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PROJECT AUTHORIZATICH

Name of Country: Cariboean Regicnel

Name of Project: Caribbean Financial Services Corporation
Number of Project: 538-0084

Number of Loan: 538-W-024

1. Pursuant to Sections 531 and 106 of the Foreign Aszistance Act
of 1961, as amended, I hereby authorize the Caribbean Financial
Services Corporation project for the Caribbean Region involving
planned obligations of not to exceed Twelve Million United States
Dollars ($12,000,000) in loan funds ("Loan") and Four Hunarea
Thousand United States Dollars ($400,000) ir grant funcs ("Grant")
over a one-year period from date of autnorization, subject to the
availability of funds in accordance with the AID OYB/allotment
process, to help in financing foreign exchange and local currency
costs for the project. No funds authorizec hereunder shall be
obligated untll LID has received evidence, satisfactory o AID in
form and substance, that the Caribbean Financial SerV1ces
Corporation ("CFSC") heac beern duly organizec and incorporated under
the laws of Barbados, and that the CFSC has taken all corporate and
legal action required under the laws of Barbados to operate ac an
intermediate firence institution. The plannec life of the project
is four years anc “ive months from the date of initial obligation.

2. The project ("?rcject”) consists of the establishment of
private sector development finance institution to provide term
financing ané other financial service: not traditionally available
to private sector einterprises in the Frnglish-speaking Caribbean.

3. The Prciject Agreenent, wnich may be negotlated anc erxecuted by
the officer to whor such authority has been celecated in accordance
with 2ID's regulations and celegations of authority, shall be
subject to the following essential terms, conditions ana covenants,
together with such other terms an¢ conditions as AID may deer
approprizte.

(a) Interest Rate and Terms of Repayme.it

The CFSC shall repay the ican to AID in U.S. Dollars within
twenty (20) yearc from the date of first cisbursement of the Loan,
including a grace perioc of not to exceed ten (10) years. The CFSC
shall pay to AID in U.S. dollars interest from the date of first
dishursement
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(4) Not incur short or long-term liabilities other than
mutually agreed upon concessional assistance, which cause the
debt/equity ratic of the CFSC to exceed six to cne (6/1) during the
first five years, seven to one (7/1) during years six and seven,
&nad eight to one (8/1) thereafter.

(5) Reguest AID's prior approval of the Managing Director
and any changes in the Managing Director.

(h) Waivers

(i) Ocean shipping financed by AID under the Loan shall,
except as AID may otherwise agree in writing, be financed only on
flag vessels of countries included in AID Geographic Code 899. This
waiver requires that the supplier provide written certification on
freight invoices as to non-availability of U.S. flag carriers.

(ii) To the extent set forth in this section, commodities
financed by AID under the Loan shall have their source and origin in
countries included in AID Geographic Code 925, except as AID may
otherwise agree in writing, and the suppliers of commodities or
services shall have countries included in AID Geographic Code 935 as
their places of nationality, except as AID may otherwise agree in
writing. The provisions of this section shall be applicable to
procurements utilizing not to exceed $4,000,000 in Economic Support
rFunds and not o exceed $1,000,000 in development assistance funds.

ay
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I. SUMMARY AND RECOMMENDATIONS

A. Recommendations

The AID Regional Development Office/Caribbean (RDO/C)
recommends authorization of a loan of $12,000,000 and a grant of
$400,000 to assist in establishing and capitalizing the Caribbean
Financial Services Corporation (CFSC).

B. Project Summary

The Borrower,/Grantee will be the Caribbean Financial
Services Corporation, a private sector-owned development bank that
will operate in the English-speaking Caribbean (principally
Rarbados, and the Less Developed Countries of Antigua, Belize,
Dominica, Grenada, Montserrat, St. Kitts/Nevis, St. lucia anil St.
Vincent). CFSC will be incorporated in Barbados. Its core investor
group includes some of the Caribbean region's most influential
business leaders. Its creation at their initiative responds to
their perception of the most critical constraints to the growth of
the productive private sector in the region. In addition to
Caribbean firms, shareholders in CFSC will consist of the major
multi-national commercial banks currently operating in the region.

The CFSC project is the centerpiece of RDO/C's private
sector strategy as articulated in the Caribbean Basin Initiative
Implemenation Plan. While other elements of that plan address
constraints to private sector growth such as training,
identificaticn of investment opportunities, and attraction of
foreign investment, the proposed project will fill a clear and vital
need in the financing of productive investment.

The goal of the project is to stimulate expansion of the
productive private sector in the English-speaking Caribbean, thereby
creating employment, income and foreign exchange earnings. Its
purpose is to establish a private sector development finance
institution to provide term financing and other financial services
not traditionally available to private sector enterprises in the
English-speaking Caribbean.

To achieve the goal and purpose of the project will consist
of the follwwing elements:

-- incorporation and capitaiization of CFSC;

—- disocounting of 1oans made by commercial banks to the
productive private gector;

— direct lending to eligible enterprises; and

--  other imnovative services not currently available in
the region to support private gector growth.



By the end of the project, CFSC will have assisted in
establishing or expanding at least fifty enterprises in
agro-business, manufacturing, tourism and/or service firms directly
and substantially benefitting those productive sectors.

C. Project Issues

The issues presented in the PID Approval Cable (Annex A)
were focused principally on an earlier mixed public/private approach
to responding to the Region's private sector financing needs, the
Caribbean Investment Corporation (See Section II.B.4 for a
discussion of the evolution of the project design). Many of the
issues, therefore, are not primarily applicable to the proposed
Project. However, several general issues continue to be key to the
success of the project. These are referenced below:

1. Foreign Exchange Risk: Convertibility and devaluation
risks are discussed in Section IV.F.

2. Eguity: The amount and structure of equity is
discussed in 3ection IV.C. and IV.F.

3. Management: The management structure of CFSC and the
composition of its Board of Directors is outlined in Section IV.F.

4. ATD Procurement Rules: The application of AID source
rules and shipping provisions could undermine the financial
viability of CFSC. Specific waiver requests are discussed under
Section VI.E.

D.  Project Participants

1. Mission Project Committee

Arthur Warman, Private Sector Advisor
Donald Harrison, Economist

Ted Carter, Regional legal Advisor
Richard Finley, Deputy Controller
Peter Bittner, LAC/DR

2. Mission Review Committee

William Wheeler, Director

Ted Morse, Deputy Director

Terrence Brown, Chief, Development Resources
Terrerice Liercke, Chief, Program Office

3. Consul tants

Humberto Esteve, A. D. Little, Inc.
Carlos Torres, A. D. Little, Inc.
Robert 'zgner, A.D. Little, Inc.
Nicholas Holland, A. D. Little, Inc.
George l'erris, Ferris & Company



II. RACKGROUND AND RATIONALE

A. Background

1. Economic Structure of the English-speaking Eastern
Caribbean

'"he English-speaking countries of the Caribbean consist of
Trinidad and Tobago, Jamaica, Barbados, Guyana, the Less Developed
Countries (LDCs) of Antigua and Barbuda, Belize, Dominica, Grenada,
Montserrat, St. Kitts/Nevis, 3t. Lucia, St. Vincent and the
Grenadines, and a number of small dependencies of the United Kingdom.

The focus of CFSC's direct lending during its initial
operations and all of its rediscounting will be in the LDC states of
the English-speaking Caribbean and Barbados. The larger states of
Trinidad and Tobago, Jamaica and Guyana therefore are not
specifically included in this economic background discussion for
this reason.

The LIXCs and Barbados are small economes which suffer from
diseconomies of scale in producing for domestic markets.
Opportunities for import substitution are limited and most growth
strategies are concentrating on export prorotion, particularly in
agro-industry and manufacturing. To date, these states have relied
heavily on marketing a few primary products such as sugar and
pananas to protected narkets abroad. In addition to their
susceptability to the vagaries of the weather, reliance on a very
few products in a limited number of foreiyn markets makes these
economies highly vulnerable to the economic fluctuations of the
developed countries.

To move away from this vulnerability, most islands have
placed increasing importance on the growth sectors of tourism,
agro—-industry and manufacturing. The cmergence of positive public
sector support for the development of private enterprise has been a
significant factor in facilitating this shift in a number of
countries.

2. Role and Growth of Agro-Industry, Manufactur ing and Tour ism

Grow*h in these smill econoinies over the past decade has
been set back .n various degrees by (a) the massive OPEC oil price
hikes of 1973-74 and the ensuing global iecession, (b) a series of
natural disasters, (¢) the cmtinued de :line in Buropean budgetary
support for the region, and (d) most recently, the strengthening of
the U.S. dollar acainst Buropean currencies and the Canadian dollar
(the Kegion's traditional trading currencies). Nonetheless,
manufacturing, agro-industrial development and tourism are playing
an increasingly important. role in the eoconomies of the
English-speaking Caribbcan.












11

relationships so that systems and procedures for transactions such
as granting of licenses or other privileges may be inconsistent or
exclusive.

(d) Government and Regional Policies

Most countries have encouraged investment by
foreign entrepreneurs. Nonetheless, the role of government in the
economy in some instances has proven to be a significant impediment
to private sector activity. Private sector development is impeded
when legislation designed to encourage economic growth is
administered in slow and sometimes obstructive ways as a result of
bureaucratic inefficiency or even hostitility. Frequently, the
approval of applications for work permits or benefits is reserved
for too high a level in the government, where the volume of
responsibility resting on a few individuals leads to long delays.
In other cases, there is overlapping, unclear, and inconsistent
jurisdiction by more than one agency and poor coordination between
them.

Y

() Economic Infrastructure

The basic economic infrastructure in the
English-speaking Caribbean, for the most part, is in place.
However, private sector growth, especially manufacturing and
processing, will require rehabilitation or expansion of existing
infrastructure, including electricity, transportation, factory
space, and services such as water and sewerage. Natural disasters,
most notably hurricanes, and budget stringencies have contributed to
a serious disrepair of existing infrastructure in nearly all the
IICs.

(f) Marketing Limitations

According to many snalysts, marketing is among
the most serious constraints to economic development in the region.
The major problem is one of volume. Whil2 small size would mean
that their output would not disturv markets in large developed
countries, East Caribbean states, including Barbados, have
difficulty achieving economies ol scale. In addition, there is
limited access to information an the state of external markets,
alternative production techniques, and warehousing facilities, among
other items. Often given their severe financial difficulties,
governments do not have sufficient resources to undertake increased
marketing effcris. Also, foreign exchange difficulties in some
states such as Guyana and Jamaica have precluded their use as a
market outlet for Eastern Caribbean exports.

An additional constraint is the region's
unreliable sea transport system which links the countries both
regionally and extra-regionally. Frequently, problems such as
erratic and inconsistent shipping inhibit private sector investment
in export-oriented activities.
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Courses are developed in response to the expressed needs of member
Chambers of Commerce and manufacturers associations as well as
interests expressed by private firms. RDO/C anticipates continuing
its program of assistance to CAIC in 1983, including its training
operactions.

The proposed project with BIMAP will provide over
$2 million of assistance in the area of training to the private
sector in Barbados and the LDC's. An innovative aspect of the BIMAP
program will be the provision of assistance to specific enterprises
using the organizational development approach. BIMAP, in
colaboration with the firm, will prepare an overall diagnosis of its
management, training and other problems and offer a package of
in-plant training, seminars for management, short-term training in
the Region or the U.S. for individuals within the firm and inputs of
U.S. technology into the firm's production process if appropriate.

(b) Uncertain Investment Climate and Government Policy

while the overall cliwate for private sector
development has improved substantially, broadening the dialogue
petween public and private sector leaders at the regional and
national level, remains an important objective. Again, CAIC is
playing a catalytic role in expanding this dialogue and making it
effective. While AID funds are not involved directly, CAIC has
become a strong voice for the regional private sector in dealing
with national government and regional institutions. For example,
its efforts to bring together the region's garment manufacturers to
discuss the serious problems of that industry has led to
oonsultations between the Caribbean Comnon Market Secretariat and
representatives of the industry aimed at resolving problems created

by public policy.

We expect CAIC to continue Lo expand its
influence in this area.

(¢) Economic Infrastructure

On—-going regional projects such as the factory
shells program with the Caribbean Development Bank under the
Employment/Investment Prowotion II Loan, and the LDC portion of the
Caribbean Development Facility I Loan again to CDB have contributed
to the region's infrastructure in support of private sector growth.

Beginning in FY 82, RDO/C embarked on specific
bilateral projects in the LDC's whici: in part also address probleims
related to infrastructure. The $9.6 million grant to Dominica (to
reconstruct its principal east-west road) and a grant totalling
$7.65 million to St. lLucia and St. Vincent (to rehabilitate various
segments of their road network) are addreszing transportation
constraints. A $9.7 million loan/grant to Antigua will
significantly increase the quality and improve the rehability of
water supply in that country.






Dominica, St. Kitts/Nevis and St. Lucia. The market survey
attempted to identify more specifically the financial constraints
that today limit the development of the English-speaking Caribbean's
productive private sector. The three most binding constraints are
outiined below.

(a) Liquidity

Absence of liquidity in the financial system is a
recurrent problem in many of the countries of the Eastern
Caribbean. By policy, most foreign commercial banks operating in
the region try to minimize their net cowltry exposure by funding
local loans exclusively with local deposits, thereby tying growth in
credit to domestic deposit growth. Currently, through internal
policy constraints the ability of the commercial banks to move funds
from territories with excess liquidity to those with liquidity
shortages is limited. As deposit growth slows, often due to slow
growth of the domestic economy and to some extent flows abroad, some
banks will allow their loan to deposit ratios to climb, while others
will accumulate a back-log of commitments awaiting funding or will
simply turn away loan applicants. During periods of tight
liquidity, the tendancy is for the commercial banks to allocate
available funds first to their larger, established borrowers and
lastly to new applicants or new projects. Large public sector
borrowings also have diverted savings away from private investment.

(b) Loan Term

Like the liquidity constraint, the reluctance of
the commercial banks to commit to loan terms beyond three years is
linked to the nature of the deposit funds locally available. The
average term of deposit of all types in the region is under one
year. Banks are seldom willing to assume the liquidity risk
associated with funding a long term loan with short term deposits
may leave them illiquid if deposits rates decline in the future. By
making loans on a demand basis through overdraft financing, banks
maintain the flexibility to rapidly adjust their assets in response
to changes in their liabilities. This lack of term funds mekes it
difficult, and frequently impossible, for entrepreneurs to finance
capital intensive projects in agro-industry and manufacturing, or
projects with lengthy pre-start up periods.

(c) Collateral Requirements

There are two collateral issues: (1) what banks
consider as acceptable collateral, and (2) the amount of collateral
required to secure a loan.

Generally, the commercial banks in the region are
unwilling to accept working capital assets (inventories and accounts
receivables) as sole oollateral for working capital loans, and often
will require a full debenture on a firm's fixed and floating assets
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gseparate financial institution and, furthev, agreed to accept the
principal of private sector control. Working with the Mission
through 1981 and early 1982, the region's private sector developed a
program for revitalization of CIC. At the June, 1982, Annual
General Meeting, the private sector, as represented by the Caribbean
Association of Industry and Commerce (CAIC), presented an RDO/C
supported program for restructuring CIC into a viable, for-profit
financial institution. Agreerent to convert CIC to private sector
oontrol and management could not be reached, however, and shortly
thereafter, verbal support for establishing a totally private sector
owned and managed institution was forthcoming from many of the
region's governments. With this the private sector continued its
efforts to develop a means whereby long-term productive sector
financing could be developed.

Throughout the remainder of FY 1982 and into early FY
1983, the private sector, with support of several Mission financed
activities, continued to examine the financial needs of the
productive private sector that were not being met through the
existing comnercial and developmental banking institutions and how
these needs could best be met. The outcome of these efforts has
been the expressed desire by the region's private sector to develop
a new institution, the Caribbean Financial Services Corporation, to
provide longer-term financing and other non-traditional financial
services.

IITI. PRQJECT DESCRIPTION AND ELEMENTS

A. Goal and Purpose

The goal of this Project is to stimulate expansion of the
prordactive sector in the Fastern Caribbean, thereby creating
employment, inoome and foreign exchange ecarnings. The purpose of
the project is to establish a private development finance
institution to provide term financing and non-traditional financial
services to private sector enterprises in the English-speaking
Car ibbean.

B. Statement of Objectives

In order to meet the goal and purpose stated above, the
CFSC project has ¢s its objective, the development of a number of
financial services which will support the creation of new
productive, private sector enterprises, as well as the expansion of
existing productive sector businesses. These services will consist
of providing the following to productive private sector oompanies in
agro-industry, manufacturing, tourism and any service industry
supportive of those three sectors:

(a) Discounting of term loans made by other private
financial institutions in the region;
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term fuds, they would be very interested in originating longer term
loans for productive sector customers. Their interest, however, is
predicated upon (a) their ability to avoid additional country risk
exposure, (b) a mechanism which guarantees the commitment of funds
for the full term of the sub-loans, (c) a relatively rapid approval
process based on the type of information they normally develop for
their wwn credit approval procedurees, and (d) reporting
requirements which are not burdensome, and which use the financial
information generated from their normal monitoring process.

The discount program will have to be structured
so that neither the CFSC nor the intermediary financial institution
take a direct ioreign exchange rate or oonvertfibility risk. To the
extent that local monetary authorities will quarantee convertibility
and limit the exchange risk, those will be apportioned to them. 1In
this recurd, a minimum condition of lending for each currency area
will be that monetary authorities provide convertibility guarantees
to CFSC. The remainder of the foreign exchange risk must rest with
the ultimate borrower, which highlights the need for careful
analyses by participating institutions as to the ability of the
customer to absorb such a risk under varying scenarios.

Grant financed technical assistance will be
provided to help (FSC establish the legal framework for the
discounting program and to help develop the mechanics of the systems
to be used.

(b) Direct lending

The project will undertake direct term-lending
activities in the English-speaking Caribbean. Initially, using
US$6.7 million of the A.I1.D. loan, direct lending activities will
take place in the Eastern Caibbean LDCs, Belize, and Barbados.
Lending activities could be expanded to include Jamaica and Guyana
provided that convertibility of currencies can be ensured and that
market conditions are favorable. The cise of Guyana is further
complicated by its current arrearages in payment to A.I1.D. Under
the terms of Section 0620, no lending activities therefore will be
initiated. Generated reflows and any other non-A.I1.D. sources of
financing may be used for direct lending activities in Trinidad and
Tobago. Over time, the CI*SC will develop a portfolin of direct
term-lending which will grow to be the major source of business
activity for the institution.

The maximum amount of credit to any one borrower
will be limited to an amount equal to 15% of the equity capital of
the CFSC. Given the long term nature of this direct lending
portfolio, CFSC will charge commitment and/or loan closing fees, in
addition to interest dharged at a premiom over ocomnercial bank
rates. ‘This is feasible in light of the very high up-front charges
which commercial banks and confirming houses (inventory lenders) in
Ingland have been able to obtain in the Caribbean, and is warranted
by the higher risk associated with term lending.
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will be able to provide specific training/oounselling services on a
less intensive basis in areas such as accounting, inventory control,
management systems, etc. One of the criteria to be established for
the selection of firms to receive assistance under the proposed
BIMAP project will be a referal by CFFSC.

(ii) Caribbean Association of Industry and
Commerce (CAIC)

In addition to general interest
seminars, CAIC has established a Technical Assistance Fund to
respond to specific requests from firms with technical problems.
Unlike BIMAP (who will offer these services only in conjunction with
an overall package of assistance), CAIC will be able to provide
quick responses to specific requests for help in areas such as
productive line problems, purchases of equipment, etc.

(ii1) International Executive Service
Corps (IESC)

The IESC will be a third source of
assistance to CFSC clients. The type of services they offer is
becoming well known in the area and it will be an important resource.

IV. PROJECT ANALYSES

A. Summary Technical/Market Analyses

In early 1983, in order to estimate the nature and level
of demand for the financial services, market surveys were conducted
pv the £.rm ot Arthur D. Little, Inc. in six territories of the
Eastern Caribbean: Antiqgua, Barbados, Belize, Dominica, St.
Kitts/Nevis, and St. Lucia. This work revised and up-dated that
done earlier in its study ¢’ the revitalization of the Caribbean
Investment Corporation. While the project activities will in time
apply to other English-speaking Caribbean countries, the survey was
limited to these ocountries for the following reasons:

- Given market constraints, particularly foreign
exchange issues, Jamaica and Guyana were excluded.

- Trinidad and Tobago was excluded since AID funds will
not be eligible for lending in that country.

- Several small LIX's were excluded since their share
of any market would be relatively minor.

Through interviews with local financial institutions, monetary
authorities, government ministries, business assocliations and local
representatives of USAID's Project Development and Assistance
Program, the interview tcams developed preliminary estimates of the
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the first year, as it was assumed that the CFSC would be servicing
only a sma'l portion of the total market demand due to its initial

instituticual constraints.

These instituticnal constraints arise because much of the
energies of the staff will be primarily devoted to prospecting for
new business and establishing the discounting mechanism during the
first year. Though the CFSC could immediately staff-up to fully
meet demand in the first year, this strategy could create an
wwieldy or unmanageable organization, particularly for a new
manager .

Given these concerns, disbursements of $3.0 million are
projected for the first full year of operations, increasing to $5.9
million in the second and $6.5 million in the third year. Using the
third year as a starting point, projected loan disbursements for
years four through ten were estimated for each of the three major
markets (Barbados, the LDCs and Belize), for each type of credit, by
term; Discounting, short and long term; Direct Lending, short and
long term; and Other Financial Services. 'The projected distribution
of loan disbursements by type was based on the results of the market
survey, though as a matter of financial strategy, discounting was
phased out in favor of direct lending beginning in year five. From
the third year, the last year of survey data, through year ten, real
growth in disbursements of all types net of an assumed annual
average rate of 8%. The projections appear below.

ANNUAL LOAN DISBURSEMENTS - BASE CASE

(Uus$ million)

YEAR i1 2 3 4 5 6 7 8 2 10
DISCOUNTING 2.4 3.9 3.3 2.8 1.6 1.2 1.2 0 0 O
DIRECT LENDING 0.6 2.0 2.7 3.4 4.8 6.2 7.2 8.4 9.210.0
OTHER 0O 0 0.5 1.0 1.6 2.0 2.7 3.3 4.0 4.8

TOTAL 3.0 5.9 6.5 7.2 8.0 9.4 11.1 11.7 13.2 14.8
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Ioan Officer will have the primary responsibility for the
development of the direct lending program, including the
administrative, credit analysis and monitoring procedures.

The CFSC will also form a loan committee which will have
the final responsibility for credit policy and lending decisions.
It will initially be staffed by the Managing Director and Chief Loan
Officer, along with at least three members of the Board of Directors.

After approximately two years of operation, an additional
person may be hired to assist the Chief Loan Officer, and one person
may be employed to head the other financial services.

Thereafter, staff growth will be commensurate with the level and
type of demand for CFSC services. The company will always attempt
to operate with the minimum staff but of the highest quality.

C. Financial Analysis

1. Introduction

Although economic and other external factors will
effect the CFSC's future performance, its level of success will be
most dependent on the ability of its management to shape an
organization that can profitably position itself to cope with an
ever changing business enviranment. The company will first have to
develop a market for its financial services which will pe of a size
and quality sufficiert to support its operations. Second, the gross
spread (gross income from loans less interest expense) on its loan
and discount portfolio must be high enough to cover administrative
expenses and the provisions for loan losses while still producing a
profit. Third, administrative expenses must be tightly controlled
without either increasing risk due to under-management of
investments, or forcing a shift toward lower risk lending where the
return to the company and developmental effect on the business
comminity may both be reduced.

2. The Base Case

The base case analysis represents conservative
projections regarding the initial ten-year performance of the CFSC.
It is based on conclusions which have been drawn as a result of the
market study and previous experience with private development
finance institutions. A financial simulation model was used to
project the CFSC's operations under the base case scenario, and to
perform sensitivity analyses to quantify the financial impact of
changes in key variables. The model is described in Annex VI.C,
The key variables include;

- ILoans and discount funds disbursed in each year;

- The interest rate applicable to the AID loan;
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TABLE_

CARIBBEAN FIMANCIAL SERVICES CORPORATION
BASE CASE

YIELD ANALYSIS::BASED ON AVERAGE GROSS LOANS AND FIIED DEPQSITS

YEAR
1984
1983
1984
1987
1988
1989
15%0
199
1992
1993

1984
1983
1984
1967
1908
1989
199¢
1991
1992
1993

INTEREST
INCONE

1

10.7
1.3
11.8
12.4
13:4
13.9
n.2
1.3

13

RETURN
ON ASSETS #

=3.3
1.4
1.8
2.9
2.8
2.8
34
3.3
3.2

3.1

INTEREST PROYISION
EXPENSE EXPENSE
2.4 o3

3.3 .8

3.3 4

3.3 1.

1.2 1.3
3.3 1.8
l.§ 2

AN ] r 8
3.7 1
3.9 2.1
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0N QU1

-11.2
3.4
1.3
17.4
14.9
143
16.8
13.4
143

4

RATIO ANALYSIS

DEBT 10
e EauITY

1.y
3.3
4.9
47

41

3.0
1.8
3.3
3.4
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1.1
(R ]
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1.9
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8.4
0.4
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§ MOTE: DASED ON AVERAGE BALANCES

AUMINISTRATIVE NET

EXPENSE
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3
4.5
3.2

3.3

5.2
3.3

3.3

INCCnE
-3.3
1.4
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Table 5 .
Modified Balance Sheet as a Result of 2% AID Ioan During Grace Period and Escrow Accounts

Current Assets 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993

Fixed Deposits
(New Figqures) 1,370,674 2,076,514 1,479,852 2,015,731 944,781 1,224,690 1,585,752 1,979,266 2,408,200 <,875,738

Stocknolders Equity

Reserve Account (is

Created in Addition to

Capital and Retained

Earnings) 3,135 119,460 326,782 589,612 893,477 1,224,690 1,585,752 1,979,266 2,408,200 2,875,738
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when the USAID loan is fully drawn down. Thereafter, time deposits,
earnings, and other long term borrowings are used to support the
growth of the loan portfolio. The Discounting program peaks at
approximately $5.6 million by the end of the fourth year, declining
thereafter as a matter of policy. Di.act Leading exceeds $9.0
million by the end of the fifth year and the Other Financial
Services portfolio, which begins in the third year at a $500, 000
level, is projected to reach almost $2 million by the end of the
sixth year, or almost 10% of total outstanding gross loans. Other
Financial Services represent over 15% of the total outstanding loans
by the end of the tenth year.

Under the assumptions of the base case, the CFSC would
be profitable from the second year forward. Net income increases in
every year although the growth rate slows temporarily in the fifth
year due to a combination of factors, including a rising average
cost of funds from additional long-term debt, relatively high
administrative expenses during the transition from discounting to
direct and creative financing, and higher provisions for loan losses
associated with this transition.

The yield analysis in Table 4 clarifies the basic
results of the CFSC operations. Interest income is equal to 14.3%
of the average total earning assets in 1993, the tenth year. Gross
interest income is reduced by an average interest expense of 3.9%
(as a percentage of total investments), provision for losses equal
to 2.1% and adminstrative expenses of 5.3% for total expenses of
11.3% on average outstanding investments. As the non-interest
expenses total 7.4%, any additional lending funded by outside
borrowings at 7% must bear an earnings rate of at least 14.4%
(assuming no increase in the normal level of provision and
administrative costs associated with the investments) or the impact
on net income will be negative. This has obvious implications for
management in terms of the pricing of services to customers, and the
control of commercial risk and administrative costs associated with
the services.

Reserves for loan losses as a percentage of average
earning assets increases in every year, reaching a level of 5.9% by
the tenth year, which is reascnable for this type of operation. It
should he noted that 1n the early years, the reserves to average
investments figure is low as a result of provisions being taken only
against the direct and creative portfolios. The reserves to
investments computation includes disaounting, which declines as a
percentage of total investments in later years. Because discounting
involves only minimal CFSC credit risk as the participating
institutions assume the credit risk, a more meaningful measure or
the adequacy or reserves is the level of reserves versus Direct
Lending and Other Financial Services, which exceeds 3% by the third
year. This should be adequate unless credit analyses are of poor
quality or economic disaster strikes the region.



40

CFSC's return on equity reaches a peak of 17.1% during
the fourth year of operations and then declines, again reflecting
the transition from low cost discounting to direct and other
financing, and the introduction of outside financing at 7%. Return
on equity falls slightly in the last three ywars of the analysis due
primarily to the camplete phase out of the discounting program, as
well as a steadily rising average cost of funds and falling debt to
equity ratio. Because all earnings are retained in the base case
scenario actual leverage never exceeds 5:1 despite the fact that
some of the CFSC initial equity is used to cover losses in the first
year of operations. The resulting low debt to equity ratios
directly affect the return on equity levels which are achieved.

After the tenth year of operation, beyond the scope of
this analysis, actual results will depend on a number of factors.
USAID concessionary financing will begin to be paid off, and nust be
replaced with outside borrowings unless the total portfolio size is
reduced. The higher the wst of the additional borrowings over the
4% USALID rate, the greater the negative effect on CFSC operations,
unless there is an increase in the pricing of loans and services, or
other sources of foe income can be found.

5. Sensitivity Analyses_l/

Sensitivity analyses were conducted on the terms of
the A1D Loan, the projected lending volumes, adminstrative expenses,
market interest rates, the provision for loan losses and dividends.
The results of these anzlyses are discussed below.

(a)  USAID Loan
Two separate sensitivity analyses were per formed
in regard to the USAID loan.  In the first anaiysis, the grace
period on the USAID Lloan was reduced wo five years with the balance
then being paid off in a L5-year veriod using the annuity method.
In the second analysis, the interost rate on the USAID loan was
raised to 5%.

