIlIty It should be In a separate sequestered fund and not co

mmgled WIth loan capItal Ideally, the grant faCIlity should be completely separate from the

fund In that case, the Fund would submIt, as part of ItS actIVItIes, an apphcatlOn to the facIhty

for grants to complement an approved project (USAID should conSIder settIng aSIde grant funds

m ItS HPZ budget for thIs purpose, at no tIme should the SCIF conSIder USIng Invested funds for

the proposed segregated faCIlIty) The fund could then gIve grants, partIcIpatmg as an eqUIty

mvestorll m speCIfIc proJects, commIttIng the funds for speCIfic mvestment expendItures, but

not requmng any mterest dIstnbutlOn of dIVIdend or return of capItal 12 Smce stakeholders wIll

be dIrectly Involved m Fund governance andlor management, care must be taken to aVOId moral

hazard and prejUdICe bankabIlIty of proJects as the mam cntenon for mvestIng funds Any board

member WIth a conflIct of Interest should WIthdraw from the dIscussIOn of grants that affect

those mterests

• Current commerciallendmg rates range from 14 to 22% In gourdes, and 11 to 15% m US$ To

stImulate Interest and dIsplay a competItIve edge, the fund should pnce loans for bankable

projects at the lower end of the ranges, 1 e 14-16% In gourdes and 11-12% In US$

• The establIshment of an Investment fund of any type reqUIres a threshold amount any

mvestment opporturnty ThIs amount represents the mIIDmum capItal mvestment, whIch WIll

generate enough revenues to support the operatmg expenses and generate a profit for

10 (1) Comments made by Nancy Menard, branch manager ofUmbank ill Cap HaitIen, and DIdier Catalan, branch
manager ofSogebank rn Cap-Haltlen durmg our trIp to Cap-Haitien (2) Interview WIth Alam Meslet, General Manager
of Socabank m "La Lettre de CODJo11cture", a Group CrOIssance publIcatIon, volume 4, number 4, page?
11 In realIty the effect of the grant IS to lower the effectIve cost of funds to the proJect, but WIthout dIstortIng rnterest
rates
12 Different terms and sources offundlllg should apply to grant-based communIty lllfrastructure proJects, e g drarnage

and block level trash collectIOns (an even lower gearlllg of 1 2 may be appropnate here) These grant funds should be

admllllstered outSIde of the framework of the SCIF that 'must be a commerCIal operatIOn
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shareholders At Its mceptIOn, the SCIF should only consIder projects above 500,000 gourdes

(approxnnately US$ 30,000) for two reasons

• the threshold amount IS based on dIscussIOns WIth Mr Faubert Gustave of SOFIHDES

and With members of the pnvate sector m both cItIes

• In Cap-Haltlen, the GINSA group - whIch already operates a cement plant, a

constructIOn matenals factory, a shIppmg agency, and a financIal mstItutIOn - has

IdentIfied expanSIOn projects (an mdustnallcommerce park, the relocatIOn oftheIT

shIppmg facIlIties from the port of Cap-Hmtlen to Fort-Llberte, etc) that Will reqUITe m

aggregate more than USD 3 mIllIon of financmg Other busmesspeople are consldenng

mvestments that Will reqUIre financmg sIgmficantly m excess ofHTG 1 mIllIon

• In Jacmel, the APDESE group has started Up a fund that wants to focus exclUSIvely on

partlcipatlllg In the pnvatIzatIOn of lllfrastructure faclhtles In the Southeast regIOn Meenngs

With the owners of such dIverse enterpnses as a bakery and an Ice plant, winch generate

SIgnIficant employment, confirmed that even medmm-scale projects requITe financmg m excess

ofHTG 1 ml1hon Based on USAID's objectives for the Secondary CItIes program, we beheve

that HTG 500,000 IS a low enough amount that Will stImulate lllterest from the busllless

commumty ill consldenng fmanclllg from the SCIF

• the SClF should seek to test ItS busmess model III ItS first year by consldenng one or two

medIUm-scale projects Internally tins Will allow It to fine-tune Its procedures From a

marketmg standpomt, the signalmg effect of consldenng large-scale projects at a tIme when

most busmesses are holdmg off or cuttmg back on mvestments cannot be underestImated If

USAID, through the SCIF, seeks to become a catalyst m the "recapItalIzatIOn" of these two

CItIes, It must focus both on style (marketmg and external market signalmg) and substance

(thorough analYSIS ofproJects and speCIfic areas ofmterventlon)

It IS Important to note that the mInImUm mvestment number should never be set m stone_ It would

be mcorrect to assume that thIs lower lImIt would lImIt access to seIF financmg to only a small

number ofproJects A threshold amount IS needed, for the reasons speCIfied above but the Board of

the SClF Will have the flexIbIlIty to alter Its Investment cntena based on (a) market condItIOns, (b)
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the qUalIty and metrlcs of Its portfolIo (average loan SIze, average duratIOn, etc ), and (c) changes 10

Its mvestment strategy What IS Important IS that, regardless of the threshold set, all projects be

evaluated on sound commercIal pnnclples

THE SCIF AND MICROENTERPRISE LENDING

USAID's Secondary CItIes Program focuses on a number ofpnontles, one of whIch IS

mIcroenterpnse The SCIF, as a component ofthe Secondary CIties Program should be focused on

substantIal mvestment Opportumties, to achIeve maxImum effiCIency Therefore, the SClF should

only conSIder on-lend1Og to sound mIcro-finance 1Ostltutlons (MFls) or the mIcro fmance programs

ofcommercial banks as a means to complement the Secondary CItIes Program's other actIVIties

regardmg mIcro-finance Potential MFl clIents must be evaluated by the Fund smg the same credIt

cntena and reqUIrements for secunty

We recommend that the SClF do not engage chrectly m mlcro-Iendmg for the follOWIng reasons

