JAMAICA/U.S. FULL SERVICE MERCHANT DEVELOPMENT:BANK

'CONCEPT PAPER °

Prepared by

' First Washington Associates
‘Washingten, D.C.

- December ;1982 -~



II.

III.

Iv.

VI.

VII.

“DABEE OF CONTENTS

CONCEPt. s 44w e e 4 e

"Economic Climate and
. Private Investment . . . . ¢ . o

‘Activities of the New Bank .

Formation, Ownership, and -
Capitalization . . . . . .-

- Direction and Management ...

“Implementation . .. . .. .

Existing Financial Infrastructure.

. 'Page.




Tl
I. CONCEPT

1. ThlS discussion paper has been prepared at the

request of the Bureau for Private Enterprise (PRE) and{
the Jamaican Mission of the U. S Agency for International
Development (AID) and is intended to describe the role
which a new Jamaica/U.S. 'Full-Service Merchant Development
Bank can play in helping achieve economic development and
growth through expansion and stimulation of the private
sector in Jamaica.

2. Under the Government of Prime Minister Seaga, Jamaioa
has embarked upon a serious,4across-the-board program.of
measures'to'encourage expansion of‘private sector productivity‘d
and output and lead to substantial new investments in agri-
culture, manufacturing, and relatedrservice industries. The
private sector is looked upon as tﬁé'méjor driving forcedfor?
‘economic rehabilitation, and investments from the United:l'u
States andrlocal entrepreneurs are being counted upon to-bring
new vitality and diversification to the Jamaican economy,
reverse the outward flow of private capital, transfer new
technologies, and help solve the country's balance of

,payments and unemployment problems.

-3;, Seriously limiting the achievement of these goals isfi
,fthe lack of an adequate institutional 1nfrastructure to
nprov1de equity funding and aggressive medium- and long-term
‘credit facilities to stimulate capital investment.- Existing

kinstitutions in Jamaica, both in the public and private', -
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sector, suffer from shortages of forelgn exchange fundlng,
11m1ted numbers of skllled pro:ect lendlng and admlnlstratlve
personnel the unavallablllty of equlty fundlng, the small |
size and limited horlzons of most f1nan01al 1nst1tutlons,‘
the scarcity of risk capltal to finance the early stages
of project development, the sometimes exaggerated perceptions;
of risk which lead to excessive collateral requirements;
and the extreme shortage of medium- and long-term 193551
which can be used to finance worthwhile capital inveStments.
External lenders are not interested in, nor are their |
facilities designed to finance the kinds of small to
medium size investment required by the scale of Jamaica's
economy and the preferences of local and foreign investors.
4. In light of the above, the subject of this paper is
the’formation of a for-profit, privately-owned Jamaica/U.S.
Full Service Merchant Development Bank (hereinafter referred
to as the "Bank"). The Bank will be a new kind of institution,
2offering not only loans and‘equity for private sector
ddevelopment projects, but also prov1d1ng "hands-on" manage-
h;ment support by offerlng the services of experts in such
vareas as f1nanc1al plannlng and control, general corporate
J‘strategy and long-range plannlng, marketlng and sales
;Lpromotlon, and the recruitment and training of key

{management personnel These services will help’to assure
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their success after the completion of construction and
the disbursement of funds.
5. The establishment of the proposed new Bank would be an
appropriate endeavor of the Rockefeller Committee. Wthh
has the obJective of "formulating programs for the fac1lita-
tion of U S private investment in Jamaica: and the transfer
of technology, taking into account such encouragement and
as51stance as will be proV1ded by the United States
Government "
6. The new Bank would also appear to meet fully thei
objectives of U.S. AID's new private sector initiative,'
which-is designed to "help establish, finance, and improve‘
privately-owned financial institutions which will provide
the capital and management expertise for expansion}of the
private sector in developing countries." The 1nvestment
.polic1es of the Bank would furthermore emphasize and be
spfully integrated with the development priorities established
~ by the Government of Jamaica. The Bank would place special
“~emphasis on lending to.'investing in, and otherwise
Evf':supporting those sectors and areas of the economy which
';ioffered the greatest development advantages and would have

f}a favorable impact on employment, national 1ncome, and the

fybalance of payments.