(1) 5 Year Grice Per 1o

The reduction of the grace period on the
principal repayments from torn vears to five years has a negative
impact on the project beginning in its sixth year of crerations. In
that year return on oquity reaches 13.8%, below the 14.73% realized
in the base cane.  The nedgative impact increases through the tenth
year where the roturn op couily falls to 12.6% versus 14.0% in the
base case. This decline in returns is a result of increased
borrowings Lrom other sources at g higher rate (7% versus 4% from
USAID) neccesi tated by the repayment of the USAID loan. This
increases the CFSC's average oost of funds, reducing overall
profitability,

1/ The detailed financial statement appear in Appendix VI.
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(ii) 5% Interest Rate:

Increasing the USAID rate from 4% from 5% has a large
negative impact on the project. Profitability is decreased in all years of
the analysis, with the return on equity reaching substantially lower rates in
the early years of the project (4.6% versus 9.5% in year 3). The rate rises
to over 15%, then declines to 13.3% in the tenth year of the analysis as the

average cost of funds begins to rise, due to increasing amounts of other
long-term debt.
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The debt to equity ratios are higher in this
sensitivity than in the base case because of the decreased earnings
which reduce the total amount of equity in the project.

(b) Foreign Exchange Risk:

This sensitivity was performed to assess the
ability of the CFSC to manage the risks of potential devalutions of
regional currencies vs the dollar, should the CFSC be forced to
assume that risk.

If the CFSC were to fund a non-earning escrow
account at the rate of 1% of the outstanding AID loan in each year,
by the tenth year the escrow funds would total $997,745, providing
coverage for an immediate devaluation of 8.1% against the $12
million principal balance of the AID loan. Assuming that these
escrow funds earned interest at the rate of 9%, the rate used on
local deposits in our analysis, tenth year Funds would total
$1,063,702, and provide coverage of 8.9%. If this foreign exchange
"provision” was taken over and above the 4% on the AID Loan, the
CFSC's performance would be identical to their performance under the
5% AID loan sensitivity above. A 2% rate would create an escrow
fund «t $2,875,738 providing coverage of 24%. A sensitivity
analysis was not run on this rate. Rather the base case projections
would be modified as shown on the followoing Tables 5 and 6.

(c) Lending Volumes

Two alternative scenarios were analyzed varying
total loans outstanding. 1In the first analysis the totals were
adjusted downwards by 25% in all loan portfolios, for all years, and
in the second analysis they were adjusted upwards by 25%. Operating
expenses were left unchanged from the base case analysis for the
first three years, and calculated as a percentage of outstanding
loans thereafter.

( 1) Lending Volumes - Reduction of 25%

When the volume was adjusted downwards by 25%,
total gross loans outstanding reached a level of approximately $11.3
million by the end of the fifth year of operations and approximately
$21.5 million by the end of the tenth year, as compared to $15.1
million and $28.7 willion in the base ase. Net income, therefore,
Is substantially lower during all years of operation. While the
lovier net income figures in the first three years of operations are
due to a continuation of irreduceable initial administrative
expenses coupled with lewer gross ‘nterest income, in years 4
through 10 the declines are due strictly to lower volumes and thus
lower total operating inoome, in spite of lower average interest
expense.  This is particularly evident in the last four years of the



Year

10

10

SUMMARY OF SENSITIVITY ANALYSES CCOMPARING RETURN ON BEQUITY

43

TADIE 5
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analysis, when the average interest spread is actually larger than
in the base case due to lower levels oL 7% money. 1In this scenario
the USAID loan is not completely draw: down by the fourth year, the
end of the drawdown period, and peak:s at $9.8 million Return on
equity is lower than in the base cas: in spite of a higher return on
assets, due to a decrease in the debt to equity ratio.

(ii) Lending Volume - Increase of 25%:

An increase in the lending volume produce results
opposite tc the situation described above. Net income figures are
higher than in the base case in the first three years of the
analysis and then fall below the base case levels in the 4th through
6th years. The fall in net income in those years is due to a higher
average cost of funds relative to the base case, coupled with the
higher administrative expenses of servicing the Direct Lending and
Other Financial Markets. The return on equity in those years falls
substantially, to 12.5% in the fifth year, before it begins to
rise. However return on equity never qnite reaches the levels
achieved in the base case, as growth in i.sets outpaces the growtl,
in earnings, overshadowing the increases in the debt to equity
ratio. The above illustrates that, given these assumptions, the
CFSC will lose money any time the marginal cost of lending exceeds
the marginal benefit of the portfolio increase after administrative
and provision expenses.

(f) Administrative Expenses

An increase in the costs of administrative
expenses by 20% has a substantial negative impact on net income in
all years of operation. The return on assets in this scenario never
rises above 2%, versus 3.4% in the base case. This illustrates the
impor tance of maintaining administrative costs in line with
operations.

\9) Interest Rates

In order to measure the impact of lower market
interest rates on this institution, the general interest rate level
was reduced by 1% in this scenario, affecting all interest income
and expense categories except the USAID loan.

The net effect of falling interest rates would be
to lower the average yield on investments at a rate faster than the
decrease in the average cost of funds. This can be seen clearly by
examining the yield analysis, which shows the impact of lowered
interest rates on interest income. The average interest expense
does not drop, however, as there is no reduction in the USAID rate
of 4%, and as earnings are reduced, additional higher cost finds
must be borrowed in later years.



(h) Provision For Loan losses

An increase to 2.5% in the average provision for
loan losses on the Direct Lending and Other Financial Services
portfolios has a negative impact on the returns that the CFSC is
able to achieve, while increasing the reserves which the institution
has available to ocover losses. In this scenario the reserves to
gross loans outstanding reach 3.5% in ‘the 5th year, rising to 7.1%
in the 10th year of the analysis versus 2.8% and 5.73% in the base
case. The final decision as to the appropriate provision for loan
loss level should be reviewed annually in light of actual loss
experience. A well conceived, consistently applied loan monitoring
policy will help avoid unexpected losses and could help to achieve
lower charge-offs in the long-run.

(i) Dividend Payouts

In this senstivity analysis, dividends were set
to equal 25% of the net income. As return earnings is reduced
beginning in the fourth year thrrough the payment of dividends,
additional borrowings are required to support the loan portfolio.
This increases the interest expense, and therefore lowers return on
assets compared to the base case. However, the debt to equity ratio
is increased substantially as equity is reduced by dividend payout.
This has a positive effect on the return on equity which exceeds the
negative effect of the increased borrowinc costs, and allows return
on equity to reach 18% in year 7. The debt to equity ratio peaks at
4.0 to 1 in year 3, and begins to fall in later years as the level
of retained earnings is sufficient to keep leverage from increasing
despite additional borrowings.

6. Implications for CFSC Management and Operations

The base case and sensitivity enalyses clearly
illustrate some of the issues affecting profitability which are to
some degree controllable by management. The issues center around
the increases in the level of net income which are a function of the
relationships and trade-offs between gross interest income, interest
expense, administrative expenses, and the provisions for loan losses.

In an effort to ilncrease net income, management can
increase gross income through a variety of strategies, such as
increased volumes, higher rates, the introduction of fees for
disocounting or direct lending activities, or a reorientation towards
higher yielding loan portfolios. However, management must always
assure itself that by doing so it neither overly restricts the size
of the market nor allows any increase in risk, administrative
expense, or interest expense to fully offset the value of the higher
revenues that are achicved. For example, the sensitivity analyses
of market size shrw that inereasing the portfolio volumes will
increase yross income, but will not necessarily translate into an
increase in net income. This situation arises in this analysis
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because the marginal cost of funding the additional cusiness (7%
debt), ccupled with the associated additional administrative expense
and loss provision actually exceed the increase in gross income.

Management can also choose to lower the average cost
of funds in order to increase net income. An increase in paid-in
capital will lower the requirements for outside borrowings, thus
reducing average interest expense for the same portfolio volume. If
the resulting increase in income, however, does not fully compensate
for the higher equity base, return on equity will decrease. Finding
other low cost sources of funds would be the ideal way to lower the
average cost of funds, but may be very difficult to accomplish.

Administrative costs per dollar invested can be
reduced iy placing a higher percentage of total funds in the
discount.ing portfolio, as discounting produces a relatively low
operating expense.  lowever, the CFSC's developmental contribution
could be lessened by this strategy, unless on-lending institution
could be somehow: induced to accept the higher credit risks
assoclated with developmental lending.,

Monagenent could also consider lowering its
administrative oexpenses et odollar lent through the use of fewer or
lower cost persomel to originate and service the same level of
ocutstanding loans. 'This could, however, have the effect of
increasing losses which night more than offset the lower
administrative wosts, Alternatively, higher efficiency per employee
could be damanded, but it my result only from an increase in
Personnael costs, be they divect or through some incentive program,
The relative merits of these oosts and motential savings would have
to be consideroed.  Finally, higher efficiency could be achieved
through increasing the average size of each loan, but the offset is
that certain smaller customers would be effectively excluded from
borrowing.

Netoineome can be improved through a reduction in
losses which will decrease the required level of provision for
losses.  Increasing loan quality standards will accomplish this, but
at the risk o0 eliminating certain customers, and potentially
lowering gross interest income.  Closer initial review of loan
requests can also have the same positive effect on risk reduction,
but only with inoreased administrative cogts per dellar lent.

agement will always be faced e th numerous options
Lo tmprove net carnings, and the trade—ffs are not always
Lmnediately cloar.  Its proary responsibilities will be to
determine which nes of business are financially viable by
sarefully analyzing the mirginal benefits and oosts of each
strategy.  Muangement must therefore have a full nderstanding of
the markot place, and addross now opportunities ag they arise, while
Al the same tine protecting the long term viability and
profitabiltiy of the institution.
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D. Summary Economic Analysis

1. Macroeconomic Considerations

The goal of the project is to stimulate expansion of
the productive private sector in the English-speaking Caribbean,
thereby creating employment, income and foreign exchange earnings.
The economic analysis quantifies the impact of the project on
investment, employment, real output and balance of payments. These
are summar ized below.

In terms of increased investment, CF3C will stimulate
gress new investment by the productive private sector. It is
projected that for every dollar of loans extended by CFsc, $1.75 of
investment will be generated. Therefore, over $50 million in new
investment may be generated over a 10-year period.

Unemployment and underemployment are two of the most
pervasive problems in the kastern Caribbean. It is estimated that
CFSC will generate over 35,000 job-years of employment and $100
million of earnings over the next 20 years.

According to the analysis, CFSC will produce increases
in GNP in the Region in 1985 of $1.5 million rising to $9.7 million
in 1994. loreign exchange earnings, while difficult to quantify may
exceed $50 million over the aext 20 years.

2. Benefit/Cost Analysis

Under the project, the CFSC will extend term
credit and other firancial services to private sector clients. The
clients will use these together with any equity contrihutions and
any funding from other sources such as commercial banks to generate
capital. This capital, in turn, will be utilized to generate
income. Consequently, broadly speaking, the economic costs of this
project are the funds employed in producing the capital, while
economic benefits consist of the income generated from the capital.

In an economic benefit/ost  analysis, incremental ocosts
and benetfits are measured. Under this project, the CFSC will (a)
provide discounting of loan funds, (b) engage in direct lending, and

(¢) furnish non-traditional financial services. By design, these
activities should not displace ongoing credit activities in the
region. To the extent that such displacement would occur,
incremental benefits would not be realized. Hence, for the purposes
of our analysis, we assune that no displacement occurs.

To assess the project's viability, an internal rate of
return was calculated.  Foonomic costs of the project consist
primirily of two components: (a) the gross investment induced by the
CFSC and (b) its operating expense. As noted above, gross
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E. Summary Social Analysis

A traditional social soundness analysis for the project has
not been undertaken as indicated in the full social analysis annex.
However, the project has been e amined to determine the cultural
context in which project activities will be undertaken, the intended
beneficiaries and the potential for discrimination.

Most of the countries to be included under this project
have become independent in the last ten-to-fifteen years. Recent
independence and a structural movement of the economies toward
industries based on extra-regional markets, such as manufacturing
and tourism have significantly changed the social fabric of the
societies. Of particular significance is the emergence of non-white
professionals and businessmen in the middle class. It is envisioned
that credit activities under this project will further support this
emergence as well as contribute to employment of unskilled and
skilled labor.

Direct beneficiaries under the project will be those
enterprises which receive longer-term financing and/or other
financial services. Typically, these will be small to medium
businesses but will also include larger enterprises (measured in
the context of the Caribbean). Secondary beneficiaries will be
unskilled and skilled labor which will be brought into full
emjioyment. ‘-mansion of existing enterprises and the creation of
new ones . .  .irectly employ several thousands of individuals.

It is not the intention of the project to address credit
constraints of the micro-business sector as these are to some extent
being met by national development finance corporations and other
similar institutions. 1In addition, studies by RDO/C indicate
significant non-financial assistance is required to make these very
small businesses profitable, CFSC cannot afford to address these
oonstraints. It should be emphasized that the micro-business sector
is important in the Fastern Caribbean and assistance is beginning to
flow to it, for example through the establishment of country
National Development Foundations (NDFs). NDFs are now active in
Barbados and Dominica, with St. Lucian's NDF moving toward formal
establishment. In support of Iominica's NDF, RDO/C approved a
$300,000 grant last fiscal year to initiate its assistance to very
small businesses. RIX/C intends to expand its efforts to support
this sector.

F. [ssues and Conclusions

A nunber of key issues related to the technical, financial
and organizational analyses merit broader treatment to verify the
project's feasibility. 'These are discussed below:

1. Foreign Exchange Risk







fund's interest bearing escrow account exceeds the balance due on
the AID loan, that excess, with written agreement by AID, will be
paid out in the form of a stock dividend, thus further capitalizing
the CFSC. Any funds so transferred will be subject to the same use
as agreed upon in the Project Description attached as an annex to
the Loan Agreement.

The financial analysis and sensitivity analysis
indicate that the interest rate to CFSC should not exceed 4%.
Therefore, RDO/C proposes that the interest rate on the AID Loan be
2% during the grace period and 3% thereafter. In addition, the
Project Agreement will require CFSC to pay the equivalent of 2% of
interest on the ATD loan during the grace period and 1% thereafter
into the escrow account. The impact on CFSC will be the same as a
4% interest payment over life of the loan to AID.

With this Risk Minimization Fund, RDO/C considers the
foreign exchange risk manageable and acceptable.

2. Terms and Conditions of the AID Loan

A $12 million loan at 2 percent interest during a 10
year grace period and 3 percent during a 10 year amortization period
is proposed by RDO/C, with the additional payout by CFSC into the
Risk Minimization Fund, total interest payments by CFSC will be 4
percent for the total loan period. The sensitivity analyses
performed by ADL indicate that at a higher rate of interest or with
a shorter grace period, the margin of financial viability is
significantly reduced. Given the measurable impact of harder terms,
the risk inherent in any project of this type and the significant
developmental impact we expect from the project, the proposed terms
cf the AID loan are fully justified.

3. AID Exposure and Risk

The sensitivity analyses highlight several key
variables which affect CI'SC's financial condition, including costs
of administration, AID loan terms, and changes in CFSC on-lending
rates. It is clear that reduction in CFSC interest rate spreads
(the cost of funds versus the on-lending rates) will have a very
negative impact on its cash flow. Major changes in the exchange
rates within the Caribbean (particularly the Eastern Caribbean and
Barbados dollar) also would be extremely serious.

Given the uncertainity in any project of this type,
therr is an element of risk in ALD's extending an unguarantied loan
to CFSC. RDO/C is fully aware of these risks and has examined them
against the substantial developmental gains to the region which we
expect from CFSC.  In our view, the benefits significantly outweigh
the risks. However, RDO/C will monitor the project carefully to
minimize controllable risk.



4. CFSC Incorporation

To incorporate in Rarbados, two processes are moving
in parallel: subscription of equity and enactment of the Caribbean
Financial Services Act of 1983,

(1) Eﬂﬁi_t'y_sﬁubscri)tialz At this time, the Caribbean
private sector is actively soliciting equity subscriptions from
Caribbean firms and the major international banks operating in the
Region (Chase Manhattan, Citicorp, Royal Bank of Canada, Bank of
Nova Scotia, Canadian lmperial Bank of Commerce and Barclays).
Offering Circuliar have boeen presented to all major potential equity
services and CFSC's leading private sector supporeers have
personally visited many of these sources.

Based on the responses to date, RDO/C anticipates
that the required $2.0 million in xjuity will be subscribed before
the end of August .

(D) (ISC Act ot 1983 The draft legislation of CFSC,
providing tax and other Lonefits to the corporation, has been
presented to the Government of Barbados  For introduction to
Parliament s o government=spxtsored bill,  Based on consul tations
with high GOB of ticials, the full support of the GOB is expected.

With Cabinet Approval, the passage of the Act then becomes a
formulity. ‘The issuc with the new legislation is the time-table for
1ts presentation to Parl fament . While passage is a three to four
week process, Dol Lasent wil Jo out of session in July and probably
not reconvene imiil iate August or carly September.

LE 1t appears that the legislation will not be
passed in sufficient time for Ky 43 author ization, incorporation of
CISC under existing legislation (either the Barbados Companies Act
or the Off-Shore Banking Act) will ixe cons Ldered.,

RID/C and the private sector founders of CFSC
believe that carly incorporat ton and commitment both of equity
caipital and the ATD Toan is essontial. Substantial time and
momentum will be Lost if ClYC s ot incorporated witil October or
November.  asod on direct discussions ot the highest political
Level, the goveriment of Boarbxidos Aappedars committed to the passage
of the CESC legislat iog. Therefore, if the legislation cannot be
passed before the g of August for procedural reasons, we intend to
procecd with Inoorporat ion under existing laws.  An additional
condition precedent to dishursement of toan tunds will be added to
require the passage of Lie CRFSC Act of 100,

Prior to AID authorization, the Mission will
confirm that an acceptable lovel of wuity has been pledged and that
the Barbados Cabinet has approved the CFSC legislation.



5. Management: The key to the success of CFSC is the
quality of its management, particularly the Managing Director. This
individual has not yet been selected. AID grant funds are proposed
to assist the CFSC Board .n its talent search. AID will approve the
final selection. During the interim between signing of the Project
Agreement and the employment of the permanent Managing Director,
grant funds also are propused to contract a project coordinator
whose role it will be to begin to put in place the procedures and
systems which CFSC will need to begin operations. 1t is anticipated
that there will be a two-month overlap of the project coordinator
and the Managing Director to give CFSC an extra hand of management
resources at a crucial point in its existence.

V. QOST ESTIMATES AND FINANCIAL PLAN

The propcsed project will total $14.4 million of which AID
will contribute $.2.0 million in the form of a long-term loan and
$400,000 in grant assistance. CFSC will contribute $2.0 million in
the form of paid-in equity. The project will be implemented over a
54-month period. Table 1 projects disbursement of AID loan and
grant funds. Table 2 details the estimated cost of project
activites through the life of project and includes both A.I.D. and
CFSC contributions.

TABLE 1

AID DISBURSEMENT OF FUNDS

(US$000)
YEAR GRANT LORN AMOUNT
1983 125 ~0- 125
1984 65 2,600 2,665
1985 114 3,900 4,014
1986 46 2.800 2,846
1987 50 2,700 2,750

TOTAL 400 12,000 12,400




TABLE 2

SUMMARY BUDGET

(Us$000)
COMPONENT AID  CFSC TOTAL
Technical Assistance 260 - $ 260
Equity - $2,000 $2,000
Investment Capital 12,000 - $12,000
Evaluation 140 - $ 140

TOTAL $12,400 $2,000  $14,400
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Table 3 details the financial plan for the project.
ongoing activities after the life of the project in each of the

areas detailed below see the PFinancial Analysis.

grant budget are contained in Annex VIII.

For

Details of the

Table 3
FINANCIAL PLAN
US$000
CQMPENENT 1983 1984 1985 1986 1987 TOTAL
A. Grant
1. Tech. Asst. 125 60 60 - - 245
2. Evaluation - - 36 36 36 108
Inflation
(9%/annum) - 5 18 10 14 47
Sub-total 125 65 114 46 50 400
B. Loan
1. Discounting - 2,000 1,990 320 0 4,310
2. Direct
lending - 600 1,840 2,000 2,250 6,690
3. Other Serv. - - - 500 500 1,000
Sub-total - 2,600 3,830 2,820 2,750 12,000
TOTAL 125 2,665 3,944 2,866 2,800 12,400
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VI. MONITORING AND IMPLEMENTATION PLAN

A.  RDO/C Monitoring Responsibilities

The Mission's Private Sector Division (PSD) will have
overall project management responsibilities for the project.
Working in conjunction with the Regional Legal Advisor, the Clfice
of the Controller and, as appropriate, Mission management, the PSD
will moaitor all loan and grant activities, maintain reqular
communication with the CFSC, assure ocompliance with the loan and
grant agreements, participate in evaluations and report to Mission
Management on an on-going basis. In addition to these general
areas, the PSD will (a) review and forward for disbursement all CFSC
vouchers, (b) participate in any operational approval processes
requiring A.I.D. review and approval, (c) review CFSC quarterly
reports, audited financial statements and all other related project
documents, and (1) visit, as feasible, participating banks or direct
borrosers to assure that the project is being implemented as
mutually agreed vpon.

To assist the PSD in carrying out the above monitoring
responsibilites, an internal Mission implementation committee
oonsisting of the Chief, Pevelopment Resources; Chief, Capital
Projects; the Regional Legal Advisor and a representative of the
Office of the Controller will be formed. Fiscal control of all
funds being provided under the project will be the responsibility of
RDO/C's Controller.

in addition to quarterly progress reports covering all
aspects of the project's activities, the CFSC will be required to
submit annual audited statements prepared by an independent
accounting firm,

B.  CFSC Monitoring Responsibilities

The CFSC will need to develop policies and procedures
required to monitor all aspects of its management and lending
operationz, and produce reports both for internal management
purposes and periodic USAID review. Other information such as
annual audited financial statenents, will be reqquired by A.I.D.,
other potential lenders and governmental ministries.

With Boar! assistance, detailed internal management
information reyuirements will be developed by CFSC management. This
informacion will include, among others, periodic delinquency
reports, current valuations of collateral pledge i to secure loans,
proforma and historical financial statements of all borrowers,
status reports from the discounting financial institutions, CFSC
portfolio performince appraieal and cash £low projections. Prior to
cach direct loan disbursement, the CFSC must establish to the
satisfaction of its loan Committee that (1) the porrower will be
able Lo service the debt, (2) that any collateral pledged is
unincunbered and fairly valued, and (3) that the puirpose of the loan
is within the lending charter of the Crsc.
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. The CFSC should review and retain all documentation

pertaining to loans made through the discounting facility, including

some type of loan purpose certification.

USAID should be given

access to all direct loan and discount documentation, and be
provided with summary financial reports on a quarterly basis.

C.

10.

11.

12.

13.

14.

15.

lo.

17.

Implementation Schedule

The following is a schedule of key project events.

EVENTS

Project paper submitted to AID/W
Initial Equity capital pledged
Project authorized

CFSC duly incorporated and Board of
Directors appointed

Project Agreement Negotiated and (bligated

CP's to first disbursement of grant funds
met

Contracting a Project Coordinator
Selection of a General Manager

Operating procedures developed

Staff hired and office opened for business

Initial CP's met for disbursement of
loan funds for discounting

First Disbursement for AID Iman

Subsequent CP's met for disbursement of Loan

funds for direct lending & other financial
services

First Evaluation
Second Lvaluation
nd of Project Evaluation

PACD

DATE

June, 1983

July, 1983

July, 1983

August, 1983

August, 1983

September, 1983
September, 1983
October, 1983
November, 1983

November, 1983

December, 1983

January, 1983
June, 1983
February, 1985
February, 1986
September, 1987

December, 1987
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D.  Disbursement Procedures

1. Grant Funds

Following the signature of the Project Agreement, the
Board of CFSC will select and contract a Project Coordinator to
manage the day-to-day start up operations of the CFSC until the
Managing Director can be identified and brought on board. A
personal services contract of up to six months is anticipated.

Two other contracts, both host ocountry ocontracts with
firms, will be entered into as soon as possible: a contract with an
executive search firm to assist in the identification of a Managing
Director and a contract to assist in the development of operating
systems, accounting procedures, monitoring procedures, etc. which
will guide the operation of the orporation when it begins its
lending activities.

One other contract or contracts will be used to
provide RDO/C and CFSC with independent evaluations of the
development of the project will be required. 1In all probability it
will be an AlD-direct contract given its short duration (on an
annual basis) and "independent cbserver" focus.

All grant procurements will follow the requirements of
HBll, Chapter 1, since services will be procured directly by CFSC
(with the exception of evaluation).

2. Loan Funds

Loan funds will be disbursed through CFSC directly to
sub-borrowers or through particpating commercial banks to their
sub-borrowers. Procurement procedures followed will be those
applicable to intermediate credit institutions (ICIs) in accordance
with AID Handbook 1B, Chapter 19,

While procurement will conform to HB 1B, waivers of
some of the policies established therein are considered essential to
the successful implementation of the project and are discussed below.

E. Procurecment Waivers

L. Source/Origin and Nationality

Given RXO/C funding limitations, loan funds for CFSC
activities will be split between Development Assistance and Economic
Support. Funds: $9 million and $3 million respectively. The source
eligibility for bA loan funds is Geographic Code 941 while ESF funds
is Code 000. 1In addition to this obvious problem, the unique natusre
of CFSC operations and the ecanomies of the Eastern Caribbean
require that AID waiver its source and origin policy to permit CFSC
to operate as a viable private sector financial entity.



A number of factors make application of source/origin
rules particularly problematic in the Eastern Caribbean and Belize

as follows:

(a) Smill domestic markets: In larger economies,
"shelf items" procureivent using local currencies is very common for
many purchases by firms. However, in the island states and Belize,
the local market is so small that true shelf items (imported for
normal commerical requirements and not for specific projects), are
unccmmon for a broad range of items.

(b) High import component of investments: Elsewhere
in lLatin America, the local source content of particular investments
is significant, especially in cases involving construction. In the
Eastern Caribbean, little is produced domestically and most
construction materials (including lumber, glass, cement, nails,
roofing, structural members) are imported from a variety of
countries. Aunthorization to permit procurement of local source
items, therefore, is of less significance in the Eastern Caribbean
and Belize.

(c) Definition of local Source: Although CFSC will
be incorporation in Barbados, its sub-borrowers will be located in a
number of territories. RDO/C projects with the Caribbean
Development Bank, for example, resolve the "local source" issue by
defining as eligible source all borrowing members of the CbB. CFSC
wil have no such convenient "membei country" mechanism to define
local source.

(d) Aldministrative Complexity: Two aspects of this
issue are particularly relevant to the Caribbean. First, it will be
extremely difficult to make certain that all participating banks and
sub-borrowers understand the application of source/origin rules with
at least two or three commercial banks in up to nine ocountries
eligible for participation. Verification of compliance will be
oqually complex. Seoond, the ability of the system to respond to
valid and comnercially legitimite instances supporting casc-by-case
waiver requests would be complex and cunbersome.  The management
burden on the participating banks, CFSC, and RDO/C would be
substantial.

(e) ‘'Trade Patterns: while the ULS. has emerged as
the leading developed country trading partner for most of the
Region, important ocommercial links exist with the U.K, other EFC
ocountries, Canada and Japan. A sun-borrower could be deterred from
using project funds if he oould not rely on his customiry sources of
supply, particularly for smill value items,

Bised on the arguoents outlined atxove, imposition
of either ALD Geographic Gxde 000 or Gxde 941 source/origin
requirements could undermine the commercial viability and
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VII. CONDITIONS, COVENANTS AND NEGOTIATING STATUS:

A. Negotiating Status

RDO/C has been working with the Caribbean private sector on
the development of a regional private sector development bank for a
number of months. The close collaboration and frequent exchanges of
views have resulted in a clear concensus on the s:ructure of CFSC
and the terms and conditions RDO/C proposes for AID assistance.
Prior to preparation of the final draft of this Project Paper, the
Mission met with the key members of the CFSC Steering Committee and
clarified the proposed terms and ¢ mditions. Unless there are
substantial changes in those terms, RDO/C an:icipates no problems
will be encountered during the finel negotiatin of the Project
Mgreement.

B. Conditions and Covenants to the A.I.D. Assistance

Below are presented the termws and conditions for the
Project Agreement.

1. Interest Rate and Terms of Repayment

The Dorrower shall repay the Loan to AJILD. in U.S.
Dollars within twenty (20) years from the date of first disbursement
of the Loan including a grace period of not to exceed ten (10)
years. The Borrower shall pay to A.I.D. in U.S. dollars interest
from the date of first disbursement of the [oan at the rate of four
percent (4%) per annum on the outstanding balance of the Loan and on
any due and unpaid interest accured therecon.

2. Source and Origin of Goods and Services Grant
Financed

Comnoxlitieos or services financed by A.1.D. under the Ioan
shall have their source and origin in the Unitex] States except as
A.I.D. may otherwise agree in writing, have their source and origin
in the United States or Barbados.  Ocean shipping financed by AL1.D.
under the grant-funded portion of the Project shall, except as
A.I.D. may otherwise agree in writing, be financed only on flag
vessels of countries included in ALT.D. Geograpiiic Code 000 except
as A.1.D. may otherwise agree in writineg.

3. Source and Urii;in Of (rxxls and Services Ioan

Financexd

Comnmxlities or services financed by ALL.D. under the
Loan shall, except as ALl.D. may otherwise agree in writing, have
their source and origin in ountries included in ALT.D Geographic
Code 941. Ocean shipping financed by A 1D, under the loan-funded
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(b) Evidence of the establishment of a working
office, including evidence that the Managing Director is actively
employed and that the Borrower has employed the staff required to
carry out its operations; and

(c) A statement setting forth the basic
organizational policies and operational quidelines of the Borrower,
including specific lending criteria.

(d) Evidence that prior to initiating lending in any
particular country the Borrower has adequate agreement with the
relevant monetary authority which at a minimum provides for currency
convertibility.

(e) Evidence of the establishment of an escrow
account for the risk minimization fund described in Annex I of this
Agreement.

7. Conditicns Precedent to Disbursement of Loan
Funds for Disoounting

Prior to the disbursement under the loan, or to the
issuance by A.I1.D. of documentation pursuant to which loan funds for
disoounting will be made, the Dorrower will, except as A.1.D. may
otherwise agree in writing, furnish to A.L.D., in form and substance
satisfactory to A.L.D.:

(a) Evidence that the Borrower has employed the staff
required to carry out the discounting program;

(b) A duly authorized detailed statement setting
forth the criteria and procedures that the Borrower will follow in
reviewing, administering and nonitoring the disonunting program;

(¢) A jrojected two-year operating plan and budget
for the discounting program and a nodel agreement illustrating the
pasic legal framework for the discounting program; and

3. Condition Precedent to First Disbursement of

Toun Rk for Direct. Tending o Other
Financial serviees
Drior to the disbursencent under the loan, or Lo the
issuance by AlID of docimentation pursuant to which disbursement of
loan funkds for direct lending or other financial sources will he
made, the horrower will, except as the part fes iy otherwise agree
in writing, furnish to Al in form and substance sal isfactory to AT

() A duly outhorized detarled plan for {(a) the
periodic andit of sub-loans and (D) g projected two year operating
plan and budget for direct fendding and/or other financial servicos.
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(m) Not use more than US$6.0 million discount loans
in any one year.