• the skIlls reqUired to manage an Investment fund geared towards medlUm- and large scale

projects are qUIte dIfferent from the ones needed to run an MFI The portfolIo manager of

an mvestment fund focuses typIcally on the long-term nsks of large-scale projects and must

weIgh the potentIal returns over a long penod of time, whereas the average duratIOn of a

mlCrocrecht portfoho IS extremely short, usually less than a year CredIt conSIderatIons also

dIffer as the longer-term outlook of mfrastructure or large-scale projects reqUITes that a portfolIo

manager seek addItIOnal guarantees that an MFl credIt officer could not demand on (after all,

the vast maJonty of mdIvidual microenterpnse loans are unsecured)

• the corporate structure of an Investment fund dIffers from that of an MFI An mvestment

fund IS usually run usmg a lean structure (a manager, a few credIt officers, a secretary and some

support staff) An MFI, by companson, acts lIke a "bank" espeCially If It accepts depOSIts

Therefore, an MFI WIll need, III addItIOn to credIt officers, an establIshed "back office" team,

whIch manages the operational aspects of the lendmg functIons and collectIOn officers ThIs

reqUITes addItional supervISIOn from the MFI manager whIch may dIstract hIm or her from more

Important Issues, when a problem anses An mvestment fund typIcally sub-contracts thIs
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functIOns to professlOnafs so that the portfoho manager can focus on lus or her pnrnary

functIOns

Addmg dIrect micro-lendmg to the SClF's panoply ofproducts would make the structure

unnecessanly bulky It would run up the operatmg costs thereby reducmg the potentIal returns on

mvestment, and would mvolve the management m levels of operatIOnal details that are not

warranted by the ObjectIves USAID has defined m Its SOW The SClF's optImum contnbution to

the development ofIDlcrofinance III these citles WIll be to leave the management of IDlcrolendmg to

qualIfied MFls and to provIde loans to elIgIble ones that meet all the mvestment cntena of the fund
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CHAPTER 4 - FUND DESIGN

FUND CAPITALIZATION

Level of CapItalIzatIOn

The Fund should be capItalIzed at a level ofUSD 7 mIllIon for Cap-HaItIen and 3 ml1hon for

Jacmel, for a total capitalIzatlOn ofUSD 10 mIllIon The USAID contnbutIOn should be dIsbursed

m equal tranches over the first SIX years of the program, although USAID should consIder an

accelerated dIsbursement If the Fund succeeds rapIdly In attractmg worthwhIle projects Smce the

SClF represents a USAID InItIatIve, and there IS consIderable reluctance at present from local

Investors to take sIgmficant nsks, USAID should ann to contnbute 60 to 70% of the total capItal

With the balance commg from other InternatIOnal Investors and/or pnvate mvestors

Form of CapItalIzatIOnWe recommend that the SCIF rely on eqUIty finanCIng for Its capitallzatlOn

• EqUIty Investments are the more natural means of Investor partICIpatIOn In the SCIF because of

the unpredIctable nature of cash flows for the Fund WIth an eqUIty Investment, the Investors

bear all the nsks, Includmg that of seemg theIr Investment drop to zero

• It was suggested m the SOW that the Fund consIder debt and parallel financmg structures m

addItIOn to eqUIty We recommend that such financmg structures be aVOIded, at least untIl the

fund develops a SIzable portfolIo of stable mvestments With regular cash flows The proposed

focus of the SCIF on mfrastructure mvestments renders capItal rIDSIng through bond lssues

nsky If the SCIF Issues bonds, It runs the nsk of (a) not IdentIfymg any acceptably profitable

project whIle comlmttmg to paymg an mterest rate above Its mterest revenues on Idle cash, (b)

recelvillg rrregular cash flows from illvestments that may not be suffiCIent to cover coupon

payments A second reason not to Issue bonds IS that, from a project evaluatIOn perspectIve, the

lIabIlIty to fund coupon payments could affect a manager's deCISIon to accept or reject a project

For mstance, qUIrky project cash flows would Inject a cntenon, external to the underlymg

fundamentals of the project Itself, mto the declSlon process

• lendmg to projects such as the ones bemg conSIdered for the SClF can be Viewed as a qUasI

eqUIty Investment ThIs I~ especIally true when (1) there IS no market ill whIch to layoff the

nsk (1 e to have the abIlIty to sell any or all of the portfolIo m a hqmd market at a moment of
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dIstress), and (2) the capItal provIded through loans makes up a substantIal pornon of the capItal

structure of the clIent For these reasons, It IS ImperatIve for prudent asset/lIabIlIty management,

that eqUIty fmancmg be selected for the Illitml capItalIzatIOn and for subsequent mcreases m

capItal, If they occur

• The mvestment enVIronment m Cap-HaItien and JacmeliS already dIfficult Comphcatmg the

tasks of a fund manager by mcludmg financmg mechamsms that (l) make the management of

the fund more complex, (2) Will dIstract the fund manager because of the marketmg efforts

reqUIred to launch such financmgs, and (3) may not be understood or accepted by the lImIted

mvestment commumty at large, Will be counterproductIve RaIsmg addItIonal capItal through a

straIght eqUIty offenng WIll provIde enough ofa challenge

DIversIficatIOn of ownershIp

The Fund should 1ll1tlally accept comrmtments through the Issuance of common shares valued at

RTG 100,000 each For the purpose oflIqUIdatlon, all shares WIll be treated on a pan passu]3 basIS

unless the Board deCIdes to Issue preferred shares to an mvestor or to create a new class of shares

The JustIficatIOns for the share pnce are

• A share pnce m the RTG 100,000 (approxImately USD 6,250) range IS a way to prevent

unsopmstlcated Investors With lImIted means partIclpatmg m such ventures losmg theIr capItal

The SelF should market Itselfto attract the largest source of capItal possIble, It must do so In a

responsIble manner ThIs responsIbIlIty mcludes screemng potentIal mvestors for whom such an

mvestment would be unsUItable 14

• SCIF shares wIll be IllIqUId and the SClF should screen for Investors who may be affected by

therr mabilIty to cash out In the deSIgn of the fund, It IS ImperatIve that potentIal Investors

understand that they may not be able to sell theIr shares nght away By settmg a hIgh share

pnce, mvestors Will have to thInk hard about the commItment they make when they mvest ill the