. ECONOMIC CLIMATE mp.;pnxmg INVESTMENT

1. Thelpresent Jamaicanfgovernment; elected in 1980, 'hasvf
reorlented the economlc pollc1es .established by 1ts pre--
decessor, emphasleng the leadlng role a551gned to the prl-f
vate sector. The recovery process, begun in 1981 and 1982fi
is expected to accelerate 1n 1983

2. The main economlc programs that the Government is 1mplement1ng
include rehabilitation and reorlentatlon of ex1st1ng pro-
ductive capacity; repair and‘expan51on of infrastructure
including roads, power, water, etc.; training of worhers

and managers to increase productivity and job skills; undef:“
taking measures to encourage return of managerlal and technl-
cal personnel; improving the 1nvestment climate by encouraglng
bilateral cooperation and attempting to facilitate capital
transfers; and attempting to keep peace with the labor
movement and restrain unreasonabledemands by the latter. The
Government is also undertaklng an ambltlous publlc investment
program to alleviate the unemployment problem, rehabllltate |
fthe agrlculture and tour1sm sectors, and stlmulate the rest
‘offthe economy.

3;lf In order to attract prlvate capltal and 1nvestment, the
'Government has attempted to restore an atmosphere of confldence
,1n the country and 1n the quallty of 1ts own economlc manage-v
: ment, as well as to prov1de apprOprlate stlmull.. The Govern-
i'ment has also launched a v1gorous promotlonal campalgn to
identify and develop investment opportunities and has created
the Jamaica National Investment Promotion Company to help

potential new investors.
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4. As of April 30,1982, the: ‘following investment proposals. -
and inquiries had been received by JNIP:

UL E : .
Total Which: ~In Production

Investment . Investment
Number (US$ million) Number (US$ million)

"Mahufacturing“ 186 242.8 34 16.5

Agriculture 93 97.6 16 : 23.4.
Mining 3 0.6 - -
Tourism 20 50.1 3 2.5
Construction & Housing ‘14 406.3 - -
Communications & S | CI - e
Transport S - S
Miscellaneous 20 27.1 3 - 0.5
TOTAL 337 B24.5 6 32.9
5. Average'projeCt size is US$1.4 million ehd<averagei

employment creatlon is sllghtly below 50. As shown below, the
number of progects 1nvolv1ng local 1nvestors only exceeds the
number of those involving forelon lnvestors, but the average 1n-.
vestment associated with the former (US$ 6 mllllon) is con-'
siderably less than the average for the latter (US$2 1 mllllon)

The vast majority of "foreign only" progects are from the

United States. Some 28 pro:ects.would be jOlnt ventures;g

Inﬁeator ' Nﬁﬁber Investment

' » (US§ million)
Local Only 165 9.7
Fcreign Only 144 300.8

Joint Ventures .. 28 429,0
~ TOTAL 3T 7825
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,sl As a check on the above flgures, it may be useful
to refer to ‘a prellmlnary estimate of potential manufactu-

rlng sector investment by 211 Jamalcan Flrms, made by

Flrst Washlngton Associates in 1981. Detailed 1nterv1ews"

w1th present manufacturers 1nd1cated that more than J$100 mllllon
(US$60 mllllon) would be required over the 1981-83 perlod

for plant, equipment, land and bulldlngs if satlsfactory

medlum and long term flnanc1ng (presently unavailable)

could be arranged A separate estimate, based upOn loan
1nqu1r1es to the Rehabilitation Fund Jamaica Ltd., indicates
thatudemand exists for at least US$50 million of foreign
exchange loans to meet the 1983 investment needs of the pre-

sent membezs of the manufacturing sector.

7. It is important to note that the availability of new
sources of medium-and long—term flnanc1ng on reasonable terms
and conditions would be essential to assure the implementation
of almost all of these projects. Without new sources of govern-
ment and private sector credit, most worthwhile new investment

projects will not be able to proceed.



'II1I. EXISTING FINANCIAL INFRASTRUCTURE

1. Jamalca possesses a. fairly extenslve flnanclal"lnfra""

‘ structure which closely resembles the Brltlsh flnanclal

| system in its fundamentals.; The Bank of Jamalca --?

the central bank -- oversees the act1v1ties of all flnanclal
lntermedlarles,»wlth the largest share of lendlng act1v1t1es
being transacted by the commercial banklng subsector. ‘Inf't
addition, there are trust companies, leasing companies,
finance companies, merchant banks, building societies, credit
unions, the National Housing Trust, insurance companies, and
peoples cooperative banks. Altogether, the financial insti-
tutions had over J$2.2 billion in outstanding loans to the
private sector at the end of 1981. Of this, the commercial
banks accounted for over 54 percent, while the existing mer-
chant banks accounted for only 2 percent or J$38 million of -

outstanding loans to the private sector.