(m) Request prior AID approval of the Managing
Director and any changes in the Managing Director;

(o) Request AID's prior approval of any subloan
related to the production of citrus, palm oil, or sugar;

(p) Preclude use of AIL funds in any country which is
in default to AID under the terms of Sectic. 620q of the Foreign
Assistance Act as amended.

(q) A minimum of $500,000 of CFSC's capital shall be
paid in by the private sector of the Fnglish-speaking Caribbean.

(r) Preclude a menber of the Board of Directors from
voting on the approval of a loan to a company in which that member
has a financial interest.

(s) Require follow-on loans to the same company which
in their aggregate exceed $300,000 to be approved by A.I1.D..

(t) Will not finance or be involved in projects which
adversely affect the environment, including but not limited to,
loans for the manufacture, importation, procurement or use of
pesticides, mining of coral reefs, or activate which would exploit
or otherwise harm endangered species.

10. Risk Minimization Fund

CFsC will establish and make payment into a reserve
account to be held in escrow in a United States financial
institution in accordance with the terms and conditions stipulated
in ANNFX T of this agreement and those of an escrow agrecement
acceptable in form and substance to ATD.

L. Annex I - Risk Minimization Muvd

™e follawing will be included in Amnex 1:

Except as AlD may otherwise agree in writing, the
Borrower will make semi-innual payments into an interest bearing
escrow account, acceptable to AID, at the following annual rates:
two (2) percent of the average outstanding balance of the AID loan
during the ten-year grace period and one percent thereafter until
the balance of the cserow acoount equals the outstanding balonce of
the AID loan. These payments shall beomade at the same time as
interest as paid to AlD. CRSC payienta into the escrow account and
carnings thereon less appropriate fees, if any, will remain the
property of the CRSC, but will pass to ALD, should AID commmnicate
to the escrow agent that the AID loan ig in default . No other CFSC
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creditors or investors will have any claim on the fund. AID's
exclusive claim on the fund in the event of default will not
prejudice any other claims which AID may share with other

creditors. Moreover, although CFSC property, the assets in the fund
my not be counted either as equity in calculations of maximum
allowable debt to ejquity or 1n calculations of maximum allowable
dividends payable.  CRSC payments into the fund may be only with
interest earnings (payments may not be made with ATD loan funds or
with the recuperated pr incipal of the AID subloan portfolio.)

VIII. LEVALUATION ARRANGIMENTS

Duc to the projected four year disbursement of the A.I.D. loan,
three evaluations are planned under the project. The first will
occur following the close of the first financial year of CFSC. The
second the folluwing year and the third and final evaluation in
September, 19837. All evaluations will be oonducted by independent
contractors.

A. Bvaluatio 1/(3_(1 idel ines

The two interim cvaluations are necessary to cnsure that
the CFSC is adequately structured and functioning and to determine
the extent to which the vroject is meeting its stated objectives.
They will include assessments ofs

(1) the degree to which CEFSC has been orgiized and
structured Lo meet the financial needs of the
productive sector:

(2) the extent to which CrseC operating procedures are
working, both in terms of institutional viability and
the level of credit and other financial services;

(3) the impact of sub-lans in terms of increased
productivity, employment and revenue generation;

(4) the extent to which pPuticipating commercial financial
mstitut ions understand and are involved in CFsScC
Aactivities: and

(5) what probloms, if any, need to be addressed in
concluding the project,

B. Final Fvaluatic n

The final evaluation will determine the extent to which the
project has achiieved its purpose and objectives. As a more
comprehensive ovaluation, it shall use the logical framework, basic
agreements and a1l reports relating to the project to ascertain:
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(1)

(2)

(3)

(4)

(5)
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the degree to which CFSC is a fully functioning and
financially solvent institution;

the degree to which all lending and financial
services activities are contributing to both

productive enterprise development and overall
national growth;

the effectiveness of CFSC in meeting the financial
needs of the productive sector;

the extent to which CFSC has completed the
commitments agreed to in the project agreements; and

the longer-term impact expected from the project.

C. Mini-BEvaluations

To assist CFSC in ensuring that its operational procedures
and lending practices are indeed working as envisioned, the project
provides limited grant assistance to the institution to use on an as
needed evaluation basis. For example, upm establishing the direct
lending activities of the institution, it may be Jesirable after
some initial experience in this area to further refine the policies
and practices of CFSC to more effectively implement its direct
lending activities.
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TO AMEMBASSY BRIDGETOWN 4249
RT
UNCLAS SECTION 01 OF 02 STATE 279748

AIDAC
E.O. 12065: N/A

TAGS:
SUBJECT: RDO/C CARIBBEAN INVESTMENT CORPORATION (CIC) CONCEPT PAPER

1. SUMMARY. AN AGENCY REVIEW OF THE SUBJECT PAPER WAS HELD ON SEPTEMPER 28,
1¢81. IN VIEW OF wHE NATURE AND CONTENT OF THE DOCUMENT, THE BUREAU HAS
CHOSEN TO TREAT IT AS A PID. THE PID IS APPROVED AND THE MISSION IS HEREBY
AUTHORIZED TO PROCEED WITH INTENSIVE REVIEW OF THE PROJECT FOR FINANCING IN FY
1982 WITH ESF FUNDS. ONCE FINALIZED BY THE MISSION, THE PP SHOULD BE
SUBMITTED TO AID/W FOR REVIEW. BUREAU VIEWS PRQUECT AS MEANS FOR DEVELOPING
INDICENQUS CARIBBEAN INTITUTIONAL CAPABILITY TO ADDRESS PRIVATE SECTOR [OAN
AND EQUITY FINANCING NERDE T0 SMALL AND MEDIUM SIZE BUSINESSES. THUS, WE
AGREE THAT, AMONG THE ALTERNATIVES PUT FORWARD, REVITALIZATION OF THE CIC,
WITH PRIVATE SECTOR CONTROI,, IS THE BEST AVENUE FOR ACHIEVING OBRJECTIVE.

2. IN DEVELOPING THE PROJECT, THE BUREAU REQUESTS THAT THE FOLLOVING ITEMS BE
ADDRESSED IN THE PP:

--A  RATIONALE. SUGGESTS THAT THE PRIMARY RATIONALE FOR UNDERTAKING
THE PPOJECT RESTS ON FINANCIAL INVESTMENT GROUNDS. WHTLE AN IMPORTANT ASPECT,
THE BUREAU BELIEVES THAT ANOTHER IMPORTANT RATIONALE EXISTS. LAY OBSERVATIONS
SUGGEST THAT WEST INDIAN DUSINESSMEN HAVE A QUOTE TRADER/DISTRIBUTION
MENTALITY END QUOTE WITH A HICHER AVERSION TO RISK. THUS, THERE IS A NEED TO
INFLUENCY, REGIOHAL BUSINESSMEN RBY ENCOURAGING MORE ENTREPRENEURIAL BEEAVIOR,
I.E., 10 FEXHIBIT MORE RISK TAKING AND PROGRESSIVE DECISION-MAKING AND
OPERATIOHAL DBEHAVIOR.  TO ADDRESS THIS ASPECT OF THE PROJECT RATIONALE, THE
RDO/C SHOULD FXAMINE THE ATTITUDES AND PERCFPTIONS OF BUSINESSMEN TOWARD
INVESTMENT  AND  DECISION-MAKING AND THE  EXISTING SOCIALL. AND  POLITICAL
CONSTRAINTS UNDER WIHICH BUSINESSMEN OPFERATE, THE BUREAU RECOMMENDS TIHAT THE
PP CONTAIN AN ANNEX, CLASSIFTED IF NECESSARY, WHICH WOULD CONTAIN YOUR
FINDINGS AND OUTLINE, INTER ALTA: (1) FEXISTING ATTITUDES AND PERCEPTIONS OF
BUSTNESSMEN  IN  THF REGION  (TNCLUDING PFRCEPTIONS OF THLE {HEED FOR FIXFD
INTEREST PATES WHICH [VIDENTLY CURTAIL BORROWING AT WORLD MARKET RATES AND
THUS  LIMIT  DUSINESS EAPANSION),  (2)  THE  POLITICAL/POLICY  AND  SOCIAL
CONSTRAINTS TO MORE FNTRFPRENEURIAL BEHAVIOR, AND (3) HOW THE PROJECT WILIL
ADDRESS THESE FACTORS WHICH LIMIT ENTREPRENURIAI. REHAVIOR I THE REGION,

-=B, COMPOIENTS, (1) MICRORUSINESS FUND - CONCERI WIAS EXPRESSED
ABCUT CIC ASGOCTIATION WITH THIS FUND WHICH IS LIKELY TO PLACE CONSIDIRABLE
ADMINISTRATIVE  BURDEN  oOf: ITS  HEWLY  ORCGANIZED  STAFF  AND  WHICH IS
PHITOSOPHTCALLY  DIFFEREI FROM THE MAINSTREAM OF CIC ACTIVITIFS.  MOREOVER,
THIS FULD MAY  EXPERIMHCE  INITIALLY HIGH DEFAU!IT RATES (DUE 0O HATURE OF
RECIPIENTS) WHICH WOULD SET A BAD PRECEDENT FOR CIC OPERATIONS.  RPO/C SHOULD
FEPIORE ALTERNATIVE MECHANTIOMS FOR FXFECUTING THIS COMPOHENT INCIUDING USE OF
CARTBBEAI ASSOCTATION OF THDUSTRY AND COMMERCE (CAIC) TO IDERTIFY SUB=-PROJECT
TIVESTMENTTS AHD APPROVE USE OF THESE RESOURCES.  (2) THVESTMEMT FUND - BUREAU
BELIFVES THAT A PEASOHABLE AMOUNT OF  FURD  SHOULD BE USED  IN GHE  FASTERN
CARTBBREAN L.DCS, PP SIEALD THDICATE WHAT BEFFORTS WILL BE MADE TO MAXINMIZE FIOW
OF  INVESTMENT FUNDS  THNO THE LDCS.  UTILIZING THE PESOURCES OF 'TE TA  AND
SERVICES  COMPOHENT  OF  PROPOSED  PROJECT  AND  THE  PRQIECT  DEVEIOPMENT
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ASSTSTANCE PROGRAM  (PDAP) FOR 1118 PURPOSE  AND  SENSITIZING THE CIc TO THIS
PRIORITY BY INCLUDING A QUOME prgp EFFORTS CLAUSE END QUOTE IN THE PROAG ARE
POSSIBLE WAYS OF HELPING TO ACHIEVI THIS OBJECTIVE. (3) TECHNICAL ASSISTANCE
AND SERVICES - (COSTS OF TIIIS COMPONENT SHOULD BE BUILT INTO SUB-LOANS
WHEREEVER POSSIRLE,

-=C. FINANCIAL VIABILITY. (1) LOAN GUARANTY CONCERN WAS EXPRESSED
ABOUT AID FXPOSURE FROM EXTENDING AN UNGUARANTEED LOAN TO CIC. BUREAU
RECOGNIZES THAT GUARANTY FROM CIC, CDB, "R GOVERNMENTS IS PROBABLY NOT
APPROPRIATE AT THIS TIME AND THAT LDC GUARZNTIES OF INDIVIDUAL SUB-LOANS MAY
NOT DBE ACCFPTABLE SOLUTION. RDO/C SHOULD E).PLORE ALTERNATIVES FOR ADEQUATELY
ASSURING RFPAYMENT TO AID AND CIC'S VIABILITY GIVEN THE RISKS POSED BY DEFAULT
AND DEFVALUATION, ONF POSSIBILITY WHICH SHOU.D BE FEXPLORED AS TO FEASIBILITY
AND  ADEQUACY [S  FSTANLISHMENT OF AN ESCRW ACCOUNT (SUCH AS THE RISK
MINIMIZING FUMD UNDER THE BANFX [OAN IN COSTA RICA) AND RESERVE ACCOUNT, (2)
LOAM TERMS. SINCE CREATION OF FINANCIALLY VIABLE CIC IS A PRINCIPAL ORJECTIVE
OF PROJECT, RDO/C SHOULD DETERMINE WHICH LOAN REPAYMENT SCHEDULE, GRACE PERIOD
AND RESPECTIVF INTEREST RATFS ARE APPROPRIATE. [N MAKING THIS DETERMINATION,
MISSION SHOULD ATTFMPT TO RETAIN THE 26 YFAR RFEPAYMENT PERIOD AND ADJUST THE
GRACE. PERIOD AND INTEREST RATES TO ACHTFVFE FINANCIAL VIABILITY. ONLY IF THIS
HOT  SUCCESSFUL SHOULD  EXTENSIOW OF REPAYMENT PERIOD BE CONSIDERED. (3)
CONVERTIBILITY. SINCE CONVERSION OF LOCAL CURRENCY INTO U.S. DOLLARS CQULD BE
A PROBLEM AT 'THE TIMR SUBBORROWER AND ATD [OAN REPAYMENTS, RDO/C SHOULD
EXPLORE VWAYS OF ADDRESSING THIS PROBLEM UNDER PROJECT.

—--D. ILLUSTRATIVE SUB-PRQJECTS. AS PART OF pp MARKET/DEMAND
ANALYSTS, RDO/C SHOULD PROVIDE EXAMPLES OF CIC SUB-PROJECT INVESTMENTS. THESE
DESCRIPTIONS SHOULD DEMONSTRATE THE RANGE AND NATURE OF LIKELY ACTIVITIES TO
BE UNDERTAKEN BY CIC. APPROXIMATELY FIVE EXAMPLES SHOULD BE SUFFICIENT.
THESE  SUB-PRQJECTS SHOULD PE EXTRACTED FROM THE COMPLETE ADL LIST OF
SUB~PROJECTS BEING DEVELOPED. THIS LIST SHOULD BE INCLUDED AS ANNEX TO PP,

-=E. U.S. MEMDERSHIP ON  CIC  BOARD. RECAUSE OF OUR ABILITY TO
INFLUFNCE THE  ACTION  OF BORROWERS  THROUGH RIGHTS GRANTED AID UNDER ILOAN
AGREFEMENTS, THE BUKEAU SEES  LLITTLE NEED FOR USG REPRESENTATION ON THE CIC
BOARD OF GOVLRNOPRS, ON THE OTHER HAND, IF THE U.S. BUSINESS COMMUNITY
PPOVIDES EQUITY FINANCING TO CIC, THEIR PARTICIPATION ON THFE BOARD, EX-OFFICIO
OR OTHERWISE, MAY BE USFFUL.

-=F. IEES RDO/C SHOULD SUDBMIT AN IEE TO BUREAU WITHIN 90 DAYS OF
RECEIPT OF THIS CABLE. IEE  SHOULD INCLUDE A DBRIEF PROJECT DESCRIPTION,
DISCUSS THE POTENTIAL TMPACTS O FNVIRONMENT, AND INDICATE MEASURES WHICH ARE
LIKELY TO BE TAKEN TO MITIGATE NEGATIVE IMPACTS.

-=G. TIMIMG OF PP. A MUMRER OF STEPS ARE OUTLINED IN THE PID WHICH
MAAES 1T CLEAR THAT THE STCNATURE OF A LOAN AGREFMENT IS NOT POSSIDLE UNTIL
NEGOTIATIONS  BETWEEN  THE  PRIVATE SECTOR AND CIC DBOARD OF GOVERNORS ARE
COMEPLETED, GIVEN  INTEREST  IN  INITIATING SUB-PROJECT  INVESTMENTS  ASAP
THEREAFTER, RDO/C SHOULD EXPLOR} WAYS Or ENSURING THAT INVESTMENTS ARE READY
FOR FINANCIFG  SHORTLY AFTER  PROJECT OBLIGATION, MISSION  SHOULD CONSIDER,
INTER ALTA: (1) COORDINATING CLOSELY WITH PDAP AVISORS TO ASSURE THAT A NUMBER
OF SUB=-PROIICT ILVESTMEINS WITL HAVE BEFN DEVELOPED AND READIED FOR FINANCING
UPON- STGHATURE OF TOAN: AND (2) EXAMINING THE UTILITY OF HOLDING PRCMOTIONAL
SEMINARS FOR TAOCAL, BUSINESSMENT 10O MAKE THEM AWARE OF CIC LENDING PROGRAM
PROCEDURES,  AND REQUT REMENTS, RLO/C MAY ALSO WISH TO CONSIDER US OF PD AND S
TO (1) ASSELY CLC WITH SPARE DEVEIOPMENT  THROUGH  PROVISION OF  SHORT TERM
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ASSISTANCE AIMED AT IDENTIFYING CIC MANAGEMENT TEAM, (2) ESTABLISHED CIC
CPERATIONAL PROCEDURES, (3) DEVELOP OR REVISE CIC CHARTER AND BY-LAWS, ETC.
ONCE THE PRIVATE SECTOR HAS INDICATED THAT IT IS PREPARED TO MAKE ADEQUATE
EQUITY INVESTMENT IN CIC.

3. AT AN APPROPRIATE TIME PRIOR TO FINALIZATION OF THE PP, THE RDO/C SHOULD
PROVIDE BUREAU WITH AN UPDATED REPORT ON THE STATUS OF MNEGOTIATIONS BETWEEN
THE PRIVATE AND PUBLIC SECTOR REGARDING THE REVITALIZATION OF THE CIC. ALSO,
AS SOON AS THE MISSION HAS PREFORMED THE FINANCIAL ANALYIS AND PROJECTIONS OF
CIC, WHICH INCORPORATE THE OPTIONAL TERMS AND ADDRESS THE FINANCIAL VIABILITY
ISSUES DISCUSSED IN PARA 2C ABOVE, WE WOULD LIKE 'fO HAVE THAT MATERIAL COPIED
TO THE BUREAU. HAIG

#9748



PROJECT TITLE & NUMSER:

LOGICAL FRAMEWORK

CARIBBEAN FINANCIAL SERVICES CORPORATION

FROM FY 83 TO FY &
TOTAL U.S. FUNDING
DATE PREPARED:

NARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE INDICATORS

MEANS O¥ VERIFICATION

IMPORTANT ASSUMPTIONS

Sector Coal: The goal of this
to sti=ulzte expansion of the
sector in the Eastern

thereby creating employment,
bYalance of payments support.

Progras or
Project is
productive
Caritbean,
{ncome and

Measures of Goal Achievement:
1. Increased productive sector related
to CFSC activities.
2. Increased expansion at cxisting
enterprices and the development
of new companies.

1. Project evaluations.
2. Project repcrts.

Assumptions for achieving goal targets

1. There is a need to provide
AlD resources to stimulate
production and employment.

2. Private enterprises are
prepared to expand or seek
to develop new companies.

Project Purpose:

To establish a private develorment
finaoce institution to provide longer-
term financiag and the provisioco of
noc-traditional financial services to
private enterprises in the English-
speaking Caribbean.

Conditions tha: will indicate purpose
has been achieved: End of project
status.

1. A viable financial institution will
have beeu established which weets
the lomger-tcerm credit needs for
new and/or expanded private enter-
prises.

2. $13million loan portfolio consis-
ting of a mix of rediscounting,
direct and creative financing.

3. Creation of new employment oppor-
tunies for skilled and unskilled
labor.

4. Increased payment of taxes to pro-
vide balance of payment supporf.

1. Project reports, annual audits
and periodic evaluations.

2. CFSC loan portfolio records.

3. Project evaluations, CFSC
reports, governmental employ-
ment statistics.

4. Central Bank and other monetar
authorities' annual reports.

Assumptions for achieving purpose

1. CFSC terms and services are
needed to promote productive
sector expansion.

2. CFSC can successfully recruit
qualified staff and market
its services in the region.

3. Unemployment and under employ

. ment {s a developmental pro-
lem in the region.

4. Private enterprises will pay
higher taxes as they increase
the level of their activities

Outputs:

1. Outstanding loan portfolio

2. Identification, promoticn and
development of sub—projects.

3. Credit and project monitoring
systeas functioning efficiently
to assure client success and loan
repayments.

Magnitude of Outputs: (US$000)
1. YR 1 YR2 YR 3 IR &
2,600 6,800 10,400 13,200

1. CFSC loan portfolic records
and quarterly reports.

2. CFSC records and project evaly
tions.

3. CFSC loan portfolio records aj
quarterly reports.

Assumptions for achieving outputs

1. The basis for disbursements
{s reasonably developed.
CFSC marketing activities
will result in new activities
Borrowers from the CFSC will
be sufficiently developed

to handle loan repayment
commitments.._

a-2.

Inputs:

Assumptions for providing {fnnuts
1. AID Loan ‘1 Ceant ﬂf? 3%3? %?? 32%? 3%%} U?ﬁ; 1. AID disbursement records 1. AID Funds for the Project are
2. Borrowers equity 2. Losn - 2,600 3,830 2,820 2,750 12,000 2. CFSC reports and semi- available.
| Totar — annual audited statements 2. CFSC is committed to raising ;E
1 CFSC . 135 2,665 3,9%% 1,866 2,800 :i.soo : its equity commitment and o
p 1-Equity 2,000 - - - - 2,000 this will be forthcoming. =
=
Q
=

T

1T XANNV
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FRUJBLCT CHECKL LS

Listed velow are statutory criteria applicavle generally to projects under
tne FAA and project criteria applicable to indiviuual funding sources:
Development Assistance (wilh & subcategory for criteria applicable only to
loans); and kconomic Support Funds.

CHUSS RbFERBNCES: 1S COUNTRY CHECKL1S! UP-TO-DATE? HAS STANDARD 1TEM
CHECKLIST BetN KeVIEWeD FOR THIS PROJECTY

A. GEMcKRAL CHLMeRia Fuh PROJEUT

1. FY 1982 Aproprigation Act
Sec. Hz3; PhA sec. b3I4A,
Sec. b55WL) .

ta) Descripe how autnorizing and (a) A Congressiona! Notifi-
appropriations committees cation nas been forwarded
of' Jenate and House nave to Coungress.

been or will ve notified
concerning tne project;
(b) is assistance within (p) VYes.

(Uperationul fear budget)

country or international

organization allocation

reported to Congress (or

not more than 3L million

over Lhat amount)?

2.,  YAA Sec. blllaj(1). Prior to (a) Yes.
vbligation in excess of (b) Yes.
$100,000, will tnere oe
la) engineering,
financial ur vtner plans
necessury Lo carry out
the assistance and (L) a
reasonably t'irm estimate
of the cost. to tne U,5.

ol the ausgistuance?

3 FAA Sec, vilta) (). 1T h bill 1ncorporating CFSC
further iepsislalive 2ction under special legislation
156 requlred witain nas been submitted Lo
recipicnl country, Wwhat 18 the Government of basbados,.
pasis for reasonable Preliminary 1ndications are
expectation that such that it will ve incorporated
action will be completed in accordance witn the project
in time to permit orderly design schedule,

accomplishment of purpose
of the ausistance?

4, FAR vec. U1, T 1482 N/A
Appropriation het oec,
501. If for water o1
water-related r1and
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resource construction,
has project met the
standards and criteria as
set forth in the
Principles and Standards
for Planning Water and
Related Land Resources,
dated Uctobher 25, 19737

FAA Sec. 611(e). Ir N/A
project is capital
assistance (ec.g.,
construction), and all
U.S. assistance for it
will exceed $1 million,
has Mission Dir.ctor
certified and Regional
Assistront Admirictrator
taken into concideration
the country's apability
effecetively Lo maintain
and utilize the project?

FAA See. 20¢. Ts project The project is a regional
susceptible Lo execution financial institution and
as part of regional or shall undertake regionwide
multilateral project? If activities in the English-
so, vwhy is projeet not so speaking Caribbean.
executaod”  Infecrmation

and conclusion whether

assistiance will encourage

regional developrent

progranis.

FAA See. 601(a), Project will support pri-
Inforrition and vate sector industrial
conclusions whether investments and thereby
projeet will rncourage increase international
efforts of the eountry trade, foster private

to: (i) increasnc the initiative and competition,
flow ol international and improve the technieal
trade; ! footer private efficiency of industry
Inftine e ard agriculture and commerce.
compe* tioa; aad ()

encouraye develspment  and

use ol cooperatives, and

credit unions, - nd

savings and 1o

associations:;  (d)

discourapge moaopolistic

practices;  (e) {mprove

technical efffcirncy of

induntry, apricuiture and

commeree; and ()




10.

11,

12.

strengthen free labor
unions.

FAA Sec. 601(b).
Information and
conclusions on how
project will encourage
U.S. private trade and
investment abroad and
encourage private U.S.
participation in foreign
assistaice programs
(including use of private
trade channels and the
services of U.S. private
enterprise).

'FAA Sec. 612(b), 636(h);

FY 1982 Appropriation
Act Sec. 507. Describe
steps taken to assure
that, to the maximum
extent possible, the
country is contributing
local currencies to meet
the cost of contractuval
and other services, and
foreign currencies owned
by the U.S. are utilized
in 1ieu of dollars.

FAA Sec. 612(d). Does
the U.S5. own excess
foreign currency of the
country and, if so, what
arrangements have been
made for its release?

FAA Seo. L01(e), Will

the project utilize
competitive selection
procedures for the

awardine of contracts,
except. where appllcable
procurerent riles allow
otherwise?

FY 1982 Approprintion Act

Sec. H21. It aonistance
is for the produrtion of
any commudity for export,
in the commodity likely
to be in surplus on world
markets at the time the

ANNEX ITI
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U.S. goods and services
will be used in the
project as appropriate.

A substantial equity con-
tribution will be made by
the private sector in the
English speaking Caribbean
in support of the project.

No.

Yes.

No.

%

——
P~

—






extending access to
economy at local level,
increasing labor-
intensive production

and the use of
appropriate technology,
spreading investment out
from cities to small
towns and rural areas,
and insuring wide
participation of the poor
in the benefits of
development on a
sustained basis, using
the appropriate U.S,
jnstitutions; (b) help
‘develop cooperatives,
especlally by technical
assistance, to assist
rural and urban poor to
help themselves toward
better life, and
othervwisc ercourage
democratic private and
local govecrenmental
institutions; (c) support
the self-help effcrts of
developing countries; (d)
promote the participation
of women in the national
economies of developing
countries and the
improvement of wormen's
status; and (e) utilize
and encourage regional
cooperation by developing
countries?

b. FA" Sec. 103, 103A

104, 10%, 106, Does the
project fit the criteria
for thr type of funds
(functior.:) account)

being used?

c. Fah Sec. 107, Ts
cunp?yiﬁk}x anouse ot
appropriate techinology
(relattvely sraller,
cost-naving, lataor-using
technnlrcicn " hat are
generially most
appropriate for tte amall
farms, small bosineanes,

Yes.

N/A
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C. FAA Sec. 534. Will ESF
funds be used to finance
the construction of the
operation or maintenance
of, or the supplying of
fuel for, a nuclear
facility? 1If 50, has the
President certified that
such use of funds is
indispersable to
noryroliferation
objectives?

d. FAA Sec. 609. If
commodities are to be
granted so that sale
proceeds will accrue to
the recipient country,
have Cpecial Account
(counterpart)
arrangements been made?

ANNEX III
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Listed below are statutory items w

5C(3) - STANDARD ITEM CHECKLIST
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hich normally will be covered routinely in

those provisions of an assistance agreement dealing with its implemetation, or

covered in the Agreement by

These items are arranged under the ge

Construction, and (C) Other Restrictions.

A. Procurement

1.

FAA Sec. 602. Are there arrange-

ments to permit U.S. small business
to participate equitably in the furnishing
of goods and services financed.

FAA Sec. 604(a). Will all commodity
procurement financed be from the U.S
except as otherwise determined by the
President or under delegation from him?

FAA Sec. 60U4(d). If the cooperating country
discriminates against U.S. marine insurance
companies, will agreement require that narine
insurance be placed in the U.S. on commodities
financed?

FAA Sec. 60U(e). 1If offshore procurement

cf agricultural commndity or product is to be
financed, is there provision against such pro-
curement when the demestic price of such
commodity s less than parity?

FAA Sec. 60F(a). Will U.S. Governrment excess
perconial property be utilired wherever practl=-
cable in lieu of the procurement of new {tems?

FAA Sec. 6072, (a) Complianne with requirement

e e

in scction GG10E) of the Marchant Yarine Act of

1936, as amended, that at least L0 percentur
of the gross tonnage of corrodities (conputed
separately for dry bulk carriors, dry o cargo
liners, and tankerss finanoed shall be tran-
ported on privately owred .0, - lap commercial
vessels to the extent Loat sach vesoelsg are
avallable at falr ard reasenable rates,

FAA See Fo1.  If technicenl assistance in financed,

will such arsistance be furntshed to the fulleat
extent proacticable anopootn and rrofesstonal and
other services from private entevprise onoa contract
banta? If the factlitien of other Federal apencies
will be uttilized, are they particularly suitable,

imposing limits on certain uses of funds.

neral headings of (A) Procurement, (B)

Yes

Yes

N/A

N/A

Yes

Yes

Yes
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not competitive with private enterprise, and made
available without undue interference with domestic
programs?

8. International Air Transport Yes
Fair Competitive Practices Act. 1974.
If air transportation of persons or
property is financed on grant bagis, will
provision be made that U.S.-flag carriers will
be utilizcu to the extent such service is
available?

g. FY 79 App. Act. Sez. 105. Toes the contract for Yes
procurerent contain a provicion authorizing the
termination of such cortract .»r the convenience
of the United States?

Construction

1. FAA Sec. 60 ‘d). If a capital (e.g., construction)
project, are engineering and professional services
of U.S. firms and their affiliates to be used to
the maximum extent consistent with th« national
intercst?

2. FAA Sec. 611(c). If contracts for construction
are to be [inancnd, will they be let on a compe-
titive basis to maximum extent practicable?

3. FAA Sce. 620(k). If for construction of produc-
tive enterprise, will apgregate value of assistance
to be furnished by the U.S. not exceed $100 million?

Other Restrictions

1. FAA Sec. 122(e). If development loan, is interest Yes
rate at least 2% per annum during grace period and
at least 3% per annum thereafter?