SCIF along With nsks and IllIqUIdIty of shares

13 SImultaneously and equally
14 In HaItI, where exposure to these Investments IS non-eXIstent, even well-to-do mvestors may not be SUItable If they do
not understand the rIsks assocIated With such a venture
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• WIth regards to the Dlaspora, the pnncIple of smtabIIIty applIes to them as well In thIs regard, a

USD 6,250 share pnce IS JustIfied There are many overseas HaItIans who can afford to mvest

and who WIll consIder such mvestments for sentnnental reasons, regardless of share pnce They

may not even set an ROl target as long as (l) theIr funds are mvested m a transparent manner

and (2) the funds are channeled to worthwlule projects m the CItIes they care about

• the amount ofother donor orgarnzatIOns expected mvestments WIll not be affected by the share

pnce

Wlnle USAID may prefer ownerslnp of the SClF to be as broad as possIble, It must prevent

reputatIOnal-nsk Issues by IImItmg ownerslnp to Investors who can manage the nsk should the SClF

underperform ItS stated ObjectIves

Investment III the Fund

The IDltIal capItal WIll be supplIed by USAID Smce thIs contnbutIOn WIll be of a speCIal nature

(quaSI-eqUIty mstead of full eqUIty), It would be adVIsable to ask the 1ll1tIal board members to mvest

a nommal amount m the fund, eIther personally or through theIr affilIated compames, to prOVIde the

Fund WIth a "normal" capItal structure Such mvestments also ellmmate the "agency nsk" ofhavmg

a maJonty of the board WIth no fmanclal stake m the venture

ImtIal capItal subscnptIOn should be paId mto a segregated SClF account ill a local commerCIal

bank and requIre the SIgnatures of both USAID and the Fund Manager to transfer funds to

Jacmel/Cap-HaItlen Sub-Fund accounts

FUND STRUCTURE

USAID should set Up two separate funds one for Cap-HaItIen arId one for Jacmel These funds WIll

-be structured accordmg to the follOWIng dIagram
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BOARD OF DIRECTORS

I I
FUND MANAGER FUND ADMINISTRATOR EXTERNAL AUDIT FIRM

Board of Directors

CompositIOn - The 1ll1tIal Board should be composed of five votmg and two ex-officIO (non

votmg) members

• two experIenced bank officIals from commercIal banks

• two members of the local Chamber of Commerce In the case of Jacmel, USAID should

consIder appoIntIng the PresIdent ofAPDESE to the Board

• one busmessperson WIth an establIshed local bUSIness who IS not a member of the Chamber

of Commerce (to be IdentIfied)

• one ex-officIO IndIVIdual representIng USAID ThIs person mayor may not be a USAID

OffiCIal

• one ex-officIO publIc sector offiCIal who would provIde the pollcy VIews of the authOrItIes

Board members are Imtlally appoInted for a 2-year perIod New Investors must be represented on

the Board If theIr Investment exceeds 20% ofthe capItal of the fund Other donor orgamzatIOns may

choose to present board members as non-votIng members
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ResponSIbIlItIes -

I The Board has a fiducIary responsIbIlIty to shareholders of the fund It must approve vIable

mvestment projects, mmmuze transactIOn and management costs, and oversee the actiVItIes of

the Fund Manager and Fund Admlillstrator to ensure they fall WithIn the terms ofthe contracts

2 It wIll double as the CredIt CommIttee In this capaCIty, the ExecutIve DIrector and/or the CredIt

DIrector of the Fund Manager firm Will augment It It IS the Board's responsIbIlIty to carefully

reVIew and approve or reject VIable projects submItted by the Fund Manager

3 It IS responsIble for prepanng blddmg terms for the selectIOn of ItS external partners Contracts

should not last more than three years and should be put out to bId at expIratIOn In the case of

the Fund Manager, the Board may at ItS dIscretIOn award the contract to a local fmanclal servIce

company (e g SOFIHDES) on a non-competltive baSIS, although we strongly recommend that

the Fund Manager be selected on a competItIve baSIS

4 It must set nsk management parameters regardmg (a) maximum fund allocatIOn to a proJect, (b)

maximum concentratIOn m a partIcular mdustry, (c) maxImum exposure to a borrower or group

of borrowers

5 It Will determme penodic dIVIdend payment amounts (If applIcable)

6 Board members are responSIble for mamtalmng a perfect attendance record at meetmgs, Any

member who rmsses more three meetmgs ill a calendar year Will not be elIgIble for re-electIOn

when ills or her term ends

CompensatlOn/Perks - Board members Will receIve an allowance of2,000 Gourdes per meetmg

attended as compensatIOn for theIr tIme TheIr travel and lodgmg expenses Will be covered by the

fund

Meeting frequency -The Board should meet monthly m the CIty where the fund IS located
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Fund Manager

PrOject analysIs - The Fund Manager's pnmary responsIbIhty IS to perform the reqUITed analysIs

of subIllitted projects ThIS wIll entaIl

1 IdentIficatIOn ofpotentIal clIents

2 venficatlOn of the elIgIbIlIty and credentIals of the chent ("due dIlIgence"),

3 assessment of busmess plan assumptIons,

4 mdependent calculatIOn ofcash flow prOJectIOns,

5 analySIS ofmarket varIables and macroeconOIlliC condItIons

6 recommendatIOns to the board on speCIfic projects

7 research on mdustnes of eXIstmg chents

FmanCIal engmeermg - The Fund Manager WIll have to desIgn a prOject package that WIll address

all the needs of the borrower willIe adhermg to pnnclples ofnsk management and mternal controls