2. In addition to the above, there are a number of.goverhé;
ment lending programs that operate mainly through the |
commercial banks to provide foreign exchange credit to the
private sector. The major government institutions are the
Jamaica Export Credit Insurance Corporation (providihg shoft;»
term facilities through its lines of credit), the Expcrt
Development Fund (providing short-term funds to the manu-
facturing sector) and the Rehabilitation Fund (providing medium-

and long-term loans but now virtually fully committed).
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3.; As part of Jamaica's structural adjustment program,
utwo ‘ublic sector institutions are now being organized to
chdnnellonger'term credit to the private sector., The
Agricultural Credit Bank and the National Development

Bank Will borrow funds externally, and on-lend them to
ultimate beneficiaries through the commerc1al banks. How-
ever, neither institution has yet started a Significant
volume of lending activity, nor do they plan to offer{the
range of services contemplated by the proposed Jamaica/U;S.
Full Service Merchant Development Bank. Because‘they are’
public sector organizations, their scope and activities are
more limited, and they do not plan to have extensive direct
lending contact with the business community as would the
new Bank. Therefore, the new Bank will supplement and
complement the ACB and NDB, rather than compete with them.
4. There are eigit commercial banks with approximately

150 branches doing business in Jamaica. They are: the
Bank of Nova Scotia Jamaica Ltd., National Commercial

Bank Jamaica, Ltd., Citibank N.A., Bank of Commerce
Jamaica, Ltd., Workers Savings and Loan Bank, Jamaica
Citizens Bank, Ltd., First National Bank of Chicago Jamaica,
Ltd., Royal Bank Jamaica, Ltd., and the Bank of Credit |
and Commerce. Although increaSing in nominal terms in the
last two years, the total assets, dep051ts, and loans

of the commercial banking system have virtually stagnated'

or decreased in real terms in the past nine years. The
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‘commerclal banks do extremely llttle medlum- or long-term -
lendlng, and that which is done is only for old, large,-
well-eotabllshed customers. The medium- or long-term
lendlng which takes place is not well coordinated w1th

the development priorities of Jamalca, nor does it address
the need for development investments. The commercial ‘
banks also do not provide the management services whlch,

in Jamalca, are a necessary supplement to medium- or |
long-term lendlng and development investments.

5. Although commercial bank interest rates have been
relatively low in real terms, they have been regarded by
many borrowers as a hindrance to more ambitious capital
investment plans. An even more significant barrier to

the fulfillment of investment Plans has been the commercial
banks' insistence on very conservative collateral requirements.
6. The ex15t1ng flnance companies and leaslng companles

are very small operations.

71. At present, there are five so-called merchant banks ln
Jamalca. Three are subsidiaries of large, internationally
Vwell-connected commercial banks: West India Company of
Merchant Bankers Ltd. (Bank of Nova Scotia), Caribbean
Merchant Bank (Cltlbank), and Jamaican American Merchant
Bank (Bank of Amerlca) The other two banks are 1nd1genous
lnstltutlons. Jamincorp International Merchant Bank and

Eagle Merchant Bank of Jamaica.
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8}35The merchant banks whlch are afflllates of commerc1al

banks act ba51cally as vehlcles of convenlence for thelr
parent banks. They handle llmlted amounts of medlum-term
loans (usually when the parent has a lendlng 11m1t problem);

mortgage loans, and leasiné. They have small staffs (three

to six people, generally), are wholly dependent on the |
parent company for upper level management, and have»eff1Cesf
which are not particularly well situated. They do‘notkhh?v
usually advertise their services or attempt to market'
themselves in other ways. The commercial bank affiiiates

are not presently examining ways to offer new serviées”‘

nor to expand old ones significantly.