2.  FAA Scc. 301(d,. If fund is established solely N/A
by U.S. contributions and administered by an
international organization, does Comptroller
General have audit rights?

3. FAA Sec. 6.0(h). Do arrangements preclude Yes
promoting or assisting the forefga aid
projects or activities of Communist-blo~
countries, contrary to the best interests
of the U,5.7

4, FAA-Sec. 626(i). Is financing not permitted to be Yes
used, without wuiver, for purchase, long-term lease,
or exchange of motor vehicle manufactured outaide
the U.S., or guaranty ol such transaction?
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Will arrangements preclude use of financing? Yes

a. FAA Sec. 104(f). To pay for performance Yes
of abortions or to motivate or coerce
persons to practice abortions, to pay for
performance of involuntary sterilization, or
to coerce or provide financial incentive to
any person to undergo sterilization?

b FAA Scc. 620/g). To compensate owners for : Yes
expropriated nationalized property?

c. FAA Sec. 660. To finance police training Yes

or other law enforcement assistance, except
for narcotics programs?

d. FAA Sec. 662, For CIA activities? Yes

€. FAA Sec. 636(1). For purchase, sale, long- Yes
term lease, exchange or guaranty of the sale
of motor vehicles manufactured outside U.S.,
unless a waiver is obtained?

f. FY 1982 Appropriation Act, Sec. 503. To pay Yes
pensions, annuities, retirement pay, or adjust
service compensation for military personnel?

g, FY 1982 Appropriation Act, Sec. 505. To pay U.N. Yes
assessments, arrearages or dues?

h. FY 1982 Appropriation Act, Sec. 506. To carry out Yes
provisions of FAA section 209(d) (Transfer of FAA
funds to multilateral organizations for lending?

i. FY 1982 Appropriation Act, Sec. 510. To finance Yes
the export of nuclear equipment, fuel, or technology
or to train forzign nationals in nuclear flelds?

3. FY 1982 Appropriation Act, Sec. 511, Will assis- No
tance be piovided for the purpose of alding
the efforts of the Government of such country
to repress the legltimate rignts of tne popula-
tion of such country contrary to the Universal
Declaration of Human Rights?

k. 'Y 1982 Appropriation Act, Sec. 515, To be used No
for publicity or propaganda purposes withln U.S.
not authorized by Congress?
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COUNTRY CHECKLIST

Listed below are statutory criteria applicable generally to FAA funds, and
criteria applicable to individual fund sources: Development Assistance and
economic Support Fund.

A. GENERAL CRITERIA FOR COUNTRY ELIGIBILITY

1. FAA Sec. 481, Has it been determined No.
that the government of the recipient
country has failed to take adequate
steps to prevent narcotic drugs and
other controlled substances (as defined
by’ the Comprehensive Drug Abuse Preven-
tion and Control Act of 1970) produced
or processed, in whole or in part, in
such country, or transported through
such country, from being sold illegally
within the jurisdiction of such country
to U.S. Government personnel or their
dependents, or from entering the U.S.
unlawfulliy?

2. FAA Sec. 620 (c¢). If assistance is to a No.
government, is the government liable as
debtor or unconditional guarantor on any
debt to a U.S. citizen for goods or
services furnished or ordered where
(a) such citizen has exhausted avail-
able legal remedies and (b) the debt
is not denied or contested by such
government?

3. FAA Sec. 620(e) (1). 1If assistance is No.
to a government, has it (including
government agencies or subdivisions)
taken any action which has the e“Tect
of nationalizing, expropriating, or
otherwise seizing ownership or control
of property of U.S, citizens or entities
beneficially owned by them without taking
steps to diascharge its obligations toward
such citizens or entities?

4.  FAA Sec. 532(c¢), 620(a), 520(f), 620D; No.
FY 1962 Appropriation Act Sees. 512 and 513
Is recipient country a communist country?
Will assistance be provided to Anzola,
Cambodia, Cuba, Laos, Vietnam, Syria,
Libya, Iraq, or South Yemen? Will
assistance be provided to Afghanistan
or Mozambique without a waiver?

5. ISDCA of 1981 Secs. 724, 727 and 730, N/A
For specific restrictions on assistance
to Nicaragua, see Sec. 724 of the ISDCA




10-

11.

of 1981, For specific restric-
tions on assistance to El Salvador,
see Secs. 727 and 730 of the ISDCA
of 1981.

FAA Sec 620(j). Has the country
permitted, or failed to take
adequate measures to prevent, the
damage or destruction by mob action
of U.S. property?

FAA Sec. 620(1). Has the country
failed to enter into an agreement
with OPIC?

FAA Sec. 620 (o); Fishermen's Protec-

tive Act of 1967, as amended, Sec. 5

(a) Has the country seized, or imposed

any penalty or sanction against, any U.S.
fishing activities in international waters?

(b) If sc. has any deduction required by
the Fishermen's Protective Act been made?

FAA Scc. 620(q); FY 1982 Apprpriation

Act Sec. 517. (a) Has the government (a)
of the recipient country been in default

for more than siy months on interest or
principal of any AID loan to the country?

(b) Has the country been in default for (b)
more than one year ou interest or principal

on any U.S. loan under a program for which

the appropriation bill apppropriates funds?

FAA Sec. 620(s). If contemplated assistance
1s development loan or from Economic Support
Fund, has the Administrator taken into account
the amount of foreign exchange or other resources
which the country has spent on military equip-
ment? (Reference may be made to the annual
"Taking into Condiseration" memo: Yes, taken
{nto account by the Administrator at time of
approval of Agency 0YB." This approval by the
Administrator of the Operational Year Budget
can b~ the basis for an affirmctive anuwer
during the fiscal year unless significant
changes in circumstances oceur.)

FAA Sec. 620(t). Has the country severed
diplomatic relations with the United States?

If so, have they heen resumed and have new
bilateral assistance agreements been negotiated
and entered Into since such resumption?

No.

No.

No.

N/A

No.

No.

Yes.,

N/A
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12,

130

14,

16.

FAA Sec. 620(u). What is the payment
status of the cou...ry's U.N. obliga-
tions? If the country is in arrears,
were such arrearages taken into account
by the AID Administrator in determining
the current AID Operational Year Budget?
(Reference may be made to the Taking into
Consideration memo.)

FAA Sec. 620A; FY 1982 Appropriation
Act Sec. 520. Has the country aided

or abetted, by granting sanctuary

from prosecution co, any individual

or group which has committed an act of
international terrorism? Has the
country aided or abetted, by granting
sanctuary from prosecution to, any
individual or group which has committed
a war crime?

FAA Sec. 666. Does the country object,

on the basis of race, religion, national
origir or sex, to the presence of any
officer or employee of the U.S. who is
present in such country to carry out
economic development programs under

the FAA,

FAA Sec. 669, 670. Has the country,

after August 3, 1977, delivered or
received nuclear unrichment or repro=-
cessing equipment, materials, or
technology, without specified

arrangements or safeguards? Has it
transferred a nuclear explosive device

to a non-nuclear weapon state, or if

such a state, elther received or detonated
a nuclear explosive device, after August 3,
19777 (FAA Sec. 620E permits a special
waiver of Sec. 669 for Pakistan.)

ISDCA of 1G8]1 Sec. 720. Was the country

represented at the Meetling of Ministers

of Foreign Affairs and Heads of Delega-
tions of the Non-Aligned Countries to the
36th General Seasion of the General Session
of the General Assembly of the U.N. of
September 25 and 28, 1981, and failed

to diasassociate itself from the comminique
issued? If 5o, has the President taken it

into account? (Reference may be made to the

Taking into Consideration memo.)

N/A

No.

No.

No.

N/A
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17.

ISDCA of 1981 Sec. 721. See Special

requirements for assistance to Haiti.

FUNDING SOURCE CRITERIA FOR COUNTRY

1.

ELIGIBILITY

Development Assistance Country

Criteria

a. FAA Sec. 116. Has the Depart-
ment of State determined that this
grvernment has engaged in a consis-
tent pattern of gross violations of
internationally recognized human
rights? If so, can it be demon-
strated that contemplated assistance
will directly benefit the reedy?

Economic Support Fund Country Criteria

a. FAA Sec. 502B. Has it been deter-
mined that the country has engaged in

a consistent pattern of gross violations

of internationally recognized human rights?
If so, has the country made such signifi-
cant improvements in its human rights
record that furisning such assistance is

in the national interest?

b. ISDCA of 1981, Sec. 725(b). If ESF

i{s to be furnished to Argentina, has the
President certified that (1) the Govern-
ment of Argentina has made significant
progress in human rights; and (2) that the
provision ol such assistance is in the
national interests of the U.S.?

c. ISDCA of 1981, Sec. 726(b). If ESF
assistance is to be furnished to Chile,

has the President certified that (1) the
Government of Chile has made significant
progress in human rights; (2) it is in the
national interest of the U.S.; and (3) the
aiding international terrorism and has taken
steps to bring to justice those indicted

in connection with the murder of Orlando
Letelier?

N/A

N/A

No.

N/A

N/A
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BORROWER'S LETTER OF APPLICATION



i e ON OF
INDUSTRY AND COMMERCE

1983-06-21

Mr William B. Wheeler

Director

UNITED STATES AGENCY FOR INTERNATIONAL
DEVELOPMENT

Regiconal Development Office/Caribbean

P O Box 302

Bridgetown

BARBADOS

Dear Bill:

This will refer to our mutual efforts to develop the
Caribbean Financial Services Corporation (CFSC) project.
The purpose for establishing the Caribbean Financial
Services Corporation iIs to assist the region's productive
private scctor through the provision of longer-term
financing and related financial services.

To this end, the Caribbean Association of Industry and
Commerce (CAIC), acting on behalf of the Eastern Caribbean's
private sector, requests that the USAID Mission in Barbados
provide a loar of US$12.0 million and a grant of US$400 0OCO
to assist in tte establishment of the Caribbean Financial

Services Corporation. To this end, CAIC intends to raise
US$2.0 mil ion or its equivalent, in equity capital to
contribute to the Caribbean Financial Services Corporation.

We hope that this request for loan and grant assistance from
AID will roesult in a positive response from AID.

With best personal regards.

Sincerely,

ON REHALI K/ T11) CARIBBEAN PRIVATE SECTOR SPONSORS
f N
({IAA/\ z(_c,(_,gh—-—rk

John §. Caddard

cc: Mr P.A. Thompson
Executive Director - CAIC

PO BOX D80 WANC LAY BANK B g,
WHRE W 0 0 A 50 vay A [LATIIIAY



UNITED STATES INTERNATIONAL DEVELOPMENT_COOPERATION AGENCY
AGENCY FOR INTERNATIONAL DEVELOPMENT

VWASHINGTON L C 20222

LAC/DR~IEE-E3-41

EXNVIROWMENTAL THRESHOLD DECISION

Project Location : Caribbean Regional

Caribbean Financia) Services Co.

Project Title and Number

538-0084
Funcing :+ $12,000,000 (G), 400,000 (L)
Life of Proiect : Four years
IEE Prepared by : Arthur Warman
RDO/C
Recormended Tnreshold Decision : Negative Determination
Burezu Thresholc Decision : Concur with Recormendation
Copy to ‘ : William Vheeler
Director, RDO/C
Copy to ¢ Arthu: wWarman
RDO/C
Copy to : Robert Otto, LAC/DR
Copy to : IEE File

|
)aw.co;{. 744’72 Date 27)«:[31 (983

Jamec S, Hester

Chief Environmentel Officer

Bureau for Latin rnerice
and the Caribbearn
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ENVIRONMENTAL THRESHOLD DECISION
PROJECT LOCATION - Caribbean Regional
PROJECT TITLE AND NUMBER - Caribbean Financial Services
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FUNDING - FY83 Loan: $12,000,000
— FY83 Grant:$ 400,000

LIFE OF PROJECT - Four Years, Fy83-Fy88
IIE PREPARED BY ‘ - Arthur L. Waman, RDO/C
DATE - May 30, 1983
RECOMMENDED THRESHOLD DECISION - Negative Determination
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William B. Wheeler
Director

CONCURRENCE

DATE - June 12, 1983
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MARKET SURVEY

Introduction

In connection with efforts to establish a Caribbean
Financial Service Corporation (CFSC) for the English
speaking states of the Eastern Caribbean, Arthur D. Little,
Inc., was asked to conduct a limited market survey in six
regional territories, in order to cstimate the potential
level of interest among financial institutions and private
sector companies toward the lending and otier financial
services which the CFSC might offer. One to three days were
spert by ADL staff interviewing 1in Antiqua, Barbados,
Belize, Dominica, St. Kitts/Nevis, and St. Lucia. In this
chapter we have summarized the results of our market survey,
and the individual country reports are in Appendix I ~f this

report.

The purpose of the survey was to update the ADL team's
knowledge gained during the CIC study]; and to focus
specifically on the potential demand for a variety of

)
financial products and scervieces®,

The three categories of financial products and services used

throughout this atudy are:

° Disicounting of productive scector loans made

by other financial institutionu.

In 1981, Arthur b, Little, Inc. conducted a sntudy of the

1

prospectn for a "revitalized" Caribbean 1avestment ce pora-
tion, The study itncluded an extensave 1nterview program in
the LDC's and MDhC's of the Eastern Carabhean.,

More detatled devcriptionn of theae dervices are included

in Appendix 11,
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) Direct 1lending by the CFSC, primarily for
terms of five years or more.

° Provision of other financial services includ-
ing but necessarily limited to receivable
financing, inventory financing, export finan-

cing, leasing and quarantees.

The survey was not intended to produce an exact, detailed
projection of the demand based on exhaustive interviews, but
rather a general estimate of the size and character of the
two to three year market for these services. Recognizing
that the business climate in many of these territories has
changed considerably since the CIC study was conducted, and
that the financial nceds of the productive sector had likely
also changed, the survey was further intended to identify
other financial services which the CFSC could provide,

beyond those nroposed above,

The series of interviews concentrated on secondary sources
of information such as financial institutions with produc-
tive sector contact, business associations, monetary
authorities, government agencies, PDAP1 representatives and
U.S. Embassy commercial officers. These sources were able
to speak knowledgeably about the financial needs of a broad
range of private sector businesses and the financial
services currently available. In addition, contacts were

made with local business persons.

Project Development Assistance Program, a U.,S. Agency for
International Development funded prcygram to identify both
private soctor investment opportunities in the Caribbean
Basin, and potential investors from the U.S. and the rest of

the Free World.,
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Although only six territories were visited, in no way is a
geographic restriction of the CFSC to those locations
implied. It is expected that the CFSC will operate through-
out the LDC's and MDC's of the English-speaking Eastern
Caribbean where political and financial conditions warrant.
The six locations chosen for inilial interviews reflected
the judgment of USAID, CAIC and the interview team as to the

most likely locations for initial CFSC business.

For purposes of this study, the productive sector was
defined to include manufacturing companies, agro-industry,
the tourist industry, and any service industries directly

and substantially benefitting the first three groups.

It was assumed that foreign exchange convertibility and rate
risks would be borne by the borrowers, rather than the
institutions participating in the discount program, or the
CFscC.

Summary

The initial raw estimates of the potential three year market
demand for loans meeting the proposed CFSC requirements,
arrived at by the survey teams in their numerous interviews,
were refined by team members into realistic ranges of annual
demand (shown on the next page), which could be met through
discounting and/or through direct CFSC lending. The refine-
ment process was based on the estimated quantity of pent-up
versus sustainable demand, the potential for overlapping of
estimates from competing financial institutions, and on
percceived over-pessimism or over-optimisim on the part of
those people interviewed in light of existing credit levels

and the state of economic affairs in cach country.
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Market Estimate for Discounting Service and Direct Lending

Annual Disbursements
(US $ Millions)

Year 1 Year 2 Year 3
Barhados 0.5 - 2.5 0.5 - 2.5 0.5 - 3.0
LDC's 3.5 - 5.8 3.1 - 4.9 2.7 - 4.5
Belize 0 - 2.0 2.0 - 4.0 2.0 - 4.0
Total 4.0 -10.3 5.6 ~-11.4 5.2 =11.5

It should be noted that although other LDC's and MDC's were
not visited, and no potential demand from these markets is
included in the market, organization or financial analyses,
they obviously represent an unmeasured upside potential to
the market <ize. Moreover, the figures do not include new
demand which may be kindled by the existence of substantial
amounts of accessible 1long term funds which were not
previously available, nor are any amounts attributed to
higher risk credits whose risk profile might still be
acceptable to the CFSC.

The wide range of estimates for Barbados reflects uncer-—
tainty as to the success of the proposed World Bank
productive sector loan discount program which is presently
being negotiated. If it 1is successful, the CFSC will
probably have reduced opportunity to discount or originate
loans in Barbados during the near term, unless it resorts to
active promotion of its own discount facility in open
competition with the world bank funded project, which may or
may not be advisable. If, on the other hand, the World Bank
program is not successful, the CFSC should find a strong

potential market in Barbados.
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The demand figures for Belize are similarly affected by the
proposed USAID US $5 million discount program through
commercial banks for primary agricultural and agro-industry
term loans. It appears that with a 5% spread to the
commercial banks, the USAID/Belize program will be of
interest to them and could initially dampen the demand for
CFSC funds. There is, however, a strong underlying demand
for project funds which goes well beyond the $5 million
level. Furthermore, the Belize Government 1is offering
incentives for manufacturing sector projects, and has begun
to ban a number of imported goods, in an attempt to restruc-
ture the basic economy of the country. While the effects of
these may be delayed, they should ultimately increase the
financial requirements of the productive private sector.

The provision of 1long term financing to manufacturing
companies is clearly the most likely application of the
funds which the CFSC might make available, although
agro-industry is of strong interest to the financial com~
munities in St. Lucia and Belize., Tourism is not presently
being actively developed by the private sector in most of
the countries visited, and little mention was made of the
service sector. In locations where limited liquidity is a
problem, such as Antigua and St. Lucia, use of the discount
facility to also fund working capital loans is feasible. 1In
addition, many financial institutions indicated a desire to
refinance selected companies whicn have a 1legitimate
requirenent for longer term financing than they presently
can obtain. Refinancing may also be desirable in situations
where financing for expansion is needed, yet all available
collateral is pledged to secure existing loans, and current
lenders are not willing to share it on a parri passu basis,
This would indicate a need to purchase the existing loans to
be combined with new debt in order to obtain the security of



the collateral. Refinancing does not represent a signifi-
cant portion of the overall demand, however, in Belize,
where the future of a number of firms is jeopardized by un-
duly short credit terms, it could be of measurable import-

ance.

The market for other financial services, as noted in the
individual country reports, appears to be growing at this
time. However, because of potential legal hurdles, logistic
difficulties, and the unfamiliarity of the business com-
munity with some of these services, significant effort will
be required to reasonably define the level of demand which
could be expected to develop. It therefore doecs not appear
prudert for the CFSC to immediately beyin offering other
financial services. After it has gainod operating experi-
ence, management should be much better able to assess where
and in what quantity potentially profitable opportunities
exist. We anticipate. however, that the CFSC will evolve a
larger portfolio of services over time, in response to
cxpanding necds of the productive sector. This in no way
implies that *the CFSC will or should become a financial
supermarket for the region, as numerous firancial services
arc already offered by other institutions and such a broad
task could overstrain organizational capabilities. However,
the CFSC should explorc all potential opportunities, choos-
ing those which fit its own defined parameters concerning

deployment of its assets, visk levels, and return on equity.

Compared to the results of the study prepared when the re-
vitalization of the CIC was being explored, it appears that
the overall market for loans and other financial services is
more robust, especially in Antigua, St. Kitts, St. Lucia and

Belize. This may have resulted partially from the fact that
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the financial institutions’ estimates of their ability to
use the proposed discounting facility were higher than in
the ClC study pecause the concept and mechanics of the
facility in this case Wwere better definedl; however, a
general sense of an increasingly vibrant private productive
sector was evident during the interviews. During 1981 the
_small economies of the Eastern Caribbean, as elsewhere in
the Caribbean Basin, were reeling from the double negative
impact of high interest rates and a contracting world
economy. At present, the private sector is beginning to
regain self confidence, and wants to proceed with its own
business expansion, nO longer waiting for or expecting

favorable trade concessions.

Tempering this pesitive outlook is the fact that most if not
all of the constraints to development of the productive
sector listed in the CIC Ltudy still exist and continue to
dampen 1its growth. pifficulty of accessing overseas mar-
kets, lack of a large pool of people with sufficient manage-
ment skills, unavailability of equity and other hurdles
seriously affect productive sector activity. Attempts are
peing made toO addr.ss some of these constraints through
developmert assistance programs, training projects and
promotion of joint ventures, but it is not possible at this

time to predict the outcome of these efforts.

In summary, there dous appear to pe a legitimate niche for
the CFSC in these territories, poth to promote and provide
financial services not nov offered by the existing financial
institutions, and to meet the needs of thosec not now ser-

viced by the commercial banks oOr development finance

1 Appendix 111 contains a prief description of the descrip-

tions which were used during our interviews.



companies. The 1immediate prospects for discounting are
healthy, yet because much of the discounting demand which
was 1dentified is for long term loans, the CFsSC will have
the opportunity to shift its loan portfolio from discounting
to direct medium and long term lending as it develops the
capability to originate and service loans itself. Dis-
counting will be, however, both a source of earnings to fund
the development of a broader service CFSC, as well as a
means to develop experience and market knowledge while
remaining financially viable. It will alsc in and of itself
have a positive development effect on the productive sector.
As the CFSC develops its capabilities, and adds new services
to meet the market demand, it will enhance the developmental
impact of its operations while acting as a catalyst to a

more responsive financial sector.

Revised Lending Volumes

In order to develop projected financing volumes for the base
case financial analysis discussed in Chapter III, we took
the market projections shown on page 4 and further reviscd
them in order to reflect the organizational constraints as
well as the fact that the borrower will assume the exchange

rate risk.

As a conservative measure, the combined volume for dis-
counting and direct lending for the first three years was
kept at the lower end of the ranges nf the market estimates;
in fact, in the first year, the total volume is well below
the projected range due to organizational constraints. 1In
the first year, for instance, only three direct loans at an
average size of §20C,000 are projected to bhe placed, in-

creasing to ten to twelve the following year.

ANNEX VI/A
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In addition to the organizational constraints, the market
projections were also adjusted for the fact that the bor-
rower would be expected to assuwme the exchange rate risk,
since the subloans, and the repayments of these subloans,
must be made in U.S. dollars or its equivalent in conver-
tible local currency. The degree to which the CFSC can work
with the local monetary authorities to limit or reduce the
potential risk to the borrower will affect the acceptance of

this program.

No discounting is projected at all for Barbados, nor will
discounting begin in Belize until the second year; these
assumptions arc made in light of the World Bank and USAID
discount programs which may be successfully implewmented in
those countries in 1983. It was estimated that with an
initial direct 1loan 1limit of $250,000-$300,000, the CFSC
would be able to satisfy no more than 40% of the total
demand through direct lending during the first two years,
although thereafter, the policy of the institution would be
to decrease the volume and relative importance of discount-
ing, while increasing direct lending. It has also been
assumeC that the $250,000-$300,000 direct loan limit (15% of
equity capital) would not apply to loans discounted from
commercial institutions, as the commercial risk would remain
with these institutions, thus presenting very low risks to
the CFSC.

Given the tight 1liquidity situation in Belize, St. Lucia,
and Antiqua, and given also the potential difficulty for
sharing collateral with other short term lenders on a parri
passu basis, the availability of short term monies for both
the discounting and direct lending are included in the
projections. However over time, the actual outstanding

amounts are increasingly r.ade up of long term loans.



The volumes for other financial services are based on the
expected policy of the CFSC to expand into this market as
rapidly as is financially and organizationally feasible. It
is anticipated that this will not occur until year three, as
a significant amount of prospecting, planning and marketing
work must Dbe undertaken during the first twe years to

develop this market.

As mentioned earlicr, the exact nature of this business will
have to be ascertained and developed by the management of
the CFSC once operations have begun. Although no amounts
are specifically included for venture capital financing, it
is expected that the CFSC might undertake this type of
activity after careful! assessment of the market. Given the
sophisticated nature and relative newness of venture capital
financing in the region, however, it may be more difficult

to develop profitably than other financial services.
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ORGANIZATIONAL/INSTITUTIONAL ANALVSIS

Introduction

The organizational model described in this section is
intended to address the initial structural and staffing
requirements of the CFSC, which is expected to operate under
the set of primary assumptions outlined below. The
management and operating structures logically derive from
the types and level of activities which are dictated by the
assumptions made. The costs of administration for this
model were developed with the assistance of local
businasspersons in line with the expected market which CFSC

will serve.

This model should be regarded as a starting point from which
the CFSC Board of Directors will refine the organizational
structure and assignment of responsibilities in 1light of
actual conditions at the time of formation, as well as the
experience and skills of the management and staff who are
hired. It should be emphasized, however, that any framework
which is implemented should be reviewed frequently 1in
response to changes occasioned by the varying business
environment in operating philosophy, product emphasis, funds
availability and cost, and other assumptions. The CFSC
should always have a responsive operating format, evolving
and adapting to best accommodate the unmet financial nceds
of the productive secctor in a profitable manner. In the
volatile business climate of the Caribbean, this ability to
respond flexibly and intelligently will be a necessity for
CFSC's success, measured hoth in terms of CFSC's own pros-
perity, and its contribution to thc growth of the productive

sector in the region.

13
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Primary Assumptions

Ownership and Purpose

The CFSC will be a privately owned, for profit institution,
providing financial services to the productive private

sector.
Business Activities and Gecgraphic Market

During the first three years of operations, the CFSC will
undertake three types of business activities: (1) dis-
counting of term loans through other financial institutions
to the productive private sector in Barbados, St. Lucia,
Antigua, St. Vincent, Dominica, St. Kitts, Montserrat,
Grenada, and Belize, with the commercial credit risk
remaining with the on-lending financial institutions, (2)
the direct lending of money for up to twelve vyears to the
productive private sector in the same countries as well as
other MDC's, and (3) the development, cxploration and direct
provision, where feasible, of other financial services,
including but not limited to inventorv and receivables
financing, leasing, export financing, provision of
quarantees, trading company activities, venture capital
endeavors, and any other financial services required by the
productive orivate sector in the LDC's and MDC's that can be

provided ot a reasonable profit to the CFSC.

Operating Philosophv

Although the CFSC will as a matter of policy attempt to
maximize the dollar volume of services which it provides
directly to the productive sector, these activities will

take time and cffort to develop and will likely carry a
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higher risk than the discounting of 1loars through other
financial institutions. Therefore, the discounting
portfolio is expected to grow rapidly during the early years
of operation and will, in effect, subsidize the initial
development and promotion of the other services as well as
positively influencing productive sector growth. In later

years, discounting will be discontinued altogether.
Overall Market Size

The total market available to the CFSC will be at least
equal to the minimum market sizes shown in Chapter 1, based

on a minimum individual loan size of $50,000.
Capital Funds

The CFSC will have available loan and equity funds equal to
at least $7 million during the first three years, and

greater thereafter.
Headquarters Location

The operations of the CFSC will be headquartered in
Barbados; representatives will travel to other locations as
required. Permanent representation in any location will be
considered only when the volume of Dbusiness and the

logistics of remote servicing warrant 1it.
Staff Quality, Size, and Remuneration

The CFSC will operate with the minimum number of staff
necessary to effectively provide the proposed scrvices,
Additioral statf will be hired only when profitable business
opportunitics have been identified. Because of the limited

staff size, and the unique financial purposce of the organi-
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zation, highly competent, motivated staff . with a broad range
of promotional, business development, financial and economic
analyses and managerial talents will be required. This will
require that compensation for management be significantly
higher than similarly titied positions in existing financial
institutions in the region. It should be noted that the
salary and benefit levels shown do not reflect any profit
sharing or bonus incentives which should also bhe part of the
total package for all senior managers. The levels of these
incentives will have to be decided by the Board of Direc-
tors, but should apply when performance is significantly

above expectations.
Technical Assistance

Major technical assistance required for development of
projects will be provided from without the CFSC by sources
such as PDAP, IESC, BIMAP, and other similar projects.

Organizational Structure

Based on the assumptions abcve, and the types of specific
activities which will have to be undertaken, the Initial
Organization Chart shown in Figure 1 reflects the number and
titles of individuals and groups necessary to meet CFSC
operating requirements fo, at least the first two years,
During the third year i1t is likely that the Chief Loan
Of ficer/Credit Analvst will reouire an assistant, and that a

"

new position title " hiet - Other Services" will also be
established, Thercatter, the number arl types of indivi-
duals hired will be determined by the nature and volume of

business,

The staff expenses shown in Table 1 reflect the hiqgh

remuneration necessary to obtain the highly qualifiod and
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INITIAL ORGANIZATION CHART
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CREDIT ANALYST TRATIVE ASSISTANT
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TABLE 1

CARIBBEAN FINANCIAL SERVICES CORPORATION

Projected Administrative.Expenses

Staff Expenses Year 1 Year 2 Year 3
General Manager 70,000 70,000 80,000
Chief Credit Officer 40,000 40,000 50,000
Credit Officer - - 30,000
Chief Other Services - - 50,000
Bookkeceper/Administrator 20,000 20,000 20,000
Head Secretary 10,000 10,000 12,000
Secretary - - 7,000
Other Office Help 5,000 5,000 7,000

145,000 145,000 260,000
Benefits (20% of salaries) 29,000 29,000 52,000
TOTAL 174,000 174,000 312,000

The staff is expected to remain at the same level for the first two

vears with no increase in salaries

(two year contracts),
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TABLE 1 (continued)

CARIBBEAN FIMANCIAL SERVICES CORPORATION

Projected Administrative Expenses

U.s. $
Office and Related Expenses Year 1 Year 2 Year 3
Staff Travel & Subsistence 20,000 21,600 46,640
Directors Travel &

Subsistence 30,000 32,400 34,980
Insurance 2,000 2,160 2,332
Postage, Cables &

Telephone 4,000 4,320 6,996
Stationery & Publications 2,000 2,160 4,664
Professicnal Fees (Legal)

1% of Loans 20,000 21,600 43,142
Audit & Accounting Fees 6,000 6,480 9,326
Utilities 3,000 3,240 3,498
Sundries 500 540 875
Canteen Expenses 500 540 375
Maintenance of Premises &

Equipment 1,000 1,080 1,399
Entertainment 2,400 2,592 4,081
Office Rent (Barbados) 6,000 6,480 6,996
Managing Directcrs Housing

Allowance (Rent &

Utilities) 18,000 19,400 20,995
Managin‘ Directors Auto-

mobile (Amortiza-

tion & Maintenance) 7,500 8,100 8,748

SUB-TOTAL 122,900 132,792 195,587
10% Contingency Factor 12,290 13,273 19,559

TOTAL 135,190 146,005 215,146
Total Staff Expenses

(from prior page) 174,000 174,000 312,000

GRAND TOTAL - ADMINI-

STRATIVE EXPENSE 309,190 320,005 527,146
The total administrative expenses in the third yecar equal about 9.3%

of the combined portfolios
function takes very little

2 and 3.
to operate

by vyear

Assuming that the ditvcounting
administrative

expenses are projected from year 4 to 10 at a declining percentage of

portfolios 2 and 3, reaching 5% by year 7.

of 8% is included in these fiqures.