The Fund Manager WIll have the duty (and latItude) to deSIgn mnovatlve structures to ensure the

success of a project For example, for SIzable proJects, willch are deemed VIable, the Fund Manager

may deCIde to syndIcate nsk by seekmg the partICIpatIOn ofcommerCIal banks

Cost Control- When the SIze of the Fund has been detennmed (at least the capItalIzatIOn) then

more realIstIC estImates ofabsolute costs and percentage operatIng costs (as a percentage of

outstandmg loans and of fund sIze) can be estunated These would prOVIde the baSIS for defmmg

the cost control responsIbIhties of the fund managers Smce costs WIll Illitlally be illgh and

revenues zero, a realIstIC path for break-even must also be agreed m consultatlOn WIth the board At

full operatIOn, and assummg that all funds were loaned out, an operatmg cost (mcludmg fund

management fees) of4-5% mIght be necessary (gIVen the role of profit m motIvatmg the Fund

Manager) In that case an order of magmtude calculatIOn, aSSUmIng a 3% management fee and

$200,000 m other annual operatmg costs would lead to a reqrnrement of ImtIal capItalIzatIOn

subscnbed of at least $10 mIllIon (perhaps $7 mIllIon for Cap-Haltien and $3 ffillhon) PreCISIon

would be mappropnate at tms stage WIth so many parameters stIll unknown Nonetheless our

present Judgement IS that a fund SIze much lower than $10 mllhon Wlllimply an even higher
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percentage ofoperatmg costs, and hence the need for even greater SubsIdIes for a gIven level of

assumed pnvate sector mvestor nsk

Accountmg/Reportmg - The Fund Manager IS responsIble for the consolIdatIOn ofaccountmg

reports receIved from fund adminIstrator(s) The Fund Manager IS responsIble for provIdmg to the

Board and the mvestors (a) an annual report With audIted finanCial statements (done m cOnjunctIOn

With the External AudIt FIrm) and (b) unaudIted penodic financIal statements (at least quarterly)

The Fund Manager wIll also prepare any report the Board demands on an ad hoc basIs

Internal audit - The Fund Manager must venfy all accountmg reports produced by the fund

admlmstrator(s) and IS accountable for the accuracy of the finanCIal statements It must also, as part

of ItS regular credIt mOnItormg actIVItIes, perform penodlc follow-ups of on-gomg projects and

venfy that the funds lent are bemg utIlIzed accordmg to the submItted project speCIficatIOns

Geographical locatIOns - the Fund Manager must COmmIt to openmg satellIte offices m Cap

HwtIen m the first year of operatIOn and later m Jacmel

CompensatIOn - the Fund Manager Will receIve a management fee ThIs management fee should be

suffiCIent to cover ItS operatIOnal expenses

GIven the dIfficulty offindmg local talent m Cap-Hmtlen and Jacmel, USAID may conSIder

provldmg a one-tIme grant (out of the SCP funds) to the Fund Manager to help set up the satellIte

offices Tills grant Will cover start-up expenses and relocatIOn costs for the local representatIve The

amount of the grant Will be determmed after IdentIficatIon of the WInnmg bIdder for the Fund

Manager role and may be capped at $100,000 per fund Subsequent expenses for the satellIte offices

Will come out of the operatIOnal expenses of the Fund Manager

Fund Administrator

OperatIOns - the Fund AdmInIstrator IS responSIble for the dIsbursement of funds, the collectIOn of

payments and all finanCIal transactIons assocIated With the management of the fund
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AccountmgIReportmg - the Fund Adrrumstrator IS responsIble for all the day-to-day accountmg

responsIbIlItIes It must produce a weekly package mcludmg accountmg report, repayments,

delmquency lIsts, etc to the Fund Manager

Geographlcallocanon - the Fund AdmInIstrator must have a local branch In Cap-Hmtlen and/or

Jacmel This means that the Fund may have to deal wIth more than one commercIal bank, given the

weak representatIon of banks m Jacme! (only Sogebank and BNC are present at the moment,

although Socabank IS slated to open a branch there soon)

External Audit Firm

The firm Will perform a full audIt ofthe financial and operatIOnal performance of the fund on an

annual basIS The Board may also at ItS dIscretIOn, ask the firm to perform an mtenm reVIew of a

project or senes of proJects
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CHAPTER 5 - RECOMMENDATIONS AND NEXT STEPS

Pre-marketIng phase

USAID representatIves m each CIty to make courtesy VISItS to mayor, delegate, CASECs of

surroundmg areas, board of the Chamber of Commerce, pohce comrrllSSlOner, selected 0 P

Set-up

1 USAID puts together a small team ("the Team") whIch Will oversee the creatIOn of the Fund

2 The Team IdentIfies and selects members ofBoard ofDrrectors for each fund, appraIses them of

1ll1tlal rules that Will govern the Fund (NOTE normally, members of the Board set up the by

laws of the orgaruzatIOn With the help of a lawyer In tms case, USAID and Its legal staff Will

proVide many of the by-laws) The Team may need to provIde trammg to the Board members

about therr fidUCIary dutIes, smce these concepts are not well-understood In Hartl

3 The Team selects the law frrm wmch Will be the Fund's general counsel

4 The Law Flrm sets up the legal structure for each fund -

4 1 WIll the fund be an onshore or offshore fund? An offshore fund prOVIdes a smeld from

exceSSIve taxatIon by the local tax authontles An onshore fund IS less comphcated to set

up

4 2 Venfy that the chosen legal form WIll accommodate the reopemng of capItal for new

mvestors

4 3 Lawyers wIll have to work With the proposed Board to educate them on the key pomts of

the by-laws of the Fund
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Once the Fund IS authorIzed to operate

5 The Fund IS regIstered WIth all government entItles (DGI, BRH, etc)

6 The Board, assIsted by the Team and the Law FIrm, prepares the bIddmg process for the

selectIOn ofa Fund Manager, a Fund Achmmstrator and an External AudIt firm PreparatIon of the

BId Terms should last a week Fmns should have 30 days to respond USAID must make avmlable

a staff person who WIll be responsIble for answenng questIOns from bIdders (See AppendIX for bId

speCIficatIOns and evaluatIOns schemes)

7 The Team orgamzes a meetmg between the Board, the pnnclpals of the Fund Manager and

those of the Fund AdmIllistrator At the meetmg, the followmg pomts WIll be covered