9. The two indigenous merchant banks also have small staffs r
(three to six people) and shortages of skilled management.
Althongh their offices are better located and they appear
intereSted in seeking new bhusiness, the indigenous insti-
tutions have a number of constraints which the commercial
,,bank affiliates do not face, including: a smaller equity

base and more difficulty in arranging complementary

financing; the involvement of merchant bank management. in -
iéenunber of other non-banking ventures; strict iimitationSh
‘ienhtime and money available to develop andhmarket new‘Serviees;
fand lack of expertise required to become'activekin,new areas

;QKWhi¢h cannot be remedied by calling on a parent organization).



fgIlﬁﬁ

Idﬁ The merchant banks ‘as a group have not, to any slcnl-}:
*hflcant extent, been performlng the main funcitons for wh1ch
,they were establlshed. Their activities have been concen-d;
trated largely in the areas of deposit-taking and a lowv
klevel of lending. The merchant banks are not really functlonlng
in such areas as underwriting, . secondary markets, and 1nvest-
ment management.

11. There is no evidence that the merchant banks have been
influential in attracting foreign‘investments, although some
banks have raised funds on foreign markets for financing
loans to the government and its agencies, and in one case
for a substantial private sector investment. The merchant
hanks have, to only a limited extent, established affiliates
or subsidiary financial institutions. The total value of N
merchant bank loans outstanding at the end of July 1982 was,
only J$53.5 million, and total cap1tal of all six merchant;
banks was only J$5.3 mllllon.

12._ There were three prev1ous proposals for new merchant
.banks or 1nvestment company ventures in Jamalca. The

f;rst was considered by Royal Bank'Jamalca and JNIP at;}"
vthe.request of Prime Minister Seaga in early 1981, and

is presently inactive. A second merchant banking proposal
was under consideration by a very llmlted sponsor group

tln 1981. The third proposal was a venture capltal corpora-
_tlon, under study by the Internatlonal Flnance Corporatlon

‘:‘t‘.??c?f-,
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;With the exception of the original Royal Bank proposal
théée:vehtures would not involve broadly-based Jamaican or 
'.fqreiéh ownership, nor provide the range of technical and
mahagement services which represent a major segment‘of tﬁe

new Bank's proposed activities.



IV. ACTIVITIES OF THE NEW BANK.

1. The new Bank w111 proVide a, vehicle through which

funds ‘can be marshalled, both internally and externally;

for establishing, supporting¢AandwexpandingHVIable 3

private sector pro:ects in the interest of national

development.; The Bankfwill fill needs not'adequatelyf

met by other parts of the financ1a1 system, 1nc1ud1ng;
(a) the extension of medium- and-long-termfloans‘at‘
reasonable rates and w1th reasonable collateral requirements

for new custmomers; (b) the prov1810n of equitv financing,

(c) the cffering of leas1ng and other specialized financ1al

services; (d) the prov1sion of experts to provide mana ment
assistance; (e) training in financial, managerial, and:f
other disciplines; (f) the marshalling of external capital
for worthy private sector projects; and (g)“carrying out

feas1bility studieu, -and other prOJect promotion serv1ces.

2. . Lending to, and 1nvest1ng in, private-enterprises w111

Thetloan portfolio

constitute the Bank's major actiVity.i
should be properly balanced w1th regaro to risks, terms,

and sectors. In its early years of operation, the Bank
'should place major emphaSis on medium-term loans of up

’to five years maturity, gradually shifting into 1onger-termi
commitments of up to(ten;yearngaturitygg Reasonable.

grace periods and collateral' requirements: should: be::



incorporated, and loans should bear interest at rates'
: Which”-' are compatible with'the going market rates. -The

:Bank should probably also charge a one time admlnlstratlve

'f;fee in order to cover 1ts expenses of proce551ng a 1oan.

VVThe average loan size will probable be between US$100 000
';and US$500 000, whlch would cover the average investment
551ze of US$600,000 presented_by;Jamalcan sponsors to JNIP
'(aSBUming that the Bank financed'70 percent of the project's
cost and the sponsor financed 30 percent with his own

~equity). As a matter of policy, the Bank's total exposure

to any one company should not exceed 10 percent of its ownvoﬂ
equity. e
3.  The orovision of risk capital will also be an‘important'
function of the Bank. 1In Jamaica, there are often project d
sponsors who have good and feasible ideas but who lack |

the funds to provide the venture with a sufficient capita13
base. The Bank can become a partner 1n order to help get |
the'project off the ground. This prov131on of seed cap1ta1
is an essential contribution the Bank can make to the |
bdevelopment of the economy, since it w1ll brlng projectsg

to life that otherwise would not have been 1mp1emented

for lack of capital. It will also actlvate a new class

of sponsors, thus widening the group of Jamalcan bu51nessmen.
Once a project is well established, usually after a period |
of four to five years, the Bank should divest its shareholding.