An annual inflation

rate
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versatile management and staff necessarv to the CFSsC's
success. The office and related expenses shown within that
table were developed in coordination with local business~
persons, and have been increased in years two and three as a
result of projected increases in business activity, staf-

fing, and an 8% inflation factor.

Proposed Organizational Responsibhilities

Board of Directors

The Board of Directors will have the ultimate responsibility
to the shareholders for the operations.of the CFsC, The
Board should be composed of the most experienced and suc-
cessful businesspersons available in the region, as well as
other individuals outside the region having a specific
background and experience of a nature helpful to the proper
functioning of the Board. 1In order to keep the Board from
being unwieldy, the number of members should initially be
kept below ten. The quality of the first Board will be
critically important to the futuce of the CFSC, as they will
have the responsibility of defining the role of this and
future Boards, and the rules under which they will operate.
This is a proper function for a new Poa-d, but it highlights
the need for careful, perceptive people, with an appreci-
ation of the long-term flexibility required by most organi-
zations in order to avoid unnecessary internal constraints

to success.

In addition to the establishment of broad operating rules,

the Board will alsc have the following responsibilities:

° Development and/or  approval of  policy
objectives and guidelines.

° Approval of management structure.

13
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° Approval of senior management and compen-

sation packages.

° Delegation of specific responsibilities to
management.
® Approval of all equity investments; post

review of credit committee decisions.
° Initial provision of rotating members for

Loan Committee.

° Selection of outside auditors and legal
counsel.
° General promotion of the company including

search for potential clients.

Managing Director

The Managing Director will be the Chief Executive Officer of
the CFSC, reporting directly to the Board of Directors.
This person must also be a full member of the Board, as
he/she will be the most informed and experienced person
regarding the day-to~-day business of the CFSC. Although
exact responsibilities may vary slightly, taking into
account the background and experience of the individual, the
Managing Director will be responsible for most if not all of

the following functions:

° Development of specific operational and
administrative rules, including personnel
policies.

° Institution and initial management of the

discounting function.
Development of overall business plan.
Lead responsibility for first two years in
development of other financial services.
Membership on Loan Committee.

- Membership on Board of Directors.
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Gencral promotion and business development.,
Review of financial and operational reports
for day-to-day management and Board meetings.,
Development of management information system,
Liaison with outside legal counsel where
necessary.

) Development of policy issues for Board con-

sideration.

) Assistance with credit analysis/project dev-
elopment.
) Senior management responsibility for person-

nel management, cash planning and any other
activities not specifically assigned to other
staff.

Given this range of activities, the Managing Director will
have to be a person with comprehensive financial and
managerial background, particularly as it relates to the
ability to plan, develop and institute other financial
services not traditionally undertaken by the existing

regional financial community.

Loan Officer/Credit Analyst

In addition to assisting the Managing Director wherever and
whenever requested, this person will have primary account-
ability for the development of the direct lending portfolio
of the CFSC. Duties will include:

° Marketing of the direct lending service,
Design and implementation of loan evaluation
procedures including initial screcening  of
potential clients.

® Design and implementation of loan administra-

tion and monitoring procedures.
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® Liaison with outside counsel regarding legal
requirements of loans.

° Liaison with agencies providing outside
assistance to customers.

° Liaison with other financial institutions

and/or associlations as sources of prospective

clients.

° Negotiations of loan agreements with custom-
ers.

° Future assumption of the management of the

discounting function,

This individual will have to have excellent credit and
project analysis skills, with a keen perception of the
regional and 1local characteristics of productive sector

borrowing.

Bookkeeper/Administrative Assistant

To the greatest extent possible, this person must be
adaptable to a number of roles, ready to assist wherever
required; the need for such high quality assistance should

not be underestimated. Specific duties will include:

° Development of internal accounting system
with help of outside accountant.

° Provision of accounting and operational
information to management.
Personnel functions including payroll.
Preparation of performance reports and other
financial reports for USAID.

® Day-to-day cash management.
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Loan Committee

This committee will have the senior responsibility for all
credit decisions made within CFSC, although as time passes,
it may delegate sub-linits of that responsibility to indivi-
duals such as the Maraging Director and/or Senjior Loan
CGfficer. As there will be only two members of management
with the expertise to serve on this committee during the
first two years, it will be necessary for other Board mem-
bers to serve on a rotating or permanent bLasis. If the
internal staff of the CFSC increases to the size that there
are enough members of senior staff of the CFSC to serve on
the committee (including junior loan officers in  some
cases), the role of the Board members on the committee can
be reduced. The difficulty of convening Board members on a
frequent basis given the potential geographical dispersement
of members, and the advantage of relatively rapid credit
decisions, make it clear that the full Board of Directors
cannot cffectively act as the Loan Committee. Furthermore,
there is a positive benefit in having those people whose
job it is to develop the direct lendinag and other financing
services, also take partial responsibility as Loan Committee

members for the credit decisions made.

Conclusions

While this proposed organizational model should serve the
CFSC well during its carly stages, the company will have to
modify and diversify its structure as business growth and
staff abilities require. In some manner, however, it will
always have to deal with promotion and marketing of loans
and other services, credit evaluation and administration,
administration of other non-credit services, and other
internal functions such as legal, accounting, treasury,

collections, cash management, personnel and management
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information systems. The role of the Board and the manage-
ment of the CFSC will be to see that these are carried out

in the most efficient mode.
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FINANCIAL ANALYSIS

Introduction

Although economic and other forces will effect the CFSC's
future performance, its level of success will be most
dependent on the ability of its management to shape aﬂ
organization that can profitably position itself to cope
vith an ever changing business environment. The companv
will first have to define the existing market and find
and/or develop a market for other new services which
together will be of a size and quality sufficient to justify
its operations. Second, the average cost of capital to the
company must be low enough (and the gross earnings on its
investments high enough) to allow for a level of operating
income that «—an cover administrative expenses and the
provisions for losses on investments, while still prcducing
a profic. Third, administrative expenses must be tightly
controlled without either increasing risk due to under-
management of investments or forcing investments to be of
such a low risk that the return to the company and develop-

mental effect on the business community are reduced.

Base Case Assumptions

The base case analysis represents our conservative projec-
tions regarding the initial ten-year performance of the
CFSC. It is bascd on conclusions which have been drawn as a
result of our market study, conversations with USAID person-
nel, and our experience with private development finance
institutions. A discussion of the major assumptions used in
developing the bhase case, are discussed below, although a
detailed description of tha computer model and the overall

assumptions made in our analysis can be found in Appendix 4.
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As real market conditions change over time in ways which
cannot be predicted, we would expect this institution to
analyze these new opportunities, modifying its operations to

better serve the market.
Loan Portfolios

Table 2 provides a breakdown of the annual loan disburse-
ments by category in each of the ten years of the analysis.
These lending volumes are based onrn our adjusted market
estimates as explained in Chapter 1, and reflect both the
organizational constraints faced by any start-up operation,
and the assumption that the foreign exchange risk will be
borne by the bhorrowers. In our opinion these estimates
represent realistic and achievable lending volumes given the
assumptions of the organizational analysis and the market
considerations. No effect has been attributed to markets in
countries not covered by the market survey although these
markets should have an undetermined positive influence on

total demand for CFSC services.

As explained in Chapter 1, the volume of lending for other
financial services will be determined by future market
conditions and the opportunities that they present, as well
as by policy decisions by the management of the CFSC. We
have conservatively assumed in the base case analysis, that
until the third yecar CFSC will not be able to gencrate the
necessary incone through discounting and dircct lending to
support. the develocpment of the more costly other financial

services. Twenty percent of all new lending in the fifth

year of operations is projected to originate from the other’

financial services component, increasing every year until
approximately one third of all new lending is  handled

through this component. The estimates of these volumes are

)

or
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based on the fact that poorly defined though recognizable
demand exists, coupled with the proposed policy of CFSC to

emphasize, where feasible, other financial services,

Interest Rates

The interest rates used in the base case are based on the
existing interest rate structure in the region. A constant
interest rate scerario has been used for purposes of this
analysis and the rate structure assumes a 12% commercial

bank prime with average lending at prime plus 2%,

Discounting 1s assumed to yield an average rate of 10% to
the CFSC. This rate 15 based on the current rarket rate to
the averaqge custorer of prime plus <% cr 3% (l14% - 15%), and
would therefor. vield a 4-5% gross spread to the f{inancial
institutions participating in the discount program. Direct
lending by the CFSC has been sct at an average rate of 14%
which 1s 1n linc with current market rates, The other
financial services component has been set to provide an
averaae  interest  yield of 154, reflecting the slightly
higher delivery costs and risks ot this program.  Short-term

fixed deposits placed by the CFSC are assumed to yield 9%,

Provision ftor Loan Losses

Provision for loan losses has been set to 2% of the year-end
loaon balances betore the write-otf of bad debts in the
dircct lendine and other financing portfolios.,  Two-thirdg
of the provision in any qgiven year 16 written off two years

later and taken as an actual loss in the conputer model,
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No direct provision has been applied against the discount
program, reflecting the fact that financial institutions
participating in the program assume all of the credit risk.
However, the total reserves are of a level to provide suffi-
cient protection against unlikely losses in discounting.
The 2% provision on direct lending and the other financial
services portfolio is a irelded rate as it is expected that
the other financial services portfolio may, by its nature,

consist c° somewhat higher risk invastments.

Lona-Term Debt

The base case assumes a 4% interest rate on the $12 million
USAID loan to this institution, with a total term of 20
years and a 10 year jrace period on the principal repay-
ments. The total can be drawn down over a period not to

exceed four years.

The base casc assumes that other long-term debt will be made
available to this institution as neceded at an average
interest rate of 7%, Our use of the this rate does not
necessarily imply that future funds will be made available
to the CFSC at 7%, Rather, the rate that was chosen is a
compromise hetween the USAID concessional rate of 4%, but
below the higher rates which private sector lenders would
likely require for term borrowings by a successful develop-
ment filnance institution of this sort. As 1t turns out,
loans funded at this marginal rate provide little additional

net income to the CFSC.
Paid-In Capital
For purpsses of the basce case analysis, the initial capital-

ization of this institution has been seot at $£2 million U.S.

of which $1 million U.S. will be paid ia prior to start-up

or

104
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with an additional_amount of $500,000 U.S. per year in years

one and two of cperations. The base case analysis further

PAGE

assumes that if the debt to equity ratio exceeds 6 to 1 in

A

years i through 5, 7 tc 1 in vears 6 and 7, and 8 to 1
starting in year 8, ifurther paid-in capital will be provided
in order to bring the debt to equity ratio to a level at or
under the set limits. These debt to equity ratios are in
line with those imposed by USAID on other regional develop-

ment finance ipstiiutions it has financed.

Administrative Expenses

The administrative expenses for the first three years of
operations arce shown in Table 1 of Chapter-R and are based
on the organizational analysis discussed in that chapter.
After year 3 of operations, the basr case assumes that
adninistrative expenses will be a fixed percentage ot the
direct and other financial services solumes reflected on the
balance sheets. The adminictrative eXpenses 1n vear 4 have
boen set to equal 8% of the amount in direct and other
financial services, dropping to 7% in vear S5, 6% in vear 6
and 5% in years 7 through 10. 7The 5% rate is slightly above
the administrative cxpenses of other successtul Caribbean
development. finance institutions reflecting the increased
e¥pense of a geoaraphic area that CFSC will cover, partially
offset by the projected efficiencies of a high quality
stafft, The discount volume has noat been included in the
calculation of administrative expenses, due to its relative
unjimportaince to the overall porttolin after vyear 4, as well
as the low operating expenses assocrated wizh such a prog-

ram,

-

o]
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Fee Income

Fee income of 1% on the annual disbursements made through

the other financial services component of the project is

sued for purposes of the base case analysis.

Dividends

Dividends are set at zero in the base case. All earnings
are retained in order to provide funds for the growth of the
loan portfolio.

Taxes

It appears that the CFSC will have a tax holiday on income
for a period of at least 10 years, although taxes would be

imposed on any dividends paid.

Base Case Analvsis

The balance sheets, income statemenrts, and funds flow
analysic figures are presented in Tables 3, 4 and 5. Gross
loans reach a level of almost $12 million by the end of the
fourth year which allows for tne full draw down of the USAID
loan by that year. Thereafter, time deposits, earnings, and
other long term borrowings are the sources of new capital
supporting the growth of the loan portfoliuvs. The discount-
ing program pecaks at approximately $5.6 million by the end
of the fourth year, declining thereafter as a matter of
policy. Direct lending exceeds $9.0 million by the end of
the fifth year and the other financial services portfolio,
which begins in the third year at a $500,000 level, is
projected to reach almost $2 million by the end of the sixth
year or almost 10% of total outstanding g:oss loans. These
investments represent over 15% of the total outstanding

loans by the end of the tenth year.

Y
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1985
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1987
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1983
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1991
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1993

TABLE 5
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Given the assumptions of the base case, the CFSC would be
profitable from the second year forward, with returns on
equity in the range of 5% to 17%. The rate of return on
assets, which peaks at 3.4% in year 7, is not unexpéctedly
high for an organization with a maximum leverage of 8:1,
although the actual leverage never exceeds 5:1 in the base
case projections given that ail earnings are retained.
However, any increase in the amount of leverage, which could
arise from additional outside borrowings, could have a
negative impact on income unless the earnings on additional
investments, net of the provision for losses and adminis-
trative costs associated with them, are greater than the

rate which is paid for these funds.

The yield analysis in Table 5 clarifies the basic results of
the CFSC operations. Interest income is projected to equal
14.3% of the average total earning assets in 1993, the tenth
year. That is reduced by an average interest expense of
3.9% on total investments, along with the provision for
losses equal to 2.1% and administrative expenses of 5.3% for
total expenses of 11.3% on average loans outstanding. Non-
interest expense totals 7.4%, thus illustrating that any
additional investments funded by outside borrowings at 7%
must bear an earnings rate of at least 14.4% (assuming no
increase in the normal level of provision and administrative
costs associated with the investments) or the impact on net
income will be negative. The marginal coct of funds
therefore hat obvious implications for management in terms
of the priciny of services to customers, and the control of
commercia! i<k and administrative costs associated with the

services.

The analysis projects a small loss in the first year of
operations, followed by a small gain in the second year of

operations. Net income increases in every year of the
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analysis although the growth rate slows temporarily in the
fifth year. This decline is due to a combination cf factors

including rising average cost of funds, relatively " high
administrative expenses reflecting the transition from

discounting to direct and other financing services, and
higher provisions for loan losses associated with this

transition.

As mentioned earlier, the leverage ceilings are never
reached during the ten year analysis period due to the fact
that all earnings are retained in the base case scenario
which reduces the amounts borrowed. The resulting low debt
to equity ratios directly affect the return on equity levels

which are achieved in the projections.

Reserves for loan losses as a percentage of total gross
loans increases in every vyear reaching a level of 5.9% by
the tenth year, which is reasonable for this type of opera-
tion. " It should be noted that in the early years, the
reserves to gross loans figure is low as a result of provi-
sions being taken only against the direct and other finan-
cial services portfolios, while the reserves to gross loans
computation includes discounting which declines as a per-
centage of total loans in later years. Due to the assumed
minimal risk to the CFSC in discounting commercial bank
loans, it is more meaningful in the early years to examine
the iewel of reserves against the direct lending and other
financial services portfolio. This is calculated at over 3%
in the third year which should be more than adequate to

cover any potential losses, in these portfolios.

The return on equity recaches a peak of 17.1% during the
fourth year of operations and then declines, again
reflecting the transition from low cost discounting to
direct lending and other financial services‘ at levels
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ivgquiring outside financing at 7%. Return on equity falls
'slightly in the last three years of "the analysis due
primarily to the complete phase out oif the discodnting
program, as well as a steadily rising average cost of funds
as a result of its growth, and falling debt to equity

ratios.

After the tenth year of operation, which is beyond the scope
of this analysis, actual results will depend on a number of
factors. USAID concessionary financing will begin to be
paid off, necessitating additional borrowings unless the
total portfolio size is reduced. The higher the cost of the
additional borrowings over the 4% USAID rate, the greater
the negative effect on CFSC operations, unless there is an
increase in the pricing of loans and services, or other fee

sources of income can be found.

Sensitivity Analysis1

USAID Loan

Two separate sensitivity analyses were performed on the
USAID loan. In the first analysis thea grace period on the
USAID loan was reduced to five years with the balance then
being paid off in a 15-year period using the annuity method.
In the second analysis, the interest rate on the USAID loan

was raised to 5%.

1)

The detailed financial statements appear in Appendix 5.
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The reduction of thc arace period on the principal repay-
ments from ten /ears to five years has a negative impact on
the project beqinning in its sixth year of operations. 1In
that year the return on equity falls from 14.3% in the base
case, to 13.8%. The negative impact increases through to
the tenth year where the return on equity falls to 12.6%
versus 14.0% in the base case. This decline in returns is a
result of increased iorrowings from other sources at a

higher rate (7% versus 4% from USAID) due to the repayment
of the USAID loan. This increases the averadge cost of funds
which the institution has available to lend, tnerefore

reducing overall profitability.

Increasing the USAID rate from 4% from 5% has a large
negative impact on the project. Profitability is decreased
in all years of the analysis, with the return on equity
reaching substantially lower ratecs in the early years of the
project (4.7% versus 9.5% in year 3). The rate rises to
slightly over 15% then declines to 13.3% in t4e tenth year
ci the analysis as the average cost of funds begins to rise

due to increasing amounts of other long-term debt.

The debt to equity ratios are higher in this scerario than
in the base case because of the decreased earnings which

reduce the total amount of equity in the project.
Sensitivity On Lending Volumes

Two alternative scenarios were analyzed varying total
lending volumes. In the first analysis the total lending
volumes were adjusted downwards by 25% in all loan port-
folios for all years. In the second analysis the total
lending volumes were adjusted upwards by 25% on all loan

portfolios.,
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When the volume was adjusted downwards by 25%, total gross
loans outstanding reached a level of approximately $11.3
million by the end of the fifth year of operationé and
approximately $21.5 million by the end of the tenth year, as
compared to $15.1 million and $28.7 million in the base
case. Net income, therefore, is substantially lower during
all years of operation. While the lower net income figures
in the first three years of operations are due to a continu-
ation of irreducible initial administrative expenses co'i>led
with low lending income, in years 4 through 10 lower net
income is due strictly to lower volumes and thus lower total
operating income, in spite of lower average interest
expense. This is particularly evident in the last four
years of the analysis, when the average interest spread is
larger than in the base case due to lower levels of 7%
money, however net income figures do not match those reached
in the base case, because the overall loan volume is
smaller. In this scenario the USAID loan is not completely
drawn down by the end of the fourth year, and therefore it
peaks at $9.8 million as no draw downs are permitted after
the fourth year. Return on equity is lower than in the base
case due to a decrease in the debt to equity ratio, in spite

of a higher return on assets.

An increase in the lending volume leads to the opposite
situation than that described above. Net income figures are
higher than in the base case in the first three years of the
analysis and then fall below the base case levels in the 4th
through 6th years. The fall in net income in those years is
due to a higher average cost of funds relative to the base
case coupled with the higher administrative expenses of
serving the direct lending and other financial services
markets. The return on equity in thcse years falls substan-
tially, to 12.5% in the fifth year before it begins to rise;

however it never quite reaches the levels achieved in the
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base case, due to the asset base growing much more rapidly

than earnings, giving a lower return on  assets which

overshadow the increase in debt to equity (i.e., marginal

income on loans funds at 7% is low). The above illustrates

that, given the mode] assumptions, the CFsC will lose money

any time the marginal cost of lending exceeds the marginal

benefit of the portfolio increase after administrative and

Provision expenses.

Sensitivity on Administrative Expenses

An increase in the costs «f administrative expenses by 20%
has a substantial ncgative impact on net income in all vears
of operaticn. The return ©n assets in this scenario never
rises above 2%, versus 3.4% in the base case, illustrating
the need to maintain the administrative costs in iine with

the operation.

Interest Rates

In order to measure the impact of lower market interest
rates on this institution, the general interest rate level
was reduced by 1% in our scenario. This affects all
interest earning and expense categories except the USAID

locan.

The net effect of falling interest rates would be to lower
the average yiecld on investments at a rate faster than the
decrecase in the average cost of funds. Thisg can be seen
clearly whzn examining the yield analysis which shows +the
impact of lowered interest rates on the interest income. The
average interest expense does not drop, however, as there is
no reduction in the USAID rate of 4%, and as earnings are
reduced, additional higher cost funds must be borrowed in

later years.
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This scenario emphasizes the potential difficulty in
borrowing at fixed rates, however low, ‘and re-lending at

shorter terms at market sensitive rates.
Sensitivity On The Provision For Loan Losses

An increase to 2.5% in the average provision for loan losses
charged on direct lending and other financial services, has
a negative impact on the returns that the CFSC 1is able to
achieve while increasing the reserves which the institution
has available to cover anv losses. In this scenario the
reserves to gross loans outstanding reach 3.,5% in the 5th
year, rising to 7.1% in the 10th vear of the analysis versus
2.8% and 5.7% in the base case. The final decision as to
what the appropriate provision for possible loan losses
should be must be reviewed annually 1n light of the actual
loss expericence. We believe, however, that a well
conceived, consistently applied loan monitoring policy will
help avoid unexpected losses and could help to achieve lower

charge-offs in the long-run.
Sensitivity on Dividend Payout

In the first scenario, dividends were set to equal 25% of
the net income. As ecquity 1is reduced beqinning in the
fourth year when dividends beqgin to be paid, additional
borrowings are required to meet the same size market as in
the base case. This increases the interest expense, and
therefore lowers the return on assets when compared to the
base case. iHowever, because the debt to cequity ratio is
increcased supstantially as the equity is reduced by the
dividend payout, there is a positive effect on the return on
cquity illustirating the benetits of financial leverage. The
debt to cquity ratio peaks at 5.0 to 1 in year 3 and then

begins to fall in later vyears in spite of the dividend

vi/cC
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strative expeénse, or interest expense to fully off{set the
value of the higher revenues that are achieved.

For example, the sensitivity analyses on the market size
éhow that increasing the portfolio volumes, will increase
the gross income, but will not necessarily translate into an
increase in the net income. This situation arises in our
analysis since the marginal cost of funding the additional
business (7% debt), coupled with the additional admini-
strative and 1loss loss provisions associated with the

increased lending, actually exceed the increase in income.

Management can also choose to lower the average cost of
funds in order to increase net income. An increase in paid
in capital will lower the requirement for outside
borrowings, thus reducing average interest expense for the
same portfolio volume. If the resulting increase in income,
however, does not fully compensate for the higher equity
base, return on equity will decrease. Finding other lower
cost sources of funds would be the ideal way to lower the
average cost of funds, but may be very difficult to accom-

plish,

Administrative costs per dollar invested can be reduced to
increase net income by placing a higher percentage of total
funds in the discounting portfolio, due to the relatively
low operating costs associated with the discounting
facility. However, the CFSC's developmental coutribution

would be lessened.

Management could also consider lowering its administrative
expenses per dollar lent through the use of fewer or lower
cost personnel to generate and monitor the same level of
outstanding loans and services. This could, however, have

the effect of increasing losses and therefore the provi-
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sions, which might more than offset the lower administrative
costs. Alternatively, higher efficiency per employee could
be demanded, but it may result only .from an increase in
personnel costs, be they direct or through some incentive
program. The relative merits of these costs and potential
savirgs would have to Dbe considered. Finally, higher
efficiency could be achieved through increasing the average
size of each loan, but the offset is that certain potential

Customers will no longer qualify for assistance.

Net income can be improved through a reduction in losses
which will decrease the required level of reserves for
losses, Increasing loan'quality standards will accomplish
this, but at the risk of eliminating certain customers, and
therefore lowering earnings and the developmental impact of
the project. Closer initial review of loan requests can
also have the same Positive effect on risk reduction, but

only with increased administrative costs per dollar lent,.

Management will always be faced with numerocus options for
which the trade-offg are not often immediately clear. Its
Primary responsibilities will be to determine which lines of
business are financially lucrative within the operating
policies of the company by carefully analyzing the marginal
benefits and costs of each strategy. The management must
therefore have a full understanding of the marketplace,
addressing new opportunities as they arise, while at the
same time protecting the long term viability and profit-

ability of the institution.
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APPENDIX I

MARKET SURVEY

Individual Country Reports

Antigqua
Barbados
Belize
Dominica

St. Kitts/Nevis

St. Lucia
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ANTIGUA

Financial Institutions

Currently there are six barits active in the local commercial

lending market:

Barclays Bank

Royal Bank of Canada

The Bank of Nova Scotia

The Canadian Imperial Bank of Commerce
The Antigua Commercial Bank

The Bank of Antigqua

Other financial institutions active in commercial lending
include: General Finance Corporation, the Antigua-Barbuda

Developinent Bank and the Caribbean Development Bank.

Among the commercial banks, Barclays holds the largest share
of the total commercial lending market, (includingy both the
distributive and the productive sectors) followed by Royal
Bank and the Bank of Nova Scotia. General Finance Corpora-
tion and the Bank of Antigua began their operations within
the last two years. Both compete with the estahlished banks

for local deposits to fund their lending activities.

Constraints to Lending

Limited liquidity was most frequently mentioned as the
current primary constraint to further growth in productive
sector lending. The growth and distribution of local
deposits limits the growth in 1local lending because the

indigenous commercial banks' deposits are their only source
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of funds*. While the foreign bank branches have access to
non-deposit sources of funds from abroad, these sources are
rarely used because of the banks' policies to limit their

exposure in any one country or recgion.

Most of the banks experience 1liquidity problems on an
annual, cyclical basis as distributors and retailers gear up
for Christmas and Easter sales. However, the bankers
interviewed felt that their more recent lingering liquidity
problems have resulted from an exodus of funds due, in part,
to recent high rates offered on deposits abroad and in part
to the anticipation of future monetary controls under the
proposed E.C. Central Bank. It is also likely that liquid-
ity has been affected within the established banks as the
General Finance Company and the Bank of Antigua have
captured deposit market share. The ECCA Commercial Bank
statistics support the bankers' claims that the demand for
funds from qualifying borrowers has outpaced the growth in
deposits; from September 1980 to September 1982 commercial
bank loans and advances as percentage of total assets
climbed from 63% to 70%, and the aggregate loan to deposit
ratio increased from 83% to 93% evern though deposits grew by
235,

The lack of long term funding souices to support long term
lending was also mentioned as a major constraint to addi-
tional commercial bank assistance to the productive sector.

Because loans are almost entirely funded through local

* The Antigua Commercial Bank has recently begun to offer
redecemable debenture stock with some success, but this is
probably drawing funds from savings and other time deposits

alrecady within the financial system.
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directly lend long term money to the productive sector,
should the CFSC wish to do so. It is not possible, however,
to estimate how much additional demand for medium or long
ternm lending will arise which would not be met by the exist-
ing financial institutions even if funds were available, but
which could still represent business of a legitimate risk
level for the CFSC.

Demand for Other Financial Services

Given the reduction in availability of short term credit
resulting from the present unavailability in Antigua of
confirming house credit from England, it would appear that a
market could be developed in Antigqua for the CFSC to do some
sort of inventory financing. However, the uncertainties of
whether and when confirming houses might again begin to
supply credit, the distinct possibility of a regional
confirming house being developed, and the high risk (albeit
high rate) nature of the business will demand that a very
thorough study be done before the CFSC undertakes any such
activity. Likewise, the high risks and expenses of
receivable financing, the high risk and legal difficulties
of providing a true leasing service for specialized equip-
ment, and the unclear level of need for export financing all
indicate that careful prnalysis will have to be done before
attemptina any of these services. Guarantees from a small,
new financial organization such as the CFSC would probably

be of little use at this time and in the near future.
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BARBADOS

Financial Institutions

There are seven commercial banks currently operating in

Barbados. They arvre:

Barbados National Bank

Bank of Nova Scotia

Barclays Bank

Royal Bank of Canada

Canadian Imperial Bank of Commerce
Chase Manhattan '

Citibank

A new bank, the Bank of Credit and Commerce International
(BCCI), has been given authorization to conduct business as
a domestic bank beginning by the end of April. The bank is
controlled by Middle Eastern interests and is headquartered
in Luxembourg, with branches in England, Jamaica, Miami and
the Cayman Islands. BCCI will be primarily an import-export

trading service bank.
Other financial institutions in Barbados include:

Barbados Development Bank

General Finance Corporation

BARFINCOR

Caribbean Develcpment Bank (headquarters)

Latin American Agricultural Development
Corporation (LAAD)

Barclays Development Fund
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deposits, which are predominantly short term, most banks
limit their liquidity and credit risk by extending credit on
a demand basis. Although time deposits represent an
increasing share of total commercial bank deposits, the
majority of deposits are still for terms of one vyear or
less. Several of the banks felt that both their existing
borrowers and recent applicants able to qualify for commer-
cial bank financing have abandoned or set aside plans for
expansion or new ventures because of the lack of term fund-
ing. Even though banks can effectively lend for 3-5 years
while carrying loans on a demand basis, it presents an
unacceptable risk to some potential borrowers and restricts

those whose projects require seven to twelve year credit.

Loan/Deposit Profiles

Quoted deposit rates range from 3% on savings deposits to
11.5% on term deposits, with statutory reserves of 5% on all
deposits.