(a) mtroductIOn of each partner m the venture,

(b) reVIew of fund SIze, structure and mechanIsms,

(c) agreement of a tlmelme for the start ofoperatIOns,

(d) correctIOns and clanficatIOns of Issues/problems

(e) finalIzatIOn ofcost parameters to be used m the preparatIOn of busmess plan

8 Upon selectIOn of the partners, the Board, aSSIsted by the Law Frrm, drafts contracts between

the illfferent entltles Each contract should clearly spell out

(a) responsIbIlItIes of the sub-contractor,

(b) responsIbIlItIes of the board,

(c) term of the contract and compensatIOn scheme,

(d) penaltIes for fmlure to perform,

(e) illcentIve compensatIOn for exceptIOnal performance,

(f) arbItratIon procedures ill case ofdIsagreements

The contracts should mIrror the terms of the wmmng bIdders

8 1 Investment Management Contract (See AppendIX)

8 2 Fund AdmmlstratIOn Contract

8 3 AudIt Contract
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MarketInglLaunch

9 Coordmated publIc relatIOns campaIgn to launch the fund Contact the GOH (MIIDStry of

Fmance, MInIStry of Commerce), the bankmg aSSOCIatIOn (APB), local authontles and

Chambers of Commerce Prepare medIa presentaTIons

Start of OperatIons

10 DIsbursement of first tranche from USAID to each fund

11 ContnbutIOn from other shareholders (If apphcab1e)

12 FmahzatIOn and approval of busmess plan by the board

Select OperatIonal Procedures

13 ProJect Fundmg ApphcatiOn Process

Step ActIOn

1 Chent submIts to the Fund Manager a financmg request The request Will conSIst

of (a) an applIcatIOn form (to be deSIgned by SCIF), (b) a busmess plan With

complete pro forma finanCIal statements of the proJect, (c) fmanclal statements

(audIted If possIble) of borrower for the past 2 years,(d) by-laws and artIcles of

mcorporatiOn of the borrower (If applIcable)

2 Fund Manager reVIews request

IF REQUEST IS INCOMPLETE OR DEFICIENT

3a Fund Manager contacts clIent and requests that mIssmg InformatIon be submitted

before request can be conSIdered At tms pomt, It would be a good Idea to refer the

chent to USAID's proposed busmess centers m HPZ zones If the busmess plan IS

not as detaIled and thorough as It should be

IF REQUEST IS COMPLETE

3b (a) Fund Manager IIDtlates evaluatIOn process, CredIt Officer IS aSSIgned to reVIew
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the project

4 CredIt Officer performs due dIlIgence ofborrower VISIt to work sIte or offices,

meetIng With borrower to dISCUSS project and IdentIfy other partIcIpants In the

project VISIt to potentIal contractors and supplIers to determIne past record of

clIent and vIabIlIty ofundertakmg Meetmgs With publIc sector partner offiCials (If

applIcable) to determme level of understandmg and cooperatIon With borrower

5 FIrst reVIew Were there any discovenes dunng the due dIlIgence process that

would warrant a rejectIOn of the proJect') If YES, process IS termmated and clIent

IS notIfied of rejectIOn IfNO, move to step 6

6 The proJect Will be evaluated on the cntena defined by the Fund Manager, takIng

mto account Investment polICIes drafted by the Board As an mdicatIon, the reVIew

process should occur approxImately as follows

(a) analYSIS of borrower's histoncal fmancial statements and busmess track record

to ascertam lus abIlIty to carryon the project

(b) analySIS of the non-finanCIal aspects of the project legal envIronment, polItIcal

obstac1es, etc

(c) analySIS of the fmancial prOjectIOns supplIed by borrower reasonable

assumptIOns') are revenues JustIfiable WItlun the context of the proJect? are

expenses reasonable?

(d) calculatIOn by CredIt Officer ofkey fmancial ratIOS (lIqUIdIty, financmg, etc)

to prOVIde a sanIty check

7 Second reVIew Were there any discovenes dunng the analYSIS process that would

warrant a rejectIon of the proJect? If YES, process IS termmated and clIent IS

notIfied ofreJectIOn IfNO, move to step 8

8 Once project IS deemed VIable, the Fund Manager must now do two thmgs (a)

determme whether what type of guarantees It Will request from borrower, and (b)

ascertam the amount offundmg It Will be WIllmg to proVIde The real-value added

of the Fund Manager Will be lus abIlIty to seek addItIOnal fmancmg from local

finanCIal mstitutIOns when the SelF's contnbutIOn Will not be suffiCIent
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9a If the proposed SCIF financmg IS suffiCient for the project to go forward, the Fund

Manager then submits the request, along With hiS recommendatlOns, for approval

9b If the SCIF financmg IS not enough, the Fund Manager must make lus best effort

to secure addltlOnal financmg from other partners to make the project a realIty

Once COmmltments are obtamed, the Fund Manager must put together a short

proposal detal1mg the project's financmg structure and attach It to the request that

IS sent along to the Board for approval

10 The board meets and decides on the project If It IS approved, the Fund Manager IS

notified and the proper authonzatlOns are sent to the Fund Admillistrator for

disbursement
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APPENDIX A - Bidding and Contract Details

Sid Terms for Fund Manager

If the Board decIdes to select the Fund Manager on a competItlve basIs, It should consIder mcludmg
the followmg elements m the bId packages BIdders can elect to bId on both the Cap-HaItIen and
Jacmel funds or only one All bIds Will be evaluated by the board, ranked by cntenon on a scale of
1 (best) to 10 (worst) accordmg to cntena and formulae outlIned below

CnterlOn Wel;rht
eRl DetaIled plan of how the Fund Manager WIll set up Its mternal 20%

structure to offer servIces to clIents In Cap-HaitIen and Jacmel
The plan should mclude a lIst of staff (If any) that Will be
dedIcated to the management ofthe funds, profiles of the program
manager(s) that Will be assIgned to the management of the fimd(s),
the tImmg for the opemng ofa satellIte office In the CItIes