This will enable the Bank to have a greater impact on the



economy.« Investment priorities and criteria w111 be the
same as for loans. Equity 1nvestments should be made in

the form of common stock, preferred stock, or convertible
debentures. The Bank should take only minority equity
position, often combined with additional loan financ1ng.

The Bank not only should be represented on the Board of
Directors, but also directly participate in the management1f5
of its investee companies, which will enable it to:remain’

in close‘contact with these companies and facilitate'theQ
prov1s1on of necessary technical asSistance.f

4;‘ One of the major innovations the Bank might make to

the Jamaican financial scheme would be in the area of
aggressive lease financing of capital equipment. Large-51zes
transactions have been handled in the past by multinational B
banks and small-size deals have been financed by the ‘
several local leasing companies. The new Bank would

concentrate, therefore, on the medium-~size market, where

facilities have been severely limited in recent yearsa
because of problems encountered in securing adequate
collateral, the minimal capitalization of many companies,f
and their lack of an established track record w1th the |
financial community. The Bank should offer to finance
sale and leaseback arrangements, direct leasing, and
leveraged leasing. A special examination of Jamaican_i
tax laws will be in ordervto see:uhether changes.shouid;
be requested invorder“toffacilitétéﬂléase”fihanCinq,and’

thus contribute to economic. development.
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5, Special management services which the Bank might
undertake would include the prcVision,of experts who
would offer hands-on management assistance in such.
areas as:
: i)fFlnanclar planning and management. |
l;dif:Deflnltlon of- f1nancial pollcy and strategles
| .‘for future placement of debt and equlty and
~dpub11c underwrltlngs..‘l |
iii)sEstabllshment of flnancial control systems.
riV)>General corporate strategy and long-range plannlng.
fu)’Identlflcatlon of new product llnes and entry into
H‘ new markets.
ﬁﬁi) Negotiations for entrykdf7nemxsharehcider$,
acquisitions, investments;,mergers;7br the,creati6n
of subsidiaries. |
A vii)rMarketlng and sales promotlon act1v1t1es.:
ﬁiii)uOrganlzatlon of productlon or control systems.
fix) Relatlons with research,’development, and englneerlng
"’1nst1tutlons and lndustrlal groups.
tg In order to assure the success of progects which it
rlnances, as well as to prepare other firms to undertake
new progects in a professional manner, the Bank should
cffer tormal tralnlng in bas1c flnanc1al and managerlal
dlsc1pllnes to 1ts’Jama1can cllents. Because of its

lnternatlonal afflllatlon and domestlc expertlse, the
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,"Bank should be able to obtain good 1nstructors, and should ‘
-abe able to arrange for meaningful and productive courses
F"1n3a\broad range of subjects. Because of the unique
'.oanaoilities in the areas of U.S. technology and manaéeéf
ment expertise embodied in such organizations as the
International Executive Service Corps (IESC) and tne‘

Young Presidents Organization (YPO), the Bank should avail-
itself of the services provided by these organizatlons.j_ 
Initially, the Bank's courses mlght concentrate on SklliS'
necessary to develop and manage new projects, and then on
other subjects of more general use to Jamaican businesses.
The Bank should have no trouble in finding clients

willing to pay for such instruction, because of its mixed
U.S./Jamaican ownership and the fact that U.S. managerial
and technical skills are highly regarded in Jamaica.