Most commercial lending is done on a demand basis, though a
few of the banks interviewed do provide term loans for a few
of their better customers. Each of the banks prices loans
about 1 to 5 percentage points over an internal prime rate
(the prime rates ranged from 12%% to 14%% at the time of the
interviews) which is based on their marginal cost of funds
and competitive lending rates. Both term and demand loans
are variable rate, and are repriced whenever the bank's
prime rate is changed. There are no legal restrictions on

lending rates or the movement in variable rates.
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Typically, the lender will seek a full debenture on a firm's
fixed and floating assets to secure its loan. Except in
special instances, none of the banks interviewed take
specific working capital for sole collateral. Some firms
had been financing their inventories through British con-
firming houses until an Export Credit Guarantor recently cut
its guarantees on all credits in Antigua. Banks do not
generally regard current assets as sufficient collateral
because many firms are not incorporated and the title to
inventory and receivables is therefore held by an individual
against whose working capital it is difficult to effect a
specific lien. Another difficulty with inventory financing
is the high cost associated with controlling and monitoring
the flow of goods and receipts. Banks are often reluctant
to finance specific capital equipment purchases when the
equipment has a specialized application which may make local

resale difficult.

Demand for Discounting and Long Term Lending

Although reactions varied from institution to institution
depending on the relative interest of specific lenders in
seeking out new business opportunity, demand for the
discounting facility was generally high, beth to assist with
liquidity needs for short term loans, as well as the addi-
tional need of long term funding sources for long term loans
to the productive private sector. Although soume of the
demand might arise from the existing portfolio of the
financial institutions, most of it would represent new loan
originations to manufacturing companies. It was estimated
that about 20-50% of the demand for discounting in the first
two years would be to relieve liquidity constraints for
short term to medium term lending, with the remainder being
used for loans over five years in term. Therefore, while
the demand for funds to discount loans 1is expected to be

high, there should also be significant opportunity to



ANNEX VI/C
PAGE 28 OF 104

'Constraints to Lending

The primary constraint to lending given by most bankers is
overall economic conditions. Both internal and external
recessionary pressures have limited viable lending oppor-
tunities. Many potential investors have taken a "wait and

see" attitude, until there are signs of an economic upturn.

The banks inability teo provide long term financing was also
cited as a significant constraint to productive sector
investment. Particularly in the tourism and manufacturing
sector, the availability of 1long term financing would
provide potential investors with the loan terms aprpropriate
for acquisition of large capital equipment purchases and
facilities corstruction. Liquicity 1is presently not a
problem in Barbados as loans to the personal and distribu-
tive sectors are limited by the Central Bank; no such limits

have been placed on productive sector facilities however.

Loan/Deposit Profile

The maximum average lending rate is set by the Central Bank
and is presently at 13%. Most of the commercial banks are
paying between 8%% - 9%% for one year fixed deposits, with a
half-point to full point decrease for 60-120 day deposits.
Due to the Central Bank nmandated average interest rate, the

commercial banks do not truly set their own prime rate.

Banks frequently cffcr 3-5 year term money, or loan on a
demand basis with 3-5 year repayment periods. A large
portion of the loans for hotels have up to ten-year renew-
able balloon if the client has met the repayment obliga-
tions, and the bank otherwise considers the client credit-

worthy.
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Demand for Discounting and Long Term Lending

The commercial and development banks are in a relatively
ligquid position due to the Central Bank controls on the
distributive and consumer sectors, along with lagging
tourism activity. The banks have rzsponded by adopting more
aggressive marketing plans for lending to the manufacturing
sector. The medium and long term money offered by the CFSC
was of considerable interest to them, as a source they can
use to more properly fund the medium and long term loans,
while funding working <capital needs from traditional

deposits.

It should be noted, however, that the World Bank is present-
ly negotiating with the Barbados Central Bank to introduce a
rediscounting program which might compete directly with the
CFSC. Although the amount has not been finally determined,
it appears that the World Bank will put about $10 million
into its-facility. The general guidelines and objectives of
their program are more or less the same as those which would
be offered by the CFSC. The commercial banks were, however,
somewhat skeptical of the World Bank program. They stated
that if it is similar to other discount financing schemes
run through the Central Bank it will burden the borrowing
banks with excessive paperwork and provide too small of a
spread for the effort and the risk undertaken. If these two
problems are addressed and resolved, the World Bank program
would be a direct competitor of the CFSC. I1f not the market

in Barbados for the CFSC could be quite large.

The bankers seemed to feel that a 4% spread would be
sufficient to induce them to use a CFSC discounting program

with the banks retaining the commercial risk.
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According to two bankers, the rediscounting demand and
required spread will also hinge upon who bears the foreign
exchange rate and convertibility risk, as few customers will
be willing to accept such an added risk to their investment.
There 1is a lack of confidence in the ECCA currency,
especially with the impending changes in the ECCA central
authority and there have been rumors about a devaluation of
the Barbados dollar from time to time. They estimate that
it will be at least 6-12 months after the new ECCA controls
are in place before that currency is considered stable.
Country risk limitations imposed by head offices further

reduce the likelihood of banks accepting the risk.

Given the favorable 1liquidity situation among financial
institutions here it is likely that at least 90% of the
discounting requests will be for medium and long term fund-

ing, some of which could be done directly by the CFSC.

Other Financial Services

There was little or no optimism shown on the part of the
interviewees concerning other financial services that CFSC
accounts receivable financing, but legal restrictions and
difric:lty of controlling the collateral make it very risky
to provide these services. LLeasing has only a minimal
appeal to business because the tax laws do not make it as
attractive an option as in the U.S. It was felt that a term
loan would serve the same purpose and be less complicated.
Furthermore, the General Finance Corporation would be a
prime competitor for leasing services. All of the banks

said that they already offer export financing.
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To some extent, the market for CFSC rediscounting and direct
lending services will also depend on the aggressiveness of
the Barbados Development Bank and the Caribbean Development
Bank toward the productive sector. Both institutions have
indicated that they have substantial sums of long term money
available for such purposes. With reduced tourism tempering
the demand for hotel financing, and relatively little demand
from the agro-industry sector, both banks could, if they

wished, be a competitive force in this market.
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BELIZE

Financial Institutions

Currently, there are four banks with commercial lending
operations in Belize. Ranked by outstanding commercial

loans they are:

The Royal Bank of Canada
Barclays Bank

The Bank of Nova Scotia
The Atlantic Bank

The government Development Financing Corporation (government
owned since 1973) provides loans, equity funds ana technical
assistance to commercial enterprises and administers the

governments housing and student loan programs.

Constraints to Lending

Currently, the two primary constraints to commercial loan
growth are +tight ligquidity and the security requirements of
the commercial  banks, The banks have managed their
liquidity problems through interbank loans, Central Bank
borrowing and, in rare casees, by bringing in funds from
abroad. The tnited Stater Agency for International Develop-
ment is now considering funding a proposed $5mm commercial
bank diccount window to be orerated by the Central Bank.
wWwhile the <pecific terms have not been settled 1t is
anticipated that the facility will allow spread similar to
that now received by the commercial banks, require that
commercial banks retain all credit risk, impose a three year
minimum term and favor primary agricultural production and

agroprocesaing loans,
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The Dbank's colléteral requirements severely <constrain
borrowing for both expansion of existing businesses and
establishment of new enterprises. . Commercial banks
typically seek full debentur:s on a borrower's fixed and
floating assets or matching fixed deposits to collateralize
their loans. Consequently, the average loan to value ratio
of Belize's total commercial loan portfolio is currently
estimated at 30-50%, e.g. $2.00 in qualifying assets pledged
to secure each $1.00 of borrowing. The collateral problem
is further compounded by the definition of qualifying or
pledgeable assets. Specialized machinery and equipment
which may be difficult to resell locally, for example,
typically will not qualify as collateral. Commercial bank
security requirements limits the leverage available to local
business, thus tying the growth in total available capital

to growth in equity.
Loan/I'.posit P-«file

Both deposit and lending rates are set jointly by the
commercial banks in cooperation with the Director of the
Central Banks and the Financial Secretary. Deposit rates
presently range from 6% for savings to 124% for one year
deposits with statutory reserves of 5%. The prime rate is
currently 16%; commercial loans are priced up to 500 basis
points over prime. Most commercial loans are on a demand
basis, but there are some 3-5 year loans outstanding. In
such cases, while repayment may be spread over five years,

the banks retain the right to call at their discretion.

During the two years ended June 1982, total deposit growth
averaged 16% annually, largely in the form of time deposits,
while total loan growth averaged 19%, As a result, the
total loan to deposit ratio increased from 95% to nearly
100%. '
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Demand for Discounting and Long Term Lendihg

Because of its impact on trade relations with Mexico tradi-
tionally so important to Belize, the devaluation of the
Mexican Peso has created a climate which may hasten the
transition of the Belize economy from its current reliance
on transit trade to domestic production. The recent
devaluation creates an opportunity for Belize to appraise
its existing resources and international comparative

advantages.

There are, however, a variety of obstacles to this

transition, both financial and non-financial.

Hon-Financial Obstacles

The traditional trading mentality of the local businessmen
affects the villingness or ability of many to launch produc-
tive projects because they lack the requisite technical and
managerial skills, and perceive these capital intensive
enterprises as more risky than their traditional trading
activities., Anxicus to wean Belize of its dependence on
transit trade, the government has taken steps to promote
local production such as the imposition of import bans on
specific goods and the creation of an investment promotion
unit within the DFC and an investment task force to appraise

government concessions for foreign investors.

The relatively small population of Belize presents two
problems to potential productive enterprises; a limited
local labor pool and a limited local market for goods.
There is much imported labor now. The governmert has been
liberal about immigration, and has established settlements
for refugees from Haiti and El Salvador. 1In spite of this,

Belize's small population will only support capital inten-
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sive enterprises 'which have access to foreign markets for
their output, enabling them to achieve an economic size of
production beyond that which the local market can absorb.
Other obs:acles include foreign investor timidity due ‘to
political instability in the region, the imposition of price
controls which do not always reflect production costs, and
limited access to foreign markets due to trade barriers,
tariffs and the insufficiency of existing shipping

facilities.
Financial Obstacles

Entrepreneurs who would take advantage of the opportunities
for local productive projects created by the Mexican
devaluation face several financial obstacles, both irmediate
and long term. Most 1important of these are: tight
liquidity, a problem over the past 3 to 4 years at some
banks; the lack of term funds to support loans of 3 years or
more; the low loan to collateral ratios maintained by the
commercial banks (40% is common); and artificially high
rates on both deposits and loans, originally set to stem
capital outflow during periods c¢f high rates abroad.
Furthermore, established entrepreneurs have already
committed substantially all of thei: pledgable assets to the
banks to finance their existing trading activities and
therefore have little to offer as security for new venture

financing.

The proposed discounting facility and direct long term
lending address all but the last two of these obstacles. In
the near term, discounting will ease the liquidity problem
at the commercial banks and allow some of the currently
bankable applications to be financed. Most of the banks
felt that it would take at least a year for them to place
the proposed $5mm AID Central Bank discount funds hecause,

after a long period of tight liquidity, it will take some
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time for applications to begin flowing in again from their
normal commercial customers. The rate at which the Lkanks
can disburse these funds will be further limited by their
ability to review and process applications given their
current lending practices. A discounting facility with a
risk sharing or risk assumption option would likely be more
rapidly used as there appear to be many viable projects now
seeking funding which the banks consider riskier than their
normal credits. Direct lending from the CFSC may provide an
alternative immediate source of financing for these

projects.

The long term prospects for both discounting and direct
lending could be quite strong if the transition of the
economy from transit trade to local production continues.
In fact, the availability of term loans (discounting or
direct) would likely facilitate the shift because Belize's
greatest potential is for agricultural and agroindustrial
projects*, projects typically requiring substantial capital
investments and extended credit terms. Given that the CFSC
will not make loans to primarv agricultural production, and
given that the growth in agroindustrial population (and so,
loan demand) will lag slightly behind the growth in primary
agricultural production, eligible long term direct lending
and discounting demand should strengthen over the next

several years.,

Demand for Other Financial Services

While the demand for long term loans may take one or more
years to develop, there is immediate demand for other

financial services from both existing businesses and new

Currently less than 20% of the land suitable for

agriculture or grazing is in use.
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ventures. The greatest demand appears to be for services
which would work in concert with Belize's existing financial

institutions;

Full or Partial Guarantees: To create a source of funds for

new entrepreneurs and non-traditional enterprises from the
existing commercial banks, which are reluctant to lend
without the security of double collateral or the certainty

of success of traditional enterprise.

Specific Collateral Lending: To provide funds for expansion

or new projects to those firms now fully pledged to the

banks for existing debt.

Leasing: To provide a suitable means of financing for the
capital intensive enterprises 1likely to characterize

Belize's post-transition economy.

Two other needed services were idertified during our
interviews, services which may not be appropriate for the
CFSC in 1its early years. Both anticipate a shift toward

local productive exporting enterprises.

Merchant Banking, while today many of Belize's firms are

family owned, in the next several vyears a trend toward
public corporate owncership seems likely given the transition
of the economy discussed earlier. The productive
enterprises of the future require more capital than
traditional trading and entail more risk. These enterprises
would bencefit from some type of equity market as a source of
funds and vehicle for sharing their risk. Several
interviewees felt that the current generaticn of family
business heirs and entreprencurs is more open to outside

equity than their predecessors,
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Trading Company Activities: Though the potential for

intra-regional import substitution in the Caribbean is
great, and offers Belize a potentially large market for its
agricultural and manufactured goods, politics and logistics
make regional trade difficult. The services of a trading
company with knowledge of each country could make this
market accessible. Producers need both 1local market
intelligence and contacts, and full service shipping and
distribution support. This reyional market could be
critical to the growth of productive enterprise in Belize,
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DOMINICA

Financial Institutions

There are four commercial banks operating in Dominica:

Royal Bank

National Commercial Bank

Barclays

Banque Francaise Commerciale (formerly Banque
Antillaise)

Barclays currently holds the largest share of the commercial
lending market (including distributive sector loans). In
adcdition, the Agricultural and Industrial Development Bank
(AID Bank) and CDB provide loans to firms and projects with
a development aspect to their operations. A Natinnal Dev-
elopment Foundation also exists, providing small loans to

micro-businesses.

Constraints to Lending

Although two of the commercial banks have experienced some
liguidity problems over the past year, two have not. In
spite of the limited liquidity that two of the banks are
experiencing, they are receiving at best a moderate demand
for productive sector loans. However, it was generally felt
that the lack of lon~ term credit facilities does restrict
the pntential for new productive businesses as well as
restricting the growth of certain companies who need
refinancing for longer terms than they can obtain at banks.
The dearth of good potential managers, and the general lack
of equity within the younger population, were also mentioned

as important constraints to productive sector growth.
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Loan/Deposit Profile

Most commercial bank loans are carried on a demand basis,
with repayment terms on some for periods up to five years.
The average bank prime rate at the time of the‘interviews
was 9.5% with actual lending rates ranging from zero to 350
percentage points over the prime on a floating basis. There
are no formal restrictions on lending or deposit rates.

Deposit rates range from 2.5% for savings up to 7.5% on the
longest term deposits (usually over one year) . Reserve

requirements are 7.5% of total deposits.

Demand for Discounting and Long Term Lending

Despite the tight liquidity situation being experienced by
one bank in particular, that bank's manager did not foresee
any opportunity for his organization to discount productive
sector loans with the CFSC due to his perception of an
extremely limited entrepreneurial base and lack of projects.
It is unlikely that the National Commercial Bank or AID Bank
wouid have need of additional funds for productive sector
purposcs. Two of the banks, however, did indicate that they
might be able to use a small to moderate amount of a
discount facility for long term loans to the manufacturing
sector. Again, it was indicated that new, presently unknown
entreprenecurs might wish to expand or form productive sector
ventures once they know that long term capital funds are

available, but this demand is not ascertainable.

Demand for Other Financial Services

No one contacted in Dominica indicated a need for other
financial services with the exception of one person who

mentioned that gquarantees would be helpfui in situations
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where new entrepreneurs had insufficient equity to put into
a project. The same limitations mentioned elsewhere on the
role a newly formed CFSC could play, and the potentially
high risk associated with this service indicates the need
for very careful analysis before proceeding. Other forms of
providing short term credit (export financing, inventory éand
receivable financing), do not appear to he required, and
leasing seems inappropriate for the size of the Dominica
market, especially if other forms of long term capital are

made available.
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ST. KITTS-NEVIS

Financial Institutions

In addition to the St. Kitts-Nevis Development Bank, there
are five commercial banks operating in St. Kitts-Nevis,

ranked by commercial loans outstanding below:

Barclays

Royal Bank of Canada

St. Kitts-Nevis Anguilla National Bank, Ltd.
The Bank of Nova Scotia

Commerce Bank (presently bankrupt)

The Bank of Nova Scotia is the newest, and consequently
fastest growing commercial bank actively competing for local
deposits. Ir addition, the Caribbean Development Bank
seems to be actively pursuing the private sector market in
St. Kitts, with several proposed loans presently under

review.

Constraints to Lending

The two most binding constraints to commercial bank lending

are:
1. The lack of solid, bankable projects, and
2. The lack of term funds needed to make certain
projects viable.
Liquidity is not currently a general concern. During the

past two years, total loans to the agricultural sector have
grown by 50% per year and loans to manufacturing firms by

32% per year despite a1 substantial increase in total
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government horrowings - from 24% to 45% of total commercial
banks loans. The commercial banks have managed to support a
20% annual increase in total lending on deposit growth of
less than 5% by increasing the average loan to deposit ratio
from 63% to 82% during the two year period. Consequently,
in the future, loan growth will be more closely tied to

growth in deposits.

Loan/Deposit Prcfile

Currently 80 to 90% of commercial debt outstanding is for
terms of less than three years. Nearly all commercial loans
are variable rate, priced over a consensus prime rate
established by the banks (9% at the time of the interviews).
Spreads charged over the base rate vary 50 to 300 basis

points. There are no legal limits on lending rates.

Rates paid for deposits range from 2.5% for savings to 7%
for large, long term funds. The majority of the deposits
are for terms of less than one year. Time deposits now
accounts for 43% of total deposits, as both demand and
savings deposits outstanding have decrcased over the past

two years. The statutory reserve requirement 1s 5%.

Demand for_ Discounting and Long Term Lending

All of the banks interviewed expressed a general interest in

the preoposed discount program as it was described to them.

Two were particularly enthusiastic about originating term
loans (five or more years) specifically for discounting.
One bank alene estimated that it could place at least ECS1

million at its marginal cost of funds. One of the banks was

less enthusiastic about the rediscounting scheme because it
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felt that it had ready access to similar development funds
through 1its own affiliate. Another bank supported the

concept 1i.. principle, but had no immediate need for long

term funds.

In addition to the interest shown by the financial com-
munity, the local business chamber was anxious to work
closely with the CFSC to identify and develop productive
sector projects. They also expressed an interest 1in

providing equitv funds to the CFSC.



ANNEX VI/C
PACGE 45 OF

ST. LUCIA

Financial Institutions

There are five commercial banks with operations in St.

Lucia:

The Bank of lova Scotia

Barclays Bank

Royal Bank

Canadian Imperial Bank of Commecrce

National Commercial Bank

Barclays is presently the largest commercial lender, having
30-35% of all commercial 1loans, followed by Royal and the
National Commercial Bank, which has grown rapidly as a
result of stecady Government deposits. Other commercial
credit institutions include the St. Lucia Cooperative Bank
and the St. Lucia Development Bank. The Development Bank,
recently formed through the merger of the local housing and
agricultural banks, has not vet begun to lend but holds an
inherited portfolio composed largely of consumer mortgages.
The bank has targeted agriculture and manufacturing as its

highest priority sectors for future lending.

Loan/Deposit Profile

The local banks price their loans up to 400 basis points
over Ltheir internal prime rates. The majority of commercial
lending is for terms under three years, but the banks claim
that a signifilcant amount of money 14 on leoan for pericds of
3 to 5 years. While commercial prime rates currently are at
13%, the bevelopment Bank seceks an average rate on its new
loans of 12%. Statutory reserve requiremcnts are now at 109
of total deposits,  PFates range from 3% on savings to 114 on

large (over 250,000 FC) taine deposits,
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Constraints to Lending

According to the bankers interviewed, liquidity has become
the primary constraint to increased productive sector
lending, due to government Lorrowing and the policy of
foreign bank branches to limit their country risk. However,
through September of 1982, growth in total commercial bank
deposits ocutpaced the growth in total loans (12.5% p.a. vs,
11.73% p.a.) and the aggregate loar to deposit ratio fell
rrom 101% to 99%, still tight by US und 1local standards.
More recent statistics are not yet available, and may well
show a reversal of this drop. One banker currently has a
backlog of SEC6mm productive sector loans that cannot be
funded. The Development Bank has also accumulated a backlog

of projects prior to beginning operat.ions.

The severe liquidity shortage in most of the financial
institutions in St. Lucia has likely overshadowed another
constraint; the neced for long term funds for some projects,
This type of credit could account for 50% of the rediscount-

ing requests of CFSC might be asked to consider.

The second major constraint Impeding private sector invest-
ment appears to be a lark of management skills. Both the
bankers and local busincssmen felt Strongly that many of the
leading investors are not interested in new ventures because
there is no source of competent middle management to whom

they can turn over their existing businesses,

Demand for Discounting and Long Term Lending

The S5t. Lucia commercial banks appear to be able to absorb a
considerable amount of discounted  funds within the first
year. A larqge portion of these funds would finance the
short term necds of projects now in theis pipelines, but a

substantial amount would also fund long term lending.,
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After the first vyear, the demand for CFSC discount funds
should decrease slightly as the backlog 1is reduced with
perhaps a heavier emphasis on projects requiring substantial
capital equipment and facilities investment. These projects

will also need medium and long term financing.

The level of demand will be further 1influenced by the
generally positive response of fhe business and financial
community to the Government's support of the private sector.
If the actions of Government continue to be supportive, the
effect on the growth of the productive private sector could

be substantial.

rhere was a strong irterest among many of the business
leaders as well as two of the banks in developing agricul-
tural and agro-processing businesses. Many of the inter-
viewers felt that the future of St, Lucia lies 1n :ts

ability to develop these sectors.

In the manufacturing sectors, there 1s interest in not only
the local market, but also 1in the regional market. Two of
the interviewers, for example, were actively exploring the
possibility of exporting to neighboring countries. The
third major productive sector - tourism - apprars to be
somewhat lagging behiind the other two as its sensitivity to
external  cconorne  conditions make 1t a comparatively

unattractive investment at this time,

Othcer Firancial Services

There was no distainct pattern or consensus as far as the
other services that were discussed are concerned, although
any serviees that free funds tor working capaital, such as
receivables financing,  or  provide  financing  of capital

cquipnrent ,  such  as leasing,  would be welcomed by the
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productive sector. CFSC will, however, have to more fully
explore such demand in 1light of the inherent risks and
rewards, legal complications and direct competition from one
leasing corpany presently considering expansion into the St.
Lucia market.
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APPENDIX 2

PROPOSED SERVICES FOR A NEW

DEVELOPMENT FINANCE INSTITUTION
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Introduction

The primary purpose of the proposed development finance
institution (DFI) will be to provide financing for the
productive private sector in the Eastern Caribbean. This
institution is not meant to compete with exlisting sources of
financing in the region, but rather should serve as a new
source which will address the potential unmet, yet viable,
financial needs of this sector. We envision that most of
the resources of the DFI will go toward providing medium and
long term loans and, in selected cases, short term working
capital loans, in order to strengthen und encourage the

growth of the productive private sector in the region.

We also expect that this institution will differ from other
existing lending institutions in the region in that it will
emphasize the merit of a project (future income, cash flow,
etc.) 1in determining the levels of lending which a project
can support successfully. This will result in less emphasis
being placed on the collateral itself, with the desired
result of using the existing collateral to support higher
levels of lending than that which is presently available

from financial institutions.

Besides the traditional lending services which we envision
the DFI  will wundertake, there are a broad scope of

activities which this institution could undertake in order

to achieve its  primary objective of supporting the
productive private sector. In analyzing some of these
potential servlices, we have divided them into three groups;
financing, support services, and trading company activities,
The specific activities in ecach area are discussed in the

following pages.
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Financing

Accounts Receivable Financing

Presently there is little use of accounts receivables as a
financing method in the countries which we examined in the
previous study for the revitalization of the CIC. Accounts
receivable financing can involve either the pledging of
accounts receivable in which the borrower maintains the risk
of a receivable being uncollectible, and factoring in which
the borrower actually sells the receivables to the lending

institution (factor).

Financing through receivables recognizes an asset which the
current financial system, particularly in the LDC's, does
not recognize to its full extent. If it is well managed, it
can serve as a profitable service for the DFI while at the
same time providing a valuable service to the private
sector. While in the United States this type of financing
historically has had relatively low loss ratios, it 1is a
high cost undertaking that requires a sophistic:ted
information and control system to monitor it. It also

requires a skilled staff to operate such a system.

As much as 80% of the face value of the receivables can be
advanced to a horrower when the borrower agrees to pledge
receivables. An arrangement of this kind can stav in effect
for up to three or four years, however borrowers try to
minimize this tvpe of funding since it can be expensive and

more complicated than other financing methods.
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Inventory Financing1

Another service which could create another source of
collateral from existing assets is the use of inventory
financing. 1In many developed countries, inventory financing
serves as a major source of credit and the actual type of
inventory financing used is related to the credit rating of

the business.

Four type of inventory financing are common. The first, a
blanket inventory lien, gives the lending institution a lien
against the inventories of a borrower in return for a
specific loan. This type of financing 1is limited to
customers with good credit rating and this is due to the
tact that the borrower has the ability to sell the inven-

tories; reducing the collateral pledged to secure the loan.

The second type, which provides more protection to the
lender, 1is through the use of trust receipts. The trust
receipt 1s an instrument which recognizes that the borrower
holds specific inventories in trust for the lender. This
method usually requires that the particular inventory items
covered under a trust receipt bhe segregated, and if the
inventory item is used or sold that the funds be transferred
to the lender within a specified period of time. The use of
trust recelpts can be cumbersome in that it requires that a

specific trust receipt be issued for cach inventory item,

1Accounts receivable financing and inventory financing could
be grouped together under one heading called commercial

finance.
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and therefore is usually used in those cases where the
inventorv consists of large, high value, low turnover items.
From the lenders point of view it also requires a sophisti-
cated monitoring system to avoid fraud.

A third type of inventory financing, field warehouse
financing, offers the lender additional security in that the
inventory is physically separated i.to a separate building
or arca which is clearly marked. This method is common when
a bonded warehouse system does not exist. Legally, the
borrower cannot access the invento:y without the lender's
consent. This type of an agreement provides the lender with
a much more auditable system, thus providing the lender with
more security, however, the lender still faces a degree of
risk, especially in those cases where the field warehouse

supervisor is, in fact, the borrower.

A bonded warehouse offers the lender the least risk of the
different methods of inventory financing discussed, however,
it is more inconvenient to the borrower than the other
methods discussed and in the case where bonded warehouses do
not exist it could result 1in an expensive system to
implement. Many countries that have been included in this
study are, however, small enough to be serviced by one
centrally located bonded warehouse. Such a bonded warehouse
could be actually owned and managed by the DFI, or the DFI
could offer incentives to the private sector to undertake
such a project. An indcpendent bonded warehouse system
would be the most cost effective method of implementing an

inventory financing system in the marketplace.
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Leasingl

We believe that there are existing opportunities for the DFI
to offer expanded leasing services in the marketplace,
either in locations not presently serviced by existing
leasing companies or by offering new products not presently
leased in the marketplace. We feel that leasing has many
advantages, both to the borrower and the lender, which are
appropriate to the marketplace. For the horrower, leasing
offers the advantage of being able to acquire a piece of
equipment, building, etc. without a substantial downpayment,
while at the same time paying for the equipment throughout
its wuseful life. The equipment itself serves as the
collateral for the lease, and therefore would not tie up any
existing collateral that the borrower may have. For the
DFI, it has many advantages in that it is a secured
transaction, it broadens the product line which the DFI can
offer, and we feel that there is a large market need for

this type of lending.

One of the major constraints identified in our previous
study was the lack of collateral which could be used to
finance expansion of a successful business, as well as the
unwillingness on the part of many financial institutions to
offer long term fixed rate term loans matching the useful
life of machinery and equipment utilized by the private
sector within the reqgion. Leasing provides the vehicle

which could address this constraint in part.

Implementing a leasing system would require the resources of
a person familiar with the complexities of leasing. Also,
an ongoinyg monitoring system is necessary as in the case of

traditional lending, to protect the lender.

lFull payout financial leases.
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Export Financing Services

Another constrained identified in the previous study was the
limited regional market size and the’difficulty of accessing
other larger markets. Part of this problem is due to a lack
of skills and resources necessary to penetrate the export
markets and this 1is discussed under "Trading Company
Activities". Another problem associated with the export
markets is, however, the requirement of being abhle to
maintain and finance large 1inventory levels (to meet
shipping schedules and the larger export market demand) and
also to finance the receivables which may arise through
export sales which tend to have a longer collectible period
than those within a domestic market. The problem of
financing both raw material and finished good inventory
could be addressed by some of the alternatives which we
discussed under inventory financing, however the problem of
financing accounts receivable would be more complex since
the credit rating of a buyer outside cf the region might
have to be assessed before financing that receivable. In an
effort to promote exports for the region, this institution
could work with the traditional financial network in order
to quickly and efficient.y establish creditworthiness on

export sales.
Syndication

In a few cases where an individual loan is too large to be
handled by the DFI, whether the recasons of risk, lack of
funds, or an imposed lending ceiling, it would be possible
for the DFI to help arranage a syndication of the loan in
vhich a number of sources would pool together the necessary
funds. The responsibility for forming such a syndicate, as
well as the analysis of the project and the monitoring of
the loan, could be undertaken by the DPI,

\k;\
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Such an ability might be desirable in those situations where
a major project, in need of some financing, is being
contemplated for the region. These large projects are
usually backed by experienced, multi- national firms which
would have access to traditional lending sources on their
own. On a smaller scale, however, and especially when
operating in countries where the existing financial network
has an excess of funds, it may be reasonable for the DFI to
participate out a portion of the lending to other 1local
institutions. In this way, the DFI can help provide
financing to a project which otherwise might not have been
financed, while at the same time limiting its exposure to
the individual project and leaves a greater portion of the

DFI's resources available for other projects.