CR2 DetaIled operatIOnal budget (staff salanes, general and 20%
admlll1strative expenses, travel expenses, etc) The budget should
NOT Include the management fee

CR3 DetaIled descnptIOn of nsk assessment methods and underwntmg 10%
procedures

CR3 TechnIcal aSSIstance feqmrement, If any 10%
CR4 Management fee to be charged 40%

BIdders Will be automatIcally dIsqualIfied Ifthey do not plan on openmg a satellIte office m Cap
Hmtlen

The overall score for each bank Will be calculated as follows
Overall Score = (CRI x 20%) + (CR2 x 20%) + (CR3 x 10%) + (CR4 x 10%) + (CR5 x 40%)

The bank wIth the lowest overall score WInS the bId

LIst ofpotentIal fund managers

UmFmance (Umbank)
Promomvest (Promobank)
SOFIHDES
FDI
Sogebank
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aid Terms for Fmanclal Administrator

The Board WIll ask commerCIal banks to bId for the FmancIaI Adnuillstrator pOSItIOn m Cap-HaItien
and In Jacmel All bids wIll be evaluated by the board, ranked by cntenon on a scale of 1 to lO
accordmg to cntena and formulae outlmed below

CrIterIOn WeliZht

CRl Bank must demonstrate rn detail that It can offer accountmg 20%
servIces for depOSIted funds In partIcular, It must be able to
provIde dally (or at least weekly) reports on dIsbursement of
funds, collectIOn of funds, It must produce a weekly summary of
cash flows pnncipal, mterest, fees receIved etc

CR2 Bank must demonstrJ.te m detail It has the admimstrative capaCIty 30%
m the branches to manage transactIOns for the Fund

CR3 Strength of correspondent bankrng network m the Umted States 10%
CR4 Annual fee the Bank WIll charge for provldmg the servIce 40%

BIdders WIll be automatIcally dIsqualIfied If

• they cannot or do not want to proVIde accountmg servIces
• they do not offer US$ accounts
• they do not have a correspondent bank m the U S
• they submIt an mcomplete bId

The overall score for each bank WIll be calculated as follows
Overall Score =(CRt x 20%) + (CR2 x 30%) + (CR3 x 10%) + (CR4 x 40%)

The bank with the lowest overall score WInS the bid

LIst ofelIgIble commercIal banks

Cap-Haltlen Jacmel
Sogebank Sogebank (BMH)
Banque Natlonale de CredIt Banque Natlonale de CredIt
Umbank
Promobank
BUB
Socabank
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Investment Management Contract

The contract between the Fund and the Fund Manager WIll mclude (but WIll not be lumted to)

1 the mvestment strategy of the fund
2 the responsIbIhues of the Fund Manager
3 the reportIng reqmrements
4 mtemal control procedures for transparency
5 compensatIOn levels, mcludmg any mcentive compensatIOn for exceptIOnal performance and

penaltIes for sub-standard results
6 prOVISIOns for temllnatIOn of the contract by eIther party
7 arbItratIOn measures m case ofdIsagreement
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APPENDIX B GLOSSARY OF FINANCIAL AND ECONOMIC
TERMS15

ABILITY TO PAY

AFFORDABLE

ASSET

BETTERMENT LEVY

CAPITAL

CAPITALIZAnON

a fuzzy concept that does not correspond In socIal SCIence usage to what
we would mfer from common sense Whether or not someone
commands enough resources to contract a transactIOn (cash or credIt) is
not what IS usually meant by the phrase AbIlIty to pay IS a subjectIve
Judgment predIcated on some assumptIOn as to what people ought to
pay Thus, the low-mcome chents are saId to have a lower abIhty to pay
than middle-mcome earners, lITespectlve ofwhether or not they buy the
good/service It is unclear whether the exponents of the abIhty-to-pay
concept would agree that makmg credIt avaIlable mcreases such abIlIty
See wIllmgness to pay

a variant of the abilIty-to-pay argument requIrmg value Judgments about
the dIstrIbutIOn of mcome If somethmg IS "unaffordable" to poor
people thIS mIght mean they should not purchase It-even If they choose
tot-as that wIll reduce the mcome they have aval1able to spend on
other goods and servIces the evaluator consIders SOCIally more valuable

somethmg WIth market or exchange value that IS part of the wealth or
property ofthe owner

a taxatIOn deVice used to ensure that the benefiCIarIes of a government
financed project (usually mfrastructure) pay for all or part of the costs
An example mIght be a road openmg up a new area, the betterment levy
(a percentage) would then be applIed to the change m ratable property
values attnbutable to the Improvement
In economICS a capItal good IS one that IS used m the process of
productIOn and that lasts beyond one accountmg penod (usually a year "
CapItal" also means money used to purchase fixed assets or stocks of
mputs, the lIfe of these assets can be of eIther long or short duratIOn,
correspondmg to the dIstmctIOn between workmg and fixed capItal
CapItal is prOVIded by the owners of an enterprIse themselves or through
borrowmg (debt)--or more figuratIvely, "other people's money" The
owners of eqUIty capItal have a claIm on the net worth ofthe enterprIse,
thIS IS the dIfference between assets and other habl1Ities

orIgmally meant the aggregate value of a company, measured by the
value of all outstandmg eqUIty as shown by stock pnces More recently
It has been used to descnbe the process ofprovIdmg money capItal to
start up a productive enterprISe or fmanclal mstItution Control and