7. The Bank should play a major role in attracting foreign

~ investors to Jamaica, and in putting together joint-ventures

:between Jamaican and foreign partners. By virtue of the
quality and range of its shareholders, the Bank will be in
an excellent position to assume this role of catalyst.
While contacts with foreign companies will, at the Bank's
initial stage, be made as need arisee through specific

. projects, the Bank should later on pursue the promotionwofk]‘

' joint-ventures more actively.
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.8;yy3yytheeyery;naturedofnitsvloans and investments;itheﬁ
Bank will need infhouse capacity to generate, structute,‘
evaluate, and develop projects. Applicants for financial
assistance'will‘often not be in a position to,present aj‘
thoroughly documented appllcatlon and they may not have
the know-how and financial means to conduct a fea51b111ty
study. The Bank's international contacts should enable
it to call in forelgn technical assistance where necessary, .
butiit'must also be capable of making its own analysis
ofkpfojects. The Bank should not merely await‘the,receipt‘
of applications. instead, it should become’involyedhin
projects at an early stage of consideration in ordefeto
assure their proper development-—and thus enhance the later;:

quality of its own portfolio. For this purpose, the Bank

should offer to conduct pre-feasibility and fea51b111ty
studles for cllents, for a cost, which may ‘

financed by the Bank for the lnterested custome‘y;



VI, FORMATION, OWNERSHIP, AND CAPITALIZATION -

;1! It 1s proposed that the Bank be establlshed 1n ‘the’ flrst'
équarter of 1983 under the sponsorshlp of the J01nt u. S /
kJamalca Comm1551on w1th the objectlve of fac111tat1ng
U,S.kand local investment in Jamaica, and of making a

profit for its shareholders through a full range of
financial services.

2. The Bank will be a Jamaican registered, privately-
owned, limited liability entity, incorporated as a merchantj'
bank under the Companies Act. The Bank's duties and

powers will be defined by its Memorandum and Articles of
Association._ |

.3. The Bank will be regulated by the Jamalca Dep051tors

Act of 1966 and 1974 and certain prov151ons of the Bank

of Jamaica Act.

4. The 1n1t1al capltallzatlon 1s env1saged as’ belng

J$5 mllllon (Uss3 mllllon) of common stock d1v1ded 1nto

‘rone mllllon shares of flve Jamalcan dollars each, and’

i;U S. AID/PRE subordlnated convertlble ‘debentures totalllng

’FU.S $2.5 million. | |

5. The distribution of ownershlp w1ll be such that (a) there
1/_

Hwill be broad partlcipatlon 1n the Bank's ownersh1p°—;f

f;(b) 'no 51ngle ind1v1dual or ent1ty would own more than

1/'I"ne structure embodied in: the Royal Bank ‘proposal may
be used as a base. S
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5 percent of the proposed equlty,_

be offered dlrectly or 1ndirectly to any publlhyywid;;ﬁ
1nst1tutlon, whether Jamaican or forelgn.g

6. In order to make ownership of the Bank's equlty more

S

‘attractlve, the Government of Jamaica w1ll be askedﬁio makeﬁ
all dividend payments of the Bank exempt from Jamaican o
corporate tax, and thus taxable only to the;rec1p1ent.

In the case of U.S. investors, such earnings would be
protected from double taxation by the provisions of the

U.S./Jamaica tax convention.
7. It is assumed that additional debt capitalization

will subsequently become availahle in the form of a
long-term loan from U.S. AID. Availabiiity’of such a,lbanff
on an extended term of payment with a'reasonable rate of'
interest, would help to assure success.oftthe‘new organiaafj
tion. Such a loan would be a key source of foreign |
exchange for worthwhile projects and would serve as "seéé
money" to interest other international,lendershin snpporting
the Bank. -

| 8. Other potential sources of debt flnanolng for the Bank
'"‘WOuldllnclude-
- a. International f1nanc1al inStltutlons.

b{,lLlnes of credlt from forelgn or: local commerc1al

‘beanks.¢u

Deposits from Jamaican firms.
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-d. Credits from othér‘finaﬁCial‘instiﬁttions~such
;és'life insuran¢e q6m§ahies, etc.
%e;’;Allocations of coﬁﬁterpart funds agreed between
U.s. AID andgthé Government of Jamgica.:
9. It wduld be,desirablé for the Bank to 6b£ﬁin‘a mix of
fdréigh and‘dOmestic,debt‘finéncing, and‘theréby leverége
the lénding/investmentvcépacity of the Bank'in relation
to its initial equity base.
10. U.S. AID is expected to subordinate ité loan to that
of other lenders. This would be7é§uivalent to’mékihg;the
U.S. AID contribﬁtion a quasi-equity, and would petmitAthéj

Bank to achieve greater leverage from the AID funds.
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© VIII. DIRECTION AND MANAGEMENT

1. The basic authority of the Bank will be'vested in its,

h Board of Directors,'con51sting of proportlonate representa-}
rtlon by.U.S. and Jamaican 1nvestors.