Direct Equity Investments

It is our belief that in many cases the constraint for
expansion or the start up of new projects is due to the lack
of sufficient amounts of cquity on the part of the investor.
In these cases it is possible that the DFI might take a
direct equity investment in the project. This type of
investment could take place on a limited basis as long as
the risks to the DFI were well understood.

In our previous study, we found a major unwillingness on the
part of many private sector organizations to accept this
type of investment., In interviews with secveral firms in
which the CIC had tal.or equity investments, we found tlat
one oi the problems was that no provision was ever made for
the divestiture of the cquity participation on the part of
the CIC. If an equivy participation were well defined,
perhaps in the form of preferred stock with specified

dividend payments and specific repurchase terms the market
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might be more willing to accept this type of investment, but
on a more limited basis than that undertaken by the CIC.

The skills necessary to take an equity position are similar
to those skills which are used in the traditional lending
function, and therefore providing such a service could be
done at little or no additional cost to the DFI.

Support Services

Cash Management Services

lany new busiresses fail because they do not utilize the
resources that are available to them in the most cfficient
manner. Althcugh cash managemeat services are usually
associated with large and sophisticated corporations, cash
management can be as simple as expediting collection and
check clearing, slowing down disbursements, and taking
advantage of timing differences between cash inflows and
cash outflows, In its simplest form, we see (hat this
service could be limited to training in cash flow planning
so that investors can take advantage of the timing
differences between inflows and outflows and insuring that

short run excess are productively invested.

Training in cash management could be offered directly
through the DFI, or contracted out to local accountants/
consultants.  This training could be limited to a series of
bricf, one-day seminars used to educate the management of
local companies as to the techniques which could be utilized

and the benefit to them of using some of these techniques.
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A second and more complex arrangement might involve
contracting Jocal consultants/accountants to actually work
with investors on a limited basis.‘ While this alternative
would be more expensive to implement, it would also address
the particular needs of investors and could also provide

greater fecedback to the DFI on the status of its borrowers.
Financial Advisory Services

Wherecas cash management is concerned with working capital
items, the emphasis in a financial advisory service would be
on long term funding sources and capital structure. These
types of services could also be limited to seminars or could
also be expanded to provide individual advice in those cases

where the amounts of money are substantial.

The specific service in this area that is most needed in the
marketplace 1is in the areca of project organization and
appraisal whether it is for new projects or for expansion of
existing companies.  In our previous study, many commercial
bankers, as well as development institutions told us that
many projects which were presented for consideration are
poorly prepared and organizod. These financial institutions
also appear to offer very little in terms of adviee towards
the preparation ot project proposals, since it is time

consuming and costly,

Advice in thi-. area,  however, would not necessarily be
limited to project proposal preparation., Other arcas which
could be covered would inelude advice on structuring joint
ventures, sources of additional equity, lease versus buy

analysis and other sources of long term tunds,
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Acting as an agent for firms seeking additional funds, the
DFI could also work as an agent to place relatively large
amounts of equity or debt directly with private investors,

local insurance companies, pension funds and others,
Guarantees

In cases where a company has an acceptable project, but may
not have sufficient collateral or equity to obtain financing
from the existing financial system, the DFI could pProvide
pPartial gquarantees to other financial institutions, for a
fee, in order to ¢éncourage the transaction. The advantage
that this has to DFI, is thai it could use existing project
appraisal staff to cvaluate the Project in auestion and make
recommendations as to whether or not the guarantee was
appropriate. The greatest weakness in undertaking this type
of activity is that if it g not adequately monitored, the
risk to the DFI could be very high, especially when compared
to the relatively small fee which results from this type of

business.

As a result of our previous study, we felt that a gualantee
Program through the commercial banking system would be of
very little benefit., This was due mostly (o the perceived
aversion on the part of lenders and borrower:;. However,
guarantee programs have been utilired successfully in other
countriecs and a1t g possible  that it 3v 4 structured
correctly it would be of great benefit in opening  up oan
additional source of funds through the existing financial

network.
Business Advisory Serviceg

In an coffert to assist €xisting businesses in their
expansion programs, as well as helping to establish new

59 OF1n4
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ventures, the DFI may wish to organize a system by which
firms could access quickly and efficiently a series of
experts in specialized functional areas that could provide
practical advise on a timely basis. As a result of our
previous study, we were abl: to identify several companies
which were in need of outside assistance, but did not know
how to access it or could not afford to contract for the
service in a cost effective manner. Some of the
specialized, functional arcas that we envision under this

program are listed below:

Production management,

Energy and facilities management,
Operations management,

Data processing administration,
Project management,

Packaging,

Export opportunities,

Such a program might be justifiable if the DFI could arrange
to contract with o firm that cou'd provide some basic
services in these areas on a cost effective basis. A second
approach night center around the use of seminars to provide
general information and assistance in these areas. This
approach would be more cost effective in that it would reach
a larqger population at one time, however, 1t could only work

toward solving specitic problems to a Limited degree.,

Trading Comnany Activity

Traditional Scervices

The DFI «ruld provide the services traditionally associated
with a trading company group. These services would include

the collection of general market data and 1intelligence,



ANNEX VI/C

PAGE

development and enforcement of product quality standards,
and the identification of buyers and distributors for local

products.

The major benefit of forming a trading company would be in
the arca of export promotion. By grouping a series of small
produccers under one roof for export purposes, a trading
company can achiliceve economies of scale which would in turn
benefit all oif the individual companies. One example would
be for the trading company to group small, like-commodity
producers in order to approach the export market as a single
seller. This would allow access to the exports market where
the volume needed to support such an activity would be too
large for any single producer to handle. By developing and
enforcing the preoduct quality standards,  the  producers
themselve:s would benetit through higher and more consistent

rices than might otherwise be available to them,
]

Other trading company activities might center on increasing
the value added of products before they are exported and
export tinancinc and related services could be provided
throuqgh linkages through the DFI's  lending and  support

operations.

01l
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APPENDIX 3

INTERVIEW GUIDE
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DISCOUNT FACILITY

I. Eligibility Criteria

1. Loan Recipient - Productive Sector

a) Manufacturer for export

p) Manufacturer for import substitution

c) Agro-Industry (excluding sugar, bananas and pea-
nuts)

d) Tourism

e) Support services for the productive sector
U.S. source/origin requirements may apply if USAID
funds are used to finance foreign goods and/or

services,

2. Loan Purpose

All: Working capical, machinerv, fixed assets, includ-

ing refinancing for expansion.

3. Loan Tenor

All: Short, medium and long term. No outer limit yet
scet but could be as long as 15 years for legiti-

mate reasons.

4. QOther Factors

a) Loans may be originated by the bank specifically
for discounting, including loans which a bank
would not otherwise make, such as  long  term
credrts,

b) Mere will be no limits on the rate the bank
charsges to 1ty customer,

c) No minimam si1ae hay been set, and it {8 unlikely
that a maxipnum size will be sot.
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I1. Terms

1. Rate
a) Funds provided on fixed or floating rates to match
movement of underlying loan rate.
b) Discount rate will be rationally established based

on bank's cost of funding and servicing loan, or
based on actual market demand.

2. Credit
a) The commercial risk for the discounted loans will
in most cases remain with the bank, as will the
loan servicing.,
b) In selected instances, the CFSC may wish to share
Oor assume the risk of some loans which a bank

would not hold in its portfolio,

III. Administrative

1. Documentation

a) Sismple but adequate to determine proper use of
discount funds.

b) More complicated in cases where CFSC takes
commercial risk, as CFSC will have to do credit

review themselves.

2. Servicing
a) Simple reports to CFSC when bank takes commercial
risk,
b) CFSC will service or closcly monitor loans when it

takes the commercial risk.,
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DIRECT TERM LENDING

Term Debt
Direct lending for periods of over five years up to fifteen
years where appropriate. Loans would rave the same basic
criteria as those under the discount facility. Participa-
tion in term loans originated by others, or syndication of
large loans to others will be consider~d.

Participations which allow banks or other short and medium
term lenders to rece.ve payments prior to the CFSC being

repaid might also be ¢ 1sidered.

OTHER . "NANCIAL SERVICES

I, Accounts Receivable F.nancing: Short term loans col-

lateralized by accounts receivable. This type of
tinancing will be possible only insofar as there are

receivables from creditworthy companies or individuals.

II. Leasing: Full payout or operating leases, limited to

equipment which has an easily accessed resale market.

III. Export Inventory Firancing: Short term loans col-

lateralized by inventories.

IV. Guarantees
In cases where another financial institution would be
willing to make financing available to a productive
sector company with the added inducement of a
guarantee, the CFS8C would be willing to consider so
doing, for an annual fee. This will be most attractive
in situations where a company 1is almost creditworthy
under commercial bank standards, but may lack suf-

ficient collateral or equity for the project.
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APPENDIX 4

MODEL DESCRIPTION
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MODEL DESCRIPTION

Introduction

In order to measure the financial impact of different
assumptions on the operations of the CFSC, a computer model
was designed which will allow the user to change certain ke
variables and develop a projected set of balance sheets,
income statements and sources and uses of working capital
statements. The model also provides the user with a summar
set of ratios which makes the analysis of the financial
statements easier. The model covers a ten-year time horizon
at the r=quest of USAID, and it will simulate the projected
operatcions of the CFSC over that time horizon.

The model does not reflect end of year amounts for most
balance sheet items, but rather an average amount
vutstanding during the period. This is necessary in order
to simulate the probable occurrences on the income

statement.

A detailed description of the computer model assumptions is
provided in this appendix. It is important to understand
how the computer model behaves and simulates the financial
activities of the CFSC ir order to understand the financial
analysis and its implications. The detailed assumptions are
provided below starting with the balance sheet first, then
the income statement, and then the sources and uses of funds

statement:

Balance Sheet

Cash - Cash snown on the balance sheet is a
function of operating expenses. In each scenario

it is set to equal 1 month's administrative
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expenses. The amount of cash on the balance sheet
is controlled by the variable CA on line 215.

Fixed Deposits - The model uses fixed deposits as
a repository for all excess cash. The model will
not draw down directly on the USAID loan to place

fundz in fixed Jdeposits.

Interest Receivable - Average interest receivable
is estimated by the model to equal two months
gross operating income. The amount of interest
receivable shown on the balance sheet is

controlled by the variable IR on line 260.

Loan Portfolio ~ The loan portfolio has been
broken down into four independent portfolios for
purposes of our analysis. The amounts shown in
each portfolio are a function of the annual
disbursements, the grace period on the principal
payments and the number of years the loan will be
paid back in, in addition to the grace period.
The model assumes that loans are paid in
semi-annual principal installments. Each loan

portfolio is built up as follows:

Discounting

Data 500 Annual disbursement
Data 505 Grace periods

Data 510 Repayment periods
Data 515 Annual disbursement
Data 520 Grace periods

Data 525 Repayment period



Direct Lending

Data
Data
Data
Data
Data
Data

Creative Financing

530
535
540
545
550
555

Data
Data
Data
Data
Data
Data

Other

Data
Data
Data
Data
Data
Data

Reserve for lL.oan Losses -~ The

560
565
570
575
580
585

590
595
600
605
610
615

Annual disbursement
Grace periods
Repayment periods
Annual disbursement
Grace periods
Repayment periods

Annual disbursement
Grace periods
Repayment periods
Annual disbursement
Grace periods

Repayment periods

Annual disbursement
Grace periods
Repayment periods
Annual disbursement
Grace periods

Repayment periods

ANNEX VI/C
PAGE 69 OF 104

reserve for loan

losses is made up of the accumulated provision for

losses taken in every year,

loans written off in every vyear.

less the amount of

For purposes of

our analysis, the amount charged off is equal to

2/3 of the provision taken two years earlier.
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The amount charged off is controlled by the
variable WO on line 295 and the lag in charge off
is controlled by the variable DL on line 235. The
amount charged off in a year is subtracted from
each of the four portfolios in proportion to the
total of gross loans.

Current Liabilities - Thisg amount is made up or
1/¢ month's operating expenses controlled by
variable AP on line 210 and three months' interest
payable controllecd by the variable IP on line 255,
Three months' interest Payable is assumed to be
the average amount on the balance sheet given that
interest on all debt is to be paid semi-annually,

USAID Loans - USAID Loan #1 is a function of the
gross loans disbursed by the CF3C. All new 1loans
made by the CFSC are funded by the USAID loan
until the maximum amount has been reached or the
draw down period on the loan has expired. The
maximum amount available is controlled by the
variable AD on line 200, and the draw down period
is controlled by the variable DD on line 225,
USAID Loan #2 is not used in this analysis,

Other Long-Term Debt - Once the USAID loan has
been used up or the draw down period has expired,
the model will bhorrow additional money only af'or
exhausting all excess cash kept in fixed deposits.
The amount in this category provides an indication

of additional borrowing needs under each scenario,
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Paid-in Capital - The model reflects the projected
amounts of paid-in capital 1in any given year, both
on the balance sheet and in the sources and uses
of working capital statement. Additional paid-in
capital can be programmed in on data line 630
manually, however, if the debt to equity ratio in
any year exceeds the maximum allowed of 6 to 1 the
model will automatical'y force additional paid-in
capital in increments of $100,000. The debt to

equity limits are set in in data line 625.

Retained Earnings - the model computes retained
earnings in any year by taking the previous year's
retained earnings, adding in the current year's
net income and subtracting out any dividends peid
during the current year. The amount of dividends
paid is controlled by specifying the percentage of
net income to be paid out 1n data line ¢z0,
although no dividends will be paid unless the
curren. and previous two ycar's net income has
been positive. For purposes of our analysis, no

dividends have been paid out.

Income Statement

All interest income and expenses are computed on a constant
interest rate forecast. The relative rates for each type of
interest income and ecxpense can all be controlled

independently by the user.

Fixed Deposits - Fixed deposit income is computed
on the average balance in the fixed depesit
account on the balance shecet. The interest rate

is controlled by the variable FD on line 245.
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Loan Portfolios - The income on all four
porttolios is computed by taking thec average
balance outstanding in each category in every
year. The interest rate for each portfolio is
controlled by the variables h(26,0), A(27,0),
A(28,0) and A(29,0) on lines 265, 270, 275 and 280

for portfolios one through four, respectively,

Interest Expense on the USAID Loan #1 - The amount
of interest charged on the USAID loan is based on
the average outstanding balance in every vyear.

The amount of interest charged is controlled by

the variable Al cn line 205,

Other Long Term Debt - Interest expense on other
debt is computed on the average balance
outstanding in every year. The interest rate
charged is controlled by the variable OD on line
285 of the program.

Provision for Loan Losses - The amount taken as a
Provision for loan losses is controlled by the

user with variable PL in line 290, and is taken on
the gross loans outstanding before the charge off

in each year.

Operating Expenscs - Operating expenses are input
directly into the model by the user on data line
635. During the first three years of operating an
actual dollar amount 15 1input. After the first
three vears a percentage is input which calculates
administrative expenses as a function of the year
end balances in direct lending and creative

financing,
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Sources and Uses of Working Capital

Sources of working capital are broken down into four
categories by the model: Operations, Provision for Lran
Losses, Paid-in Capital, and Increase in Long-Term Debt.

The uses of working capital are broken down into two
categories: HNet Loans Placed (adjusted by the provision)
and Dividends Paid. The model computes these amounts in
every vear by looking at the actual changes on the balance
sheet, the actual amounts on the incomec statements and the
Data lines in the computer model. The net change in working
capital is the change in current asscts minus current

liabilities on a year-to-yeal basis.

Yield Analysis and Ratio Analysis

The yield analysis computes the major income statement
categuries, as a percehiagc of averagc gross loans
outstanding in every year. The yield analysis facilitates
the comparison of differcnt scenarios and the comparison to
other DFC's. The ratio analysis summarizes the returns as
well as computing the debt to equity ratio in every vear and
the reserve to gross loans outstanding at the end of every

year.
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APPENDIX 5

COMPUTER SENSITIVITY ANALYSIS
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CARTEREAN FlNaNCIAL SR ICES CORPORATICN
5 {EHR SRAZE rERIOD OM USAID L3AN

JJELD AMALYSIS:DASel O o ERWB® GRCSS LORKS w0 77D CEPCS]TS

[NTEREST THIERr 1 FFOVISION NET OF.INCONE  ADPINISRWVIVE  KE!
YEAR INCOAE EYFENSE ERPENSE LESS FROVICION EXFENSE INZOME
1984 10 o4 3 1 13,4 =33
1138 U 33 .B 6.8 5 Y
1988 113 AP 9 0.8 b] 1.8
1887 11.8 Jed 1.1 7.4 4.5 3
1969 120 3l 1,3 1.9 3.2 2.8
1989 13.4 AN | 1.8 8.2 5.3 2.7
1990 13,9 17 2 8.2 5 3.2
1¥51 .2 L9 21 .. LI 2.9
1992 14.3 4.1 2.1 .1 3.3 2.8
199! 1.3 43 NS 1.9 3.3 2.8

RATID ANALYSIS

RETURN FETURN DEBT T0 FESERVES 10
YEAR ON AS5SETS 8 G ECUt!e d gaul iy GkOSS LCANS
1934 -3.3 -112 1.9 .3
1963 1.4 3.4 3.5 9
788 1.8 5.5 49 1.3
19€? .9 17.1 47 2
1988 2.8 14,9 41 2.0
jeas 2.7 13.8 { )
1830 12 1o 3.9 L
1991 \ 1.3 37 4.9
1ee? 2.8 13,3 A 5.3
199 & 12:0 7 57

) NOTE: BASED ON AVERAGE BALANLES
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)
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[9c6 11,3 1,5 7 5.9 5 g
1587 11,9 i.2 1.1 5.0 5.5 2
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198§ 13,4 4.2 1.8 1.4 5.5 1.9
1970 13.9 4.4 2 258 5 209
| 14,2 4.5 0l 1.4 it 2.
1952 14,13 4.5 ol 7.6 aHid 2.3
1793 14,3 i.0 P 1.6 ) S

RATIO ANALYSIS

RETURN PETURN DEBT T0 RESERVES TC
(EAR ON RSSETS ) on EQuITY 8 EQUITY GROSS LOANS )

1984 -5.§ “12.4 2 .5

1985 5 1.9 347 9

RET 9 47 53 1.5 )
1587 2 12,8 5.4 3

1983 1.8 11 5 2.8

198 1§ 11,8 5.1 3.6

1990 2.5 F3 5 4.3

1991 2,4 14,1 1.8 4.9

1592 04 I35 1.7 3.3

1993 Ao 13,1 4,7 9.7

§ NOTE: FASED ON AVEKAGE EALANCES
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YEAR

1984

198%

1986

1987

1583

1989

1990

1991

1992

1993

YEAR

1984

1985

1985

1987

1988

1989

1990

1991

1992

1993

INTEREST
INCONE

9.9

RETURN
ON ASSETS #

3.1

3.2
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[rPIBREAN FIRANTTIAL SESVICES TORFORRTION
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194 10 2.4 b ? 1.4 <.
1435 i 7 3.5 ! 6. ; 12
1986 1.3 LS 12 ) 5 1.4
1987 1.8 1.3 14 1.1 1.5 2.7
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1991 14.2 3.0 26 ) .2 28
1992 14.3 1.8 2.7 7.9 5.3 2.5
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1393 ol 1.6 39 |

¥ NOTE: BASED ON AVERAGE BALANCES









1589

199

199}

1992

1993

1EAR

1984

196%

1936

1947

1988

1989

1590

1991

1992

1993

CARIEBEAT F1upbLTnd CCk,

DIVIDEND Fn 2T A7

e
“dn

VES CORFGRGTION
OF NET it GHE

PIELD Rialv3 I8 bRZE0 DN AVERAGE 37U3E LOANS mdl FIVED DEJS]IS

INTEREST
IHCCHE

19

19.7

1.3

11.8

12.7

13.4

14,35

RETURN
ON AESETS 4

INTEREST FRGYISION
EYPENSE EXPENSE
204 ]

3.5 .8

k] .9

M 1.1

3 1.5

3.4 1.8

AN :

3.8 2.1

i 2.1

i1 2.1

RETURN
ON EQuI

-11.2
5.4
9.5
1.3
15,3
13
18,1

16.8

RATI0 ANALYSIS

LEBT T0
Ti ¥ EQulTY

1

3.3

‘.5

4’5

4.5

4.4

4.5

4.5

NET QOF . INCOME
LESS FROVISION

T

3.4

6.8

7.4

1.9

8.2

8.2

RESERVES 10
GROSS LOANS

.3

.9

1.5

n
I3

5!7

# NOTE: BASED ON AVERASE BALANCES

ACHINIZTRATIVE
EXFENSE

ANNEX VI/C
PAGE 98 OF 104

NET
INCONE

5.3


















1EnR

1963

1984

1v8;

Ic¢e8

1%8¢

1£4R

1¢34

1785

1q7

1788

1457

1979

1991

1992

1993

CRECBEERN FInatiD AL ks

DIVIDEND PavCyr 4

VIELD AMALYSIS: :znce; N WVES

INTErEST
INCORE

10

S ]

]Uo

1.3

.13"
13.9
14,2
14,3

14,3

RETURN
ON AS3ETS 4

3
ol

1.4

Mgeen FROVISION
EYFENSE EXPENSE
2.4 ol

nE .8

3.3 9

3.3 Il

34 1.5

3.8 1.8

3.9 2

4Ll a1

4.3 21

4,5 1

RATIO ANALYS]S

RETLRN DEBT TD
ON EQUITY o Equlry
112 09
3.4 135
9.5 4,9
1.7 34
16,4 3.9
16,9 )

At 44
0.2 &4
19.3 6,7
19.1 6.8

125 CORFOR, 10N
5L OF PRID N (roiTaL

hEE SR0IS L0ans anp FITED JEPQSITS

HET OP. INCCME
LESS FROVISION

7.1
$.9
608

1.4

FESERVES 10
3P0S5 LOANS

15

.9

"J
‘.9
3.3

5.’

¥ NOTE: pasep py FVEPAGE BALANCES

A-92

ANNEX VI/C

PAGE '104 OF

AUPINISTRAT]VE NET
EXPENSE IWCONE
12.4 -5.3
3 |
L) 1.9
4.5 2.9
3.2 &E
5.5 2.5
3 2.9
5.2 &7
3.3 o
.3 P |

A\ Arthur D, Little, Inc.

104

C



ANNEX VI/D
Page 1 of 10
ECONOMIC ANALYSIS

I. Macroeconomic Considerations

e private sector wank or "financiera" to be established under
this project will provide to private 1nvestors in the prouuctive
sectors of the English-speaking Caribbean a wide array of
non-traditional financial services, incluuing, amony others, (a)
term financing via term loans up to 12 years, and (b) other services
which may consist of working capital financiny, leasiny, venture
capital and guarantees. The services provided under this project
are expected to have a siynificant positive lipact on investment,
employment, GDP, and the wvalance of payments. Ally increase 1n
investment , cmployment, GDP and forelyn exchange earnings woulu help
arrast the economic staynation 1in  the EBastern Caribbean, ihe
Eastern Caribbean has been tard hit by a number of adverse external
economic developments recently, most notably the recession in North
America and Western Lurope and the appreciation of the U.S. dollars
against Western European currencies, 1n particular the pound
sterling.

A Investment

Growth of private manufacturing* investment--both foreiyn
and lndigenous--is required 1if (a) output increases are to be
achieved, (b) additional employment opportunities to be provided,
and (c¢) toreiyn exchange to be yenerated, Already siguificant
increases in foreign investment have been achieved in the regiomn.
These increases primatrily have tuken the torm ot fcreiyn enclave
operations, which have linked toreign private capital and knowhow to
trainable, highly educated, iow cost domestic labor torces. On the
other hand, concauitant increases have not taken place in investment
Ly indigenous concerns.

Initially, private manufacturing investment in the reyion
primarily took place on an inport-substitution  basis  behind
CARICOM's camnon external tarift (CXT). The states, however, Lound
it difticult to compete behind the taritf{ walls on worlda narkets.,
In response Lo the difficulty, the states turned to toreiygn enclave
operations, 1hese  operations  have  tared  remarkably  well, In
addition to high quality, low cost labor supplies, the operations

*jost of the clients of the private sector bank are presumed to be
manufacturing concerns.,



Lhave Dbeen attracted oy the region's  political stability, well
developed economic infrastructure, extensive fiscal incentives,
pProximity to the U.s., and liveral treatment under the Multifiber
Agyreemenl (MRA) . Garments dud textiles and electronic comporient s
tiave  bLeen  especially  successtul. Foreign enclave operations in
Jathents dnd  textiles were established 1n  all states, while
Barbados, Montserrat, st. Kitts and St.Vincent became active in the
assenvly of electronic components. By operating on a market latger
than the CARICOM narket, the toreign cnclave operations were able to
achieve econouies ol scale and, hence, to grow rapidly.

While the foreiyn enclave operations have achieved a
lieusure Of success, indiyenous privdate investment has staynated. We
exipect the services to be provided by the propoused private sector
wank - to  boost  indigenous PLivate investment . Substantial
oppurtunities for indigenous investment lie in the areas of light
LEdUSEry, agro-processing, and tour ism.

Under this project, USATD will be providing a $12 million
loan and & $400,000 yrant; the region's private sector will be
turnishing equity turds of $2 wmillion to the Lank. With a total
inancial buching ot more than $14 million, we project loan volume
ol 2.6 million in 1984, and $28.7 millioci over 1984-93. (see
tullowing table).

Private sector Bank: Gross Loan Volume

(Ust)
AUTAL #8,701,138
1954 2,600,000
1985 4,200,000
1986 3,559,957
1987 2,658,217
1988 1,696,308
1989 2,079,075
1590 2,690,089
1991 24,333,059
1992 3,108,098
1993 3,314,035

FOr two reasons, these data on gross loan volume represent only a
portion of the total i1nvestment that the private sector bank is
expected to generste,  First, o portion of tie private sector bank's
toans will go to concerns who traditionally have not had access to
comtiercial bank credit,  The avallability of lonyg term credit froom
the  private sector  bank may make these concerns eligible for
Coltircial bank Linancing that otherwise would not have been
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available. To the extent that these concerns inay now also secure
fungs from commercial banks, the private sectour bank will generate
investment above and beyond the value of its loans. Second, in
addition to securing loan funds, enterprises in financing projects
also make equity contributions. For instance, in Barbados, equity
financing represents anywhere from 25 to 50 percent of total project
financing. In sun, we project that for every dollar of loans
extended by the private sector bank $1.75 of investment will be
generated. Thus, we estimate that over 1984-1993 the private sector
bank will yenerate gross investment of $52.1 million (see following
table).

Private Sector Bank: Gross Investment

(US$)
TOTAL 52,148,000
1984 4,550,000
1985 7,350,000
1986 6,244,000
1987 . 5,059,814
1988 3,434,000
1989 3,817,000
1990 } : 4,967,000
1991 . 4,431,000
1992 - 5,980,000
1993 6,316,000
B. Employment

Unemployment and underemployment are two of the most pervasive
problemns in the Eastern Caribbean. Open unemployment rates range s high
as 27 percent (St. Lucia) and 30 percent (Jamaica). Amony some sectors of
the populace the rates are much higher. For instance, youth unenploynent
rates range as high as 50 percent. With the cconomic deterioration that
has taken place 1in the reyion over the past several years, the
uneployment problem is becoming especially severe. For example, in 1982
the unemployment rate in Barbados increased 2.7 percentage points to 13.6
percent.

We expect this project's activities to have a significant impact
on employment. Most enterprises in the region opt for labor-intensive
technoloyy; while labor forces are well trained and highly educated, tliey
are low cost, especially in the LDCs. (ousequently, the incone-yenerating
capital created by the bank will provide substantial uew employment
opportunities.
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T estimate the employment to be generated by the bank, we
ueveloped empirical data on investment capital per job. In 1981, the
Barbadoz  Industrial Development  Curporation (BIDC)-~the country's
industrial promotion agency--attracted investment capital totalling over
$5.0 million; the investment capital resulted in the creation of 585 new
full-time jobs. Conseyuently,on the average the 1investment capital per
Job was $9,602 with the fiqure ranging from $1,327 for an apparel
inuustry, $5,462 tor resistors to $15,882 for nachine tools. For the East
Curibbean LICs, Jamaica, and Guyana, we eXpect the investment that is
reguited to create a job  to be somewhat lower than for Barbados because
of lower labor costs in these countries.in su, we project that across all
the Bastern Caribbean states that eacl full time Job will require on the
average 1nvestment capital of $8,000. Consequently, the investment
capital induced Ly the private sector bank divided Ly the $8,000 yields
the number of permanent full time Job~years generated Ly the bank.

Biployrent  also will be generated tenporarily when  plant
facilities are erected. We estimate that erection of tacilities will be
roughly 50 percent ot investment; for instaiice, in Barbados, construction
ot facilities range trom 30 to 70 percent of total investment. We also
estilate that one nan year of construction enployment will be generated by
$25,000 of construction.

To  project total employment earninys, we wused data on
Ianutacturing wayes, as a proxy for wages derived in the full time jobs
created Ly the bank, and construction wayes, as a neasure of the wayes
secured 1n the temporary jobs produced Ly the bank.In Barvados, average
cnnual wages in wanutfacturing and construction are, respectively, $4,000
and  $5,0U00. Por the reygion as a whole, we expect that wayes will be
roughily one-third lower or $2,700 for manufacturing and $3,400 for
construction,

[ sum, over the next ten years, we estimate that the private sector
bank will yenerate 36,948 job-years of employment and earnings of$100.5
million (see table below). ‘'hese data are very conservative. They only
account tor tirst round effects. Ay multiplier eftects would add
significantly to the employment and farnings estimates.


http:countries.ln
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Ey1vate sector Bank: Eploynent and
Bploynent Ldlﬂlngb Generation
Manu- Con- Manu~ Con-
Total facturiny struction Total facturing struction

Enploynent Biployment — Eiployment  Earnings  Earnings  Earnings
(Jo-Years) (Job-Years) (Job~-Years) US$H(000) US$(UOD) Us$(000)

TOTAL 36,948 35,909 1,039 100,488 96,953 3,535
1984 91 0 91 309 0 309
1985 716 569 147 2,036 1,536 500
1586 1,556 1,431 125 4,289 3,864 425
1987 2,163 2,062 101 5,910 5,567 343
1988 2,535 2,468 67 6,892 0,064 228
1989 2,683 2,607 76 7,297 7,039 258
1990 2,850 2,751 99 7,765 7,428 337
1991 3,078 2,991 87 8,375 8,076 299
1992 3,223 3,103 120 8,786 8,376 408
1993 3,478 3,352 126 9,478 9,050 428
1594 3,569 3,569 9,636 9,030
1995 2,917 2,917 7,876 7,876
1996 2,322 2,322 : 6,269 6,269
1997 1,819 1,819 4,911 4,911
1998 1,394 1,394 3,764 3,764
1999 1,032 1,032 2,786 2,786
2000 713 713 1,925 1,925
<001 497 497 1,342 1,342
2002 233 233 629 629
2003 79 79 213 213

C. Real Qutput

As of year end 1981, GDP per capita in the Eastern Caribbean ranged

from St. vincent's $660 to $3,700 in Barbados with most countries well under
$1,200. Over the past year, little, if any, increases in real output have
been recorueu in the reyion. Barbados--the wealthiest country in the
region--has !wen osgpecially hard hit.,  ‘he region yrelying lieavily on
tourism, lighit industry, sugar and bananas, has been hard hit by a nunber of
adverse external, as well as domestie, econonic develomients.
In sum, while we do not expect the private sector bank to arrest coupletely
the region's economic decline--only a recovery in the industrializeu states
of the West 1is capable of doing that--we do anticipate the bank to make 2
start in the right direction.


http:recor.wj

ANNEX VI/D
Page 6 of 10

According to our projections, the private sector bank will produce
increases in GNP in 1985 of $1.5 million rising to $9.7 nillion in 1994,
Ihese projections are based on the assumptions (a) that investments bLecome
industrial capital in one year's time, (b) a 10 percent depreciation rate,
and (c) an estimated yross return on capital of 34 percent.  (For
uerivations of the estimated return on capital, see cost-benefit analysis
which follows.)

Private Sector Bank: Income Generation

(US § 000
10TAL 97,666
1984 0]
1985 1,547
1986 3,891
1987 5,610
1988 6,713
1989 7,091
1990 7,484
1991 8,137
1992 8,439
1993 9,118
1994 9,707
1595 7,934
1996 6,315
1997 4,947
1998 3,790
1999 2,306
2000 1,938
2001 1,352
2002 633
2003 214

D.  Balance of paynents

All the states in the reyion rely heavily on external markets
and these markets have been depressed. Consequently, revenues from the
region's wein  exports--tourisa, manufacturing, banunas and sugar--are
elther aown 25 claawat ing., beclining export revenues together with the
regyion's traditioncl Leavy reliance on consumer and capital goods imports
neans that the region is now encountering a severe balance of paywents
Crisis, Auditional exports are a critica!l need; additional export
proceeds  would  enable  those countries that have adopted austerity
Proyrans especially Barbados, Jamaica and Dominica, to consider reflating
with Lthe  concomitant  positive  impact on  domestic  employment
opportunities. 1The private sector bank is expected to have a favorable
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impact un roreign exchange earnings in the region. A sizable portion of
the bank's loan activities will be in the areas of either export
promotion or import substitution. In addition, since most enterprises in
the region use labor-intensive production techniques, any imported
capital inputs resultiny from the private sector bank's loan activities
will be kept to a minimun, reducing the drain on foreign exchange
res>rves,

Difficulties arise in quantifying the bank's impact on the
region's balance of payments. In 1980, manufacturiny in the region
generated export earnings of $171.8 million. In Barbados alone, the
figure was $99.0 million. This suggests that the bank's inpact may be
significant. Consequently, as a rough estimate, the bank will produce an
improvenent in the region's balance of payments eqgual to 50 percent of
the investment incowme generated Ly the bank. This means that over
1984-2003 foreiyn exchanye savings of $48.8 million will be generated
(see table below).

Private Sector Bank: Foreiyn kExchange savings

(_U.5.3$ 000)
TOTAL 48,840
1984 0
1985 773
1986 1,946
1987 2,805
1988 3,356
1989 3,555
1990 . 3,742
1991 4,U68
1992 4,219
1993 4,559
1994 4,854
1995 | 3,967
1996 3,157
1997 2,473
1998 1,895
1999 1,403
2000 969
2001 676
2602 316

2003 107
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II. Cost-Benefit Analysis

Under this project, the private sector bank will extend credit to
clients who will use this credit, toyether with any equity contributions
and funding from other sources such as commercial banks, to yenerate
investment capital. Tiis capital, in turn, will be utilized to yencrate
incone. Consequently, Ginadly Speaking,the econumic costs of this
Project are the funds emnployed in producing the capital, while econoniic
venefits consist of the income gyenerated from the capital.

In an economic-cost benefit analysis, incremental costs and benefits
are ileasured. Under this project, the private sector bank will (a)
provide discounts, (b) engaye in direct lending, and (c) furnish
"creative" financing., These activit-es are not intended to displace
onyouiny credit activities in the reyion; however, to the extent that such
displacement occurs, incremental benefits would not be realized. For the
purposes of our analysis, we assume that no displacement occurs.

To assess the project's viability, an internal rate of return was
Ccalculated.  Leonomic costs of the project consist privarily of two
coponents: (a) the yross investment induced Ly the private sector bank
anu (b) the bank's operating expenses. Gross investment: are made up of
the credit extended by the bank to clients, any other funding secured by
bank clients, and client equity contribitions., The bank's operating
expenses include administrative expenses and interest expenses on loans
secured by the bank to tund its operations,

In seeking to delineate the broject's benefits, tlie returns generated
from the investument Capital that the bank created were calculated. To do
this, we hypothesized that the bank will engage only in "profitable"
activities. 1his enable us to use the return currently achieved on
ongoing capital investment brojects in the region as a benchmark for
computing the returns on the investnent capital created by the bank.
Currently, the regyion is securing yields in the neighborhood of 17
percent on investment capital. These yields, nowever, are after tax.
Since  taxes nerely represent o transfer from the enterprise to the
yovernment, yields are understated. Given that the tax rate is roughly
o0 percent, a return of roughly 34 percent can be eXpected on the capital
yenerated vy the bank. o compute the total incone that the bank will
generate, data on investment capital was required. v secure such data
it was assumed (a) that investment takes one year on averagye to become
incune-yenerating Capital and (b) that depreciation 1s 10 percent per
year.



Prior to calculating the project's internal rate of return, two
adjustments were made. First, under this project, workers will be
employed (a) when physical plants are being erected and (b) upon
completion of construction of the physical plants when the concern begins
full time operation., To some extent, the total wages paid to these
workers should not be considered an economic cost. While some of the
workers will already have jobs and hence will have to be attracted away
from these jobs, others will be drawn from the ranks of the unemployed.
Unemployment and underemployment is a severe problem in the region; for
instance, in Barbados, a termination of the four year construction wvoom
has resulted in the layoff of many construction workers. The opportunity
cost to the economy as a whole of hiring individuals who were previously
uneployed is zero. ‘Therefore, to the extent that such individuals are
hired, financial costs exceed economic costs. Consequently, an economic
benefit 50 percent of the total wages paid by the private sector bank's
clients to (a) construction workers and (b) vermanent full-time elployees
was included.

Second, a comparison of the recent inflation performance in the
region's states, whouse currencies, for the nost part, are peyyged to the
U.S. dollar, with that of the U.S. suygests that currencies of the
regyion's states, especially tlie Barbadian dollar and the East Caribbean
dollar, are "overvalued." For instance, over 1976-82 tie U.S.'s average
annual inflation rate stood at 8.7 percent while that of the
English-speaking Eastern Caribbean was 12.7 percent. This suyyests that
a portion of the toreign exchangye savings produced Ly this project should
be included as a benefit. Hence, as a rough estimate, economic benefits
of 10 percent of the foreiyn exchange savings generated by the bank were
added.

Having nade these adjustments, an internal rate of return of 34
percent was calculated. This return is nominal. Using an expected rate
of inflation of 10 percent, a real rate of 24 percent is obtained,
sugyesting that the project is a viauvle economic proposition.
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1998
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2003

ECCONCMIC COSTS

Adminis-
trative

Expense

320
527
606
773
8ao
929
1,103
1,269

1,435

Interest

Expense

60
222
376
447
180
530
6us
762
891

1,047

Gross In-
dustrial In-
vestment

4,550
7,350
6,2u4
5,059
3,434
3,817
4,967
4,431
5,980

6,316

PRIVATE SECTOR BANK:

COST-BENEFIT ANALYSIS

s

$000

ECCNOMIC BENEFITS

NET BENEFITS

Gross
TOTAL Return on Foreign TOTAL
COSTS Cagital (342) Employment Exchange BENEFITS
4,919 -0 155 ~0- 155 ~L, 760
7,892 1,547 1,018 77 2,642 -5,250
7,147 3,891 2,144 145 6,180 -967
6,112 5,610 2,955 281 8,846 2,734
4,687 6,713 3,446 336 10,495 5,808
5,237 7,091 3,649 355 11,095 5,858
6,541 7,484 3,882 374 11,7%0 5,199
6,296 8,137 4,188 un7 12,732 6,436
8,140 8,439 4,303 422 13,254 5,114
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7,934 3,938 397 12,264 12,269
6,315 3,134 316 9,765 9,765
4,947 2,456 247 7,650 7,650
3,790 1,882 190 5,862 5,862
2,806 1,393 140 4,33¢ 4,339
1,938 962 97 2,997 2,997
1,352 671 68 2,091 2,091
633 314 32 979 979
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SOCIAL SOUNDNESS ANALYSIS

A traditional social analysis examines the project design to
determine the cultural context in which the project activities are to be
undertaken and the social impact such activities might have on the
intended target group. Such an analysis has not been undertaken for two
reasons. First, the project deals most directly with existing financial
institutions, such as commercial banks, which operate thirough well
establisthed procedures. Second, the proposed project dces not include
any activities which will affect the existing relationship between
borrower and lenders, other than the provision of longer-term financing
and other financial services which do exist to a limited degree
throughout the region.

Nonetheless, the social analysis has examined the social context
in which the project will be implemented, the projected beneficaries and
the need to ensure non-discrimination vis a vis involvement of women.

Cultural

(1) Context

The countries constituting the English-speaking Caribbean
are experiencing very rapid social change. Current conditions reflect a
blend of fading colonial systems and emerging societie’ which are being
increasingly drawn into extra-regional based economi~s. This emeraence
expresses itself in all levels of society from th~ ramily to Lhe nation,
The manner in which social mobility relates to individual productive
sectors best reflects the full significance of this development. For
example, off-farm migration to work in light manufacturing and tourism,
both substantially higher wage cectors, pulls at the social fabric of the
society while at the same time it introuduces individuals to horizons
well beyond the nation. Often, this is further reflected in
out-migration, either to seasonal employment in other Caribbean countries
or to permanent Jjobs in North America and Europe.
As a resuit of these changes, the traditional agricultural planter class
in the Caribbean social order has declined. This is5 occurring as there
has equally been a marked upward advancement of non-white professionals,
businesspersons, and politicians resulting in an expansion of the middle
class.
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Ethnically, Caribbean society reflects a complex
patterning of parallel social hierarchies of African, and European
heritage, each with their own upper, middle and lower class. The
bulk of the cCaribbean population, however, is still composed of a
large segment of native small "peasant farmers”, landless agrarian
laborers, urban workers, and the unemployed. 1In comparison to the
expanding micddle class and existing upper class, these groups are
characterized by low per capita incomes, poor health, inadequate
housing, and high rates of unemployment and underemployment, Of the
restraints to their development, the lack of job-oprortunities for
these groups constitutes one of the region's major social problem,

(2) Projected Bereficiaries

Although through secondary and ancillary benefits all
levels of Caribbean society stand to benefit from the Caribbean
Financial Servicec Corporation Project, three target groups can be
identified: exicting small-to-medium businesses, emerging
entreprencurs, and the laborirg class, especially of f-farm migrants,

Given  the  wide range of  small-to-medium size
enterprises conceivabiy cligivle for support, ib is difficult to
generalize anout  the  cCharacteristics of  this aronn Pany arc
middle, incor family owned operations which, except for new
manufacturing activities, have wel] established businesses, albeit
small in comparison te developed countries,

For the ererqing entrepreneur, it is envisioned that
they will be drawn from all ethnic groups of the Caribbean with a
disproportionate pereentage being from the emerqging non-white niddle
class and the less affgent best Indian popnlation.,  As most of the
activities are project financing related, it is5 further envisioned
that  those  individuals who are agaressive  in terms  of upmard
mobility and cducation will seck accor Lo the credit racilities to
be provided,

The activities  financed  under this  project  will
directly cxpand enployrent.  Fither throuqgh expansion of  existing
productive entorprises or through the establishment. of npow ones,
higher levels of ciployment. will be generated.  The majority of
laborers in theoe enterprises will typically be lower-class West
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Indians of African descent. Although reflecting significant
regional variation, the rates of unemployment among this group,
especially young adults (14-24 years of age), are extremely high.
This is particularly true in the ILDCs where in addition to
unemployment the lower class is characterized by high birth rates,
high morbidity and mortality, inadequate nutrition and substandard
housing. Although an estimated 90 percent of the laborers have
completed primary schools, many have regressed into functional
illiteracy through lack of continued exposure. 1In addition, a gap
exists between educational preparation and the realities of
employment opportunities which are often e¢xtremely limited. An
aversion to rural life and low agricultural pay has contributed to
migratory flows from rural to urban areas and to overseas.,

(3) Role of Women

Labor force participation and renumeration among
females in the region is much lower than for working age males.
Reasons for the low female participation are directly related to the
family pattern of early teenage pregnancy and marriage. Moreover,
women working in urban establishments and as domestics have
continuously received low wages. They remain poorly represented in
managerial positions, white collar jobs, public gservice, and the
teaching profession. Modernizing influences, however, are beginning
to redefine the women's role in Caribbean Society. The project will
support the expansion of employment opportunities of women. As has
been proven in the region's enciave industries, women are
particularly adept in refined assembly line work (e.g. food
processing, electronics, packing, garment works).



ANNEX VI/E
Page 4 of 4

(4) Entrepreneurial Behavior

The West Indian businessman has been characterized as a "risk
minimizers", more comfortable in trading activities and services than in
the higher risk areas of manufacturing. While no quantifiable studies
have been undertaken to varify this characterization, it is a view
frequently ewpressed by the busineuss community itself,

Tt may be argued that the risk aversion attitude : s a reasonable
response  to  the business environment which prevails in the
English-spealiing Caiivican and the higher relative risks associated with
new enterprises. In addition, key private sector decision-makers cite
issues such as limitations on managerial capacity and inappropriate
financing as reasons inhibiting decisions to invest in new enterprises,

While no one intervention can in itself modify the overall
environment in which investment decisions are made, the CFSC project
should make investnent opportunties more attractive and stimulate
individual entrepreneurs to consider invecsting in a
monufacturing,/productive cnterprise by making it possible to tu'lor a
financial package to the needs of a specific investment and its egpected
returns, Term o with  lonjer-term amortization (5 years and longer)
financing and initial grace periods on capital repayment are tangible
changes in the decision-making environment.

In addition, other changes such as the trade incentives included
in the proposed Caribbean Basin Initiative legislation and a growing
source of involvement in and commitment to the strengthening of the
private scctor in the Region, ave influencing the investment environment.
The latter iz expressed for example through support for the activities of
the Caribbean Association of Industry and Commerce and the affilitated
Charbers of Commerce and Manufacturers Association,

The CFSC is seen by regional leaders in the private sector as
their instrument to foment indigenous investment. As such, its existence
and initiation of operations will create more fertile ground for the
expansion of the Caribbean productive private sector.
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' DRAFT LEGISLATION FOR THE CARIBBEAN
FINANCIAL SERVICES CORPORATION ACT OF 1983

The following pages present the draft of the "Caribbean Financial

Services Act (1983)".
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Speclial Legislation

A Barbados Blll entltled "Barbados Flnancl at Services
Act (1983)n,

An Act +to Incorporate within Barbados g private sector
tlnanclal Institution for developing financlial and commerclial opportunities
within the Carlibbean and to provide for such other matters as are lnclden-
tal, ancillary, consequentlal or related thareto.

Preamble WHEREAS the Carlbbean Assoclation of Industry and
Commerce, horeinatter called the "Assoclaflon", wishes
to set up a financial Institution to provide venture
capltal and term-tfinancing to the private sectors In
Antlgua and Barbuda, Bellze, Barbados, Dominica,
Grenada, Guyane, Monserrat, St, K!tts/Nevls, s+,
Lucia, St. Vincent and tho Grenadines, Trinidad and
Tobago, and to the private sectors {n other countries
withian the Caribbean reglon; aond

WHEREAS the Assoclatlon believes that such an Instlity~-
t1on would provide 8 catalyst tor private sector deve-
lopment In tiose countries 'n which the Institution
would carry on Jts actlvities; and

WHEREAS Inttially the flnancial Institution wiil be
capitallised In United States dollars and for that reason
and because of the naturo of I+s activities 1+ wij] need

speclal leglislation to enable It to obtaln and malntaln
a8 large capital and Feserve baso, to acquire spoclal
tax Incentives ang recelve forelgn exchange contro]
exemptlons and to have spoclel legisliation In relatlion
to other matters requlred to suppert tho obJect Ives of
the Institution; and

WHEREAS the Assoclatlon has by Its petition prayed for
speclal leglslation tor such purposos; and

WHEREAS It 14 expodient to grant the praver of the
petition: NOW THEREFCRE ¢

BE IT ENACTED by the Parliamont of Barbados as follows:
Cltatlion

- Short title 1. This Act Mmay be clted as the Carlbbean Flinancial
Sarvices Act,1983,

Interpretation

Definitions 2. In this Act,

1902-54 (a) "Companles Actn refers to the Companies Act,
1982;
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(b} “Corporatlion" means the Caribbean Flananclal
Services Corporation created under thls Act.

3¢« For the purposes of the Companles Act, the
Corporation Is a compeny Incorporated under Divislon A
of Part | of the Companles-Act, and Schedule | of this
Act constltutes |+ts Artlcles of lrcorporation, which may
be dealt with In all respects pursuant ot the Companles
Act as 17 the Corporation had been Incorporated wunder
that Act.

4. The Corporation shall not carry on & domestic
banking business; that |s to say, the business of

(a) recelving money from the general publlic of
Rarbados on current accounts, depos!t accounts
or other simllar accounts and paylng and
collecting cheques drawn on or pald In on those
accounts, or

tb) recelVving money from the genoral publlec of
Barbados on savings accounts repayable on
demand or aftoer a perlod ol notlce;

but the recelving, paylng of'coflecflng of money on
current, deposit, savings or other sccounts kept by the
Corporation otherwlse In the ordinary course of Its
buslness, and the paylng and collocting of cheques
relating thereto, does not constlitutoe domesti|c bankling
business withln the meaning of thls section.

%« (1) The netlces of reglstored offlco and
directors sas required under Dlvislon A of Fart | of the
Companlos Act shall be sont fo ihe Raglstrar of
Companlos undor that Act; and for ‘he purposes of that
Act, thls sectlon constltutos the Certlflicate of
Incorporation of the Corporatlion In tlou of the
Corporation's Cortiticate of Incorporation under soectlon
8 of the Companlos Act.

(2) Excopt os othervise oxprossly provided In +his
Act, tho Companlos Act opplies In respoct of the
Corporation whether or not the Companles Act has been
brought Into operation In whole or In pert; and where any
mattor may bo or must bo dopositod with or done by the
Roglstrar under that Act 1t Is to bo doposlited with or
dono by the Reglstrar of tho Supreme Court until o
Reglstrar Is sppolntod under the Companlos Act.

(3) Untll such time as opproprlate regulations
have beon mado and ore In force undor tho Companles Act,
The MInlster may make such roasonabla rogulatlons as are
nocossary to onshlo the Corporation to, comply wlth the
requiromonts of that Act In cerrylng on Its effolrs and
buzlness.

13
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(4) Except where a contrary intention Is evident,
words and expressions used In this Act and the
Companles Act have the meanings glven them In the
Companles Act and are Intended to be similarty
construed.

6. Except as provided In this Act, nothling In
this Act affects the rights of Her Majesty, her
kelrs ond successors, all bodles politic and cor-
porate, and all others except such as are mentioned
In thls Act, and those clalming by, from or under
them,

PART |

CORPORATE ACTIVITIES

7. (1) The Corporatlon comes Into exlstence on
the day thls Act comes Into operntlon.

(2) The Corporatlon shall not commence bus|-
ness untll Its steted capltal account emounts to two
miflion Barbados dollars or the equlvalent amount In
other currencles.

8. (1) SubJect +to subsectlon (2), the
Corporatlon shall not carry on or continue to cerry
on any buslness or any of its affalrs In any other
country In the Carlbbean unless under the Jaws of
that country the Corporation recelves simitar Incen-
tives, boneflts and exemptions as are granted the
Corporation under Part Il of this Act.

(2) The sharoholders of the Corporatlon may,
by extrasordinary resolutlion, suthorise the
Corporation to carry on any busliness or any of Its
sffalrs In a Caribbean country In which I+ does not
recelve substantially simiiar Incentlives, benefits
and exomptlons under the laws of that country If
the dlirectors report that 1+ |s In the bost
Interests of tho Corporation to do so.

9. (1) The Corporetlion shall malnteln

(e) & stated capltei account In any currency In a
minimum amount tnat Is equel to or greater
then two millilon Burbados doltars, and

o

(b) a resorvo fund Invested In securltles
approved by resolution of Its shareholders In
8n amount determlned under subsection (2).

(2) Qut of Its ret profliis‘of each year and
before any dividoend Is paeid, the Corporation must
trensfer to Its reserve fund an amount equal to not
less than fifteen porcent of thoso proflts whenever

13
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tho amount of Its reserve fund Is less than Its stated
copltal account.

10. (1) Tho Corporation Moy carry on the buslness ct
of f-shore bankling, within the meaning of the Oft-Shore
Banklng Act, 1979, subjecf to such terms and condl+ions
8s the Minister may prescribe, wlthout acqulirling a
liconce to do so under that Act.

(2) Nothling In this sectlon affects the capacl ty
of the corporation to carry on any other lawfyl business
wlithin or outsldo Barbados.

(37 In respect of any off-shore banking business
carrled on by tho Corporation from ¥ithin Barbados, the
Off-Shore Banklng Act, 1979 applles to the Corporation
with such modiflcations as are necessary to accord wlth
thls Act.

(4) lp.the conduct of any off~shore banklng
busliness, the Corporaflon moy, from within Barbados or
elsovhere, ehgago'ln any generally acceptable banklng
pctlivities.

PART ||

SPECIAL TAXATION PROVYISIONS

Rosldents and Non-Resldents
of Barbados
———l 20t0s5

11« (1) For the purposes of this Act, the followling
are rosldents, namely:

(2) a natural person ordinarily reslident In Barbados
or a cltizen with a reslidonce In Barbados;

(b) any Incorporated or other body, lncorporafed,
formed or organlisod In Barbados, the majJority of the
sharoes or othor ownershlp of whlch |s benefliclally held
by porsons who are reslidonts wlithin the meanling of
paragraeph (a);

(c) any Incorporated or other body, wherever Incor-
porated, formod or organlsed, that Is controlled
diroctly or Indliroctly by a person doscrlibed In
paragraph (a) or (b);

(d) any Incorporated body or other body that Is
controlled by o body describod In paragraph (c), by the
Govornmont of Barbados or any agency thoreof.
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(e) the Crown In rlight of Barbados;

(f) a trust

(1) estoblished by a resldent as defined in any
of paragraphs (2) to (e), other than a trust
for the adminlistration of funds for the
beneflt of peisons & majority of whom are
persons resldent outslav Barbados, or

(11} In which resldents as deflned In any of

paragraphs (a) to (e) have flfty percent or
more of the beneflclal Interest; or

(g) any lIncorporated or unlncorporated body that Is
controlled directly or Indlrectly by a trust
deflned In thls sectlon as & resldent of
Barbados.

(2) A re{ofonca In this Part to any benefliclal
Interost or fo’Bny thing belng beneflclally owned or
held fncludes ownership through a tr<ut, legal represen-
tatlve, agent or other Intermedlioary.

12. Porsons are not rosldents for the purposes of
this Part If they are not residents within the meanling

of subsectlon (1) of sectlon 11,

Tax Exemptlions

13. (1) Except as provided by thls Part, no Income
tax, capltal geins tax, or other direct tax or Impo<t
may be levled In Buibados upon “he protits or galns of
the Corporation In respect of any busliness It carrles on
withln or from without Barados.

(2) Excopt as provided In thils Part, no Income
tox, capltal galns tax or other direct tax or Impost may
be lovied In Barbados In rospect of any seccurltles or
assots of tho Corpofa?lon that aroe beonefliclally owned by
the Corporation or by a customer of the Corporatlon who
Is not a resldent.

(3) Excopt as provided by this Part, no estate,
Inherltanco, succosslon cr simllar tax or Impost may be
loevliod in Barbsdos In respoct of any socurltles or
8ssots of the Corporatlon that aro benofliclally owned by

the Corporation or a customor of the Corporatlion who Is
not o resldent.
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(4) Excopt sas provided In thls Part, no tax,
duty or Impost may be levloed upon the Increment |np value
of the property or othor assets In Barbados or elsewhere
of the Corporation othor then upon such of them as are
distributed to shareholders of the Corporation who are
residents by way of a distribution of undistributed pro-
flts or upon a windling up of the Corporation.

14. (1) Except as provided by this Part, no tax,
duty, or other Impost may be levled upon the
Corporation, Its securlty holders or transferees In
respect of the transfer of all or any part of Its
securities or other assets to a person who Is not a
resldent,

(2). When the Corporation or a person who Is not
o resldont tronsfers shares of the Corporation to a per-
son who Is not v rosldent or to the Corporation, the
transfer Is axompt from the peayment of any tax, duty or
other Impost theroon.

(3) Except-as.provided by thls Part,

(a) no Incoms tax or capltal galns
tax, and

(b) no other dlirect tax or impost,

may be levled or collected [n Barbados, In respect of
eny dividends, Interest or other returns from any
shares, socurltles, deposlts or borrewlngs of the
Corporation or eny assets managed by the Corporatlon 1If
tho dividends, Interest or other returns are |n respect
of sharos, socuritles, deposits, borrowlings or assets
bonoflclally ownod by & porson who Is not a reoslident;
but tho onus of ostabllshlng ownershlp lles upon the
Corporation.

15. (1) Notwithstendlng any provislon of the
lncome Tax Act but subjJect to subseoctlion (2), the
Corporatlon nood not wlthhold any portion ¢f any dlvi-
dond, Interost or othor roturns payable to any person In
respoct of any borrowlings of the Corporation from that
person or In roespoct of securltios of the Corporation
held by that porson.

13
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(2) AN dividends, Interest or other returns
attrlbutable to the securltles of, or the management of
securlties by, thr Corporation that are payable to o
resident who Is known to be a resident by the
Corporatlon must be reported to the Commlissloner of
Inland Revenua by the Cdrporaflon.

Exempt 16. When a sottlior who Is not a resldent establishes

trusts 8 trust In favour of the Corporatlo or In favour of o
person who Is nct o resldent, the trust |s exempt from
any tax, duty or lunost In Barbados, If the funds of the
trust conslist of currency and securltles (other than
Barbadlan?) and the trust |s undor the monagement of the
Corporation.

General 17. (1) By way of Income teax but In lleu of Income
Income tax tax at the ratos specltled In the !ncome Tax Act, tnere
Cap 73 shall be pald to the Commissloner of Inland Revonue by

the Corporation tax at the rate of taox levlied under syb-
sectlon (2) on the proflts, galns, dlvidends, Interest,
royaltiles, foos and othor Income, galns, proflts, reve-
nues -and Incrom-n+s of the Corporatlon, herelinafter
roferrod to as "income and profitsn,

Tax on 18. (1) By way of Income tax but In Ileu of Income tax

-dlvidends at tho rates spoacifled In the lncomo Tax Act, there
Cap 73 shall be pald to the Commlssloner of Inlang Rovenue In

rospect of any dlvidends pald by the Corporatlon on 1Its
shares In any Income year, withln the meaning of that
Act,

(8) 2 tax rate of 10% of the amount of the
dividond In the caso of a shareholder who
s not a resldent, and

(b) a tav 8t the rate of 12142% of the amount of
the ulvidend In the case of 8 shareholdor
who Is a resldent;

and In elthor case, the tax shall be wlthheld from the
dividond and pald by the Corporation to the
Commissloner.

(2) For the purposes of thls provislon,
"dlvidend" Includes eny payment from the Corporatlon for
the benoflt of sharoholders, by way of particlipation in
the earnlings and profits of the Corporaflon, wvhether by
way of money, Issuo of shares or securlt]|os of the
Corporation, or other shares or securltlies, or goods or
otherwlse; but a dlvidend 1s only taxable undor thils
provislon In respoct of the Income ymar In vhich 1t |s
ectusally pald by the Corporation.



Tax
guarantoeos

Sorvice
charges
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(3) Dividends pald by the Corporation are not
taxable Income under the Income Tax Act for any purpose

-except for the apolication of sectlon 25,

(4) An amount withhold under thls section Oy the

Corporation from any dlvidend paymetn to »a shareholder
Is, In respect ot the amount so withheld, a fy)}
discharge of any obligation Incurrod by the Corporation
to the shareholdor and relating to the dividend.

19. When In the oplnion of the Minister 1t |g In
the public Interest to do so, the Minlster may by
dgreoment glve such bssurance or guaranteo on behalt of
the Government regarding the future taxing of the
Corporation as the Corporation requires.

20. Noth'ng In thisg Part exompts the Corporation
from the paymont of any charge by the Government or any
agency of the Government In the nature of o service
charge or utliliy choarge.

(2) A sorvico or utility charge Includes a
charge or fee lov]ed or Imposed In rospect of any cor-
porato documents, reglstrotions or llcences required In

Barbados.

21. The MInlster may by order exeompt the Corporation

from all or so much of any duty payable under the

Customs Act or of any other customs Impost or surcharge,
—_— 2 c7

(a) In respoct of 8ny goods Imported by the
Corporation for Its buslness, as +he
Minlster thinks reasonsblo, If +he
Corporation