15 Abstracted from "Household CredIt and Urban Housmg Improvement," ReG Varley, RTI Workmg
Paper, Feb 1995
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ovv nership of the net assets) The term decapztabzatlon usually means
the process by whIch runnmg at a loss decreases the amount of capItal

yet another WIdely used pIece of financIal Jargon best understood m
contrast to accountmg terms such as sales and costs ojproductIOn,
whIch are often Imputed values rather than actual sums of money that

have changed hands When there IS no cash to pay credItors,
consequences range from loss of confidence through seIzure of property
to bankruptcy proceedmgs When cash receIpts for a penod exceed
outlays, cash flow IS saId to be posItIve

an asset belongmg to a customer that IS held by the lender as securIty m
the event ofdefault The collateral may, for mstance, be tItle to a pIece
of land or a certIficate of ownershIp of a vehIcle IllIqUId savmgs
accounts can also serve as collateral Collateral mcreases mcentives to
repay loans, and un-collateralIzed loans are the exceptIOn rather than the
rule m bankmg

an overused term emphaslzmg that all entItIes must pay theIr way or get
someone else to do It for them The degree ofcost recovery IS the
percentage of full costs paId by the user or benefiCIary ofthe goods or
servIces supplIed Any shortfall must be met by default on a debt or a
subSIdy/grant from some other mternal or external source Although not
an end In Itself, cost recovery may be pursued to Improve effiCIency, or
for dIstnbutIOnal reasons, or as the only source of fundmg expanSIOn
As an empmcal phenomenon, low cost recovery IS often assocI!lted WIth
lax finanCIal dISCIplIne and low economIC effiCIency

m thIS context, promIses borrowers make formally or mformally to
lenders A good covenant should be capable ofbemg momtored and
able to mfluence borrower behaVIor

The cost of money that a lender has to pay on the funds that are lent out
to borrowers For a bank the funds Will generally come from depOSIts
made by savers, retamed profits or eqUIty, and loans from other
InstItutions or IndIVIduals Each of these sources can have a dIfferent
cost and the overall cost of funds is also referred to as the weighted cost
of funds, the weIghts bemg the proportIon denvmg from each source
For realistIC comparIsons a value for eqUIty should be Imputed as thIS
money could have been mvested somewhere else and earned a return
ThIS alternatIve return IS also referred to as the OPPOrtunIty cost of
capItal

a phrase used by bankers to emphaSIze that dIfferent terms and
condItIOns for loans are akm to the dIfferent attrIbutes of products that
appeal to dIfferent groups ofconsumers CredIt products are In tum
marketed to dIfferent segments of the overall market for credIt--e g ,
mortgage loans
for house purchase, trade credIt for retaIlers The major varIables are the
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term (or how long the loan can be held for), the mterest rate, the
schedulIng of mstallments, and penalties and mcentlves bUllt mto the
loan contract

allowmg the use of goods and servIces WIthout ImmedIate payment
CredIt may take the form bank credit (which may either be for a fixed
sum WIth correspondmg fixed repayment schedules or m the form of a
varIable lme of credIt

a formal process by whIch a bank or fmanclal mstitutiOnjudges a
customer's credIt-worthmess and the nsks assocIated WIth any actIVIty
the bank IS financmg The stronger the avaIlable collateral the less the
bank IS mterested m the VIabilIty of the borrower's project'

an amount of money or some other asset owed by one mdividual or
organizatIOn to another A debtor owes money, whIle a creditor IS owed
money

faIlure to repay a loan on schedule Countnes, as well as mdividuais
and orgamzations, can default

broadly, It IS the proVISIon of money when and where It IS required In
many contexts the best path to development IS for poor countnes to
develop theIr own mechamsms, usmg therr own resources m the form of
savmgs and eqUity mvestment It IS only when finanCial markets have
reached some baSIC level ofmatunty that external flows of capital Will
be effiCiently utilIzed

go-between for partIes WIth excess funds they want to mvest and
borrowers who are seekmg capItal or fmance IntermediarIes are able
to prOVide essential servIces by spreadmg rIsk, facIlltatmg payments,
and transformmg matunty terms

mSTItutlOns, laws, and practIces definmg the way m which the finanCIal
mtermedIanes m an economy (formal and mformal) pass money and
credIt around a country's economy The process by whIch finanCial
markets expand the scope oftheir mtermedIatIOn IS sometunes called
finanCial deepemng

another fancy word for money, m thiS case, money avaIlable for a
speCific purpose

a practIce closely related to the problem ofmoral hazard In the context
of finanCial InstitutIOns the mcentIVes for Imprudent rIsk takmg are the
major JustificatIon for prudentIal regulatIon Imprudent nsk takmg
anses from Investment declSlons made by the managers who control an
InstitutIOn that makes loans USIng credItors' and depOSitors' money An
appropnate level of rIsk wIll be one that balances the Increased return
from greater rISk WIth the dechnmg preferences of depOSItors/credItors
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to take those nsks Managers afflIcted by moral hazard allow therr
declSlons to be gUided by self-mterest, as they stand to make a big return
m terms of lllcreased salaries and bonuses If an mvestment IS successful
If the mvestment falls, they do not lose theIr assets (unlike the owners of
capital) Often, the worst they can expect IS dimimshed employment
prospects

the costs related to makmg a loan When a loan IS transacted, both
borrower and lender mcur an mterest cost for the borrower thIS IS the
rate paid on the loan, while for the lender It IS the cost of funds loaned
out The difference between these two IS referred to as the spread and is
a measure of gross profit to the lender ThiS spread must cover all the
other nonmterest or mtermedIatIOn costs of makIng credIt avaIlable The
mtermedlatIOn costs mcurred by the bank or finanCial Intermediary are
more easl1y measured and must cover staff costs, bUildIngs and services,
a return on equity capItal, and loan losses

m economIC parlance, the amount by which the stock of capItal goods of
a firm or economy changes durmg a penod of tIme In everyday
language, It IS the purchase of an asset or undertakmg of a comrmtment
requmng an mltlal saCrifice followed by subsequent benefits

the ease WIth whIch an asset can be exchanged for money In bankmg
the assets are largely m the form of outstandIng loans, whIch are of
course rather IlhqUld

at a mmlffium, the detal1s regardmg sources offunds for lendmg, loan
terms, apphcatIOn procedures and evaluatIon cntena, repayment
mcentlves and penalties, target market, and collectIOn mechanIsm To
be successful and sustamable, the capaCIty to make good loans (ones
that finance economIC actlVlties and are paId back to the lender) wIll
depend upon the loan program bemg embedded m an mstltution WIth
finanCial controls, appropnate management structures, and a set of
mcentives encouragmg staff to make good loan declSlons

the mitIal amount lent Loan repayments are accounted for m terms of
two components a return of prmcipal and mterest In calculatmg
mterest rates, an allowance IS made for expected mflation that wIll
dimmish the purchasmg power of the amount ofmoney represented by
the p.rmc1pal

when a range ofuncertamty eXists about pOSSIble outcomes In modern
corporate finance, rIsk is IdentIfied WIth measurable probabIhties based
on histonc data Keynes was among the first to dlstmgulsh between
nsk, which IS measurable, and uncertamty, which IS not Uncertamty
arises when there IS no statIstIcal baSIS for quantIfymg fisk-Most ofthe
nsks facmg self wIll mvolve uncertamty and are not amenable to
preCIse management by quantitative techmques usmg the prinCIples of