2. The Board should set the Bank'skoverallrpolicies‘and'
define priorities, delegate responsibilities;fahd’sopertise
management. | | | -
3. The Board should unanimously approve the terms of a
technical assistance contract to be entered into w1th a
well-quzlified investment bank, merchant bank, or commercial
bank with diversified experience. applicable to thevnew H
operation. This contract should be in effect for at least
the first year of the Bank's operation, providing all
technical and managerial assistance necessary to start
up'the operation and train the Bank's employees to assume
all responsibilitieé exercised by contract personnel.

U.S. AID expects to provide a grant of up to US$500,00Q

to cover the costs aesociated with such a technicaL‘assistanoe
contract

4. Execution of the policles establlshed by the Board of
Directors would re51de with the Bank's Managlng D1rector,
whose appointment would be unanlmously approved by the
entlre Board. |

5. The day-to~day management of the Bank would rest with‘
the Managing Director and the principal officers such as

the Financial Comptroller, Vice Presidents for Operations, eto.



6. ] Operations would be conducted by ffqualified:staff

composed of the numbers and specializations”of people requiredf
to achieve the Bank s objectives.’

7. | The Board of. Directors of the Bank would establish

and regulate the finanCing approval limits of an investment

or 1oan committee ccnSisting of designated officials. Such
limits" w111 be reViewed from time to time, and may be adjustedf
as necessary and desirable.

8. a1l financing decisions involving amounts of equithB'

or credit in excess of the limits approved for the loan committee
would be submitted for consideration to the Board of Directors.
Approval of such decisions would normally require consent by a
majority of the directors except as.may be decided otherwise.

9. Equity in, or credit to, enterprises owned or controlled

by a Director of the Bank would require the unanimous approval -
of the directors present at the relevant meeting,' In such
cases, the director involved should not take part in i
the discussion or the voting, nor should he be includedfinﬂtheif
guorum.

10. The Bank should not invest in, nor grant credit to, any
enterorise in which a manager, officer, or employee of the
Bank, or‘their families, have personal financial interes’.

11. Principal officers and individuals to whom decision-
making authority is granted would be appointed only‘with B
Board of Birectors approval, and woﬁid‘navegto;meéﬁaéeficéﬁ

professional competence criteria.
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vp12. The Bank will need a relatlvely limited number of
~Vskllled senior officers and clerlcal employees and ‘
ypsheuld seek to keep the organlzatlon'small,-ulghly-focuSed;
ahe well-motivated. Managers will be expected not only.te'
_‘menage, but also to perform, much of the work inptheir | |
areas of responsibility. The initial personnel componeﬁtp”‘
should consist of about twenty people, including all

support staff.
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VII. IMPLEMENTATION

1. v Tne rirst step to assure implementation ox the new Bank
is to proceed w1th the formation of a broad-baseo sponsor
group. Expressions of interest should be obtained_from;sf
U.S. AID, the Jamaica-U.S. Joint Commission, and the

Government of Jamaica.f

2. A thorough fea51bility study should then be carried
out, proving up the marketing, managerlal flnanclal,
technical, and economic aspects of the proposal, and drawing
up a comprehensive business plan. This study could be
expected to cost approximately $1Q0,005fand might be co-
financed with the sponsors' equity_and feasibility

study financing provided by U.S.'AID/PkE on a 50/50 cost-

sharing basis.

3. The completed feasibility study should be used by pro:ect
sponsors as & basis for obtaining firm commitments of

equity participation from U.S. and Jamaican sponsors. it
should also be used as the basis’ to obtain debt financ1ng
dec1Sions from AID and others.

4. Based upon a firm financing and organization plan, progect
sponsors should draw up the Memorandum and Articles of
Association, and take all 1ega1 steps necessary to incorporate,
issue stock, contract debt, and do business, both in Jamaica o
and abroad.

5. Arrangements should be concluded for office“space and

other basic facilities.’ The technical assistance_contract should be

negotiated and recruitment of qualified staff should begin.



6. t‘ tock should be issued, the initial stockholders meetlng
should take place, directors should be app01nted and the Board

should meet to appoint officers and dlrect the start-up

of operatlons.