47



SUBSIDY

TARGETED CREDIT

TRANSPARENT LOAN

TERM

WILLINGNESS TO PAY

/RTI

Secondary Cltles Investment Fund Design

diversIficatIOn and hedgmg to reduce or manage the risk

a payment, made by someone other than the consumer ofa good or
servIce, which IS supposed to reduce the prIce patd by the consumer In
general someone purchasmg a good or service for less than the market
price IS recelvmg a subSidy from somewhere Fmanclal SubsIdIes are
often giVen m the form ofbelow-market mterest rates and grace perIods

credit for the use ofa defined target subgroup m the population
Ensunng that only ehgible borrowers receive loans mcreases transactIOn
costs and requIres comphance momtonng

loan terms that are easy to understand, With the mformatIOn requrred to
understand the underlymg obhgatlons and risks eastly accessIble to all
parties mvolved m the credIt transactIOn

the amount a consumer wIll pay for a particular quantIty ofa good or
servIce In consumer demand theory, wIllIngness to pay automatically
Imphes abilIty to pay In contemporary socIal sCience wntmg, "ability
to pay" IS sometImes contrasted With "wIllmgness to pay" The ImphcIt
assumptIon here IS that even though people are wdlmg and actually do
pay
a certam amount, they lack the "abIlity to pay" because they should have
spent thIS money on somethmg else Buymg the good (e g , water)
reduces consumptIOn of some other good or servIce and places the
purchasers further below a socIally defined mInImUm-consumptIon
standard
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APPENDIX C - LIST OF INTERVIEWEES

Cap-HaItIen

Name Affilzatzon Category
USAID

PhIllIP Jones • USAID consultant Consultant
Ernest Bellande • USAID consultant Consultant/GOH

•
:MEETINGS

Georgemam Prophete • PresIdent, Chamber of Private sector
Commerce

Max Ferrere • Member, Chamber of Private sector
Commerce

Nancy Menard • Member, Chamber of PriVate sector
Commerce

• Branch Manager, Umbank

Didier Catalan • Member, Chamber of Private sector
Commerce

• Branch Manager, Sogebank

Walter Bussemus • Member, Chamber of Private sector
Commerce

• Owner, Hotel Mont-Joh

Jean-Revel Toussamt • Mayor, Cap-HalDen MUnIclPabty
Pierre GlOrno • Ass't Mayor, Cap Ralnen MUnIclpabty
Mercier LoUIs • Ass't Mayor, Cap Raitien MUnIclPabty

Hans Broder Schutt • Member, Chamber of Private sector
Commerce

• Shareholder, GINSA

Nonce Zephlr • Member, Chamber of PriVate sector
Commerce

• Shareholder, GINSA

Max Laroche • Member, Chamber of PriVate sector
Commerce

• Shareholder, GINSA

GraclUs Laguerre • OrganIZer, CASEC Bande-du- CIVIClPubhc sector
Nord

Gesner Jean-FrancOis • OrganIZer, CASEC Bande-du- CIVIClPubhc sector
Nord

Jacques Paret • OrganIZer, CASEC Bande-du- CIVIClPubhc sector
Nord

Jerome OSlas • OrganIzer, CASEC Raut-du- CIVlclPubhc sector
Cap

Edmond Blen-AIme • OrganIzer, CASEC Petite-Anse CIVlClPubhc sector
Sosthene Joseph • OrganIzer, CASEC Petlte-Anse Pubbc sector
Ifacon Charles • OrganIzer, CASEC Petite-Anse Pubbc sector
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Name Affilzatzon Category
Jacques Khawly PreSIdent, Chamber of Commerce Private sector

Dr. Michel LOIDmy APDESE PrIvate sector
Dr Jean Robert Martmez APDESE Private sector

Nelta Jean-LOUIS Plan InternatIOnal NGO
Jean-Robert Sabat DelegatIOn du Departement du PublIc sector

Sud-Est

Jimmy Cadet Boulangene Pam K-Det Private sector
Roumel Bernadel Bemadel Enterpnses Private sector
Mr Navat Lundl Admm Drrector, JACOSA Private sector
Blaise Grafeteau ASSOCIatIon des Paysans de PrIVate sector

DemontreUlI pOlrr Ie
Developpement

PIerre La101 ASSOCIatIon des Paysans de Private sector
DemontreUlI POlIT Ie
Developpement

Pascarm Raymond Hotel de la Place, UBRD Private sector
Reynold AlexIs BlITeau reglOnal du Mmlstere de la PublIc sector

PlamficatlOn

Name UnavaIlable ASSIstant Drrector, BMH Private sector
(Sogebank)

Port au Prmce

Name Affilzatzon Cate~ory

Mr Michael Azefour World Bank InternatIOnal A2encles
Robert Dressen USAID/DAI Consultant
Ser2e AmbrOIse IADB InternatIOnal A2encles

OlIVIer Nadal Chamber of Commerce ofHaItI Private sector
Faubert Gustave SOFHIDES PrIvate sector

Ralph Demze lADB InternatIonal A2encles
Roland PIerre Central Bank of HaItI PublIc sector

Name Unavailable European Umon International A2encles
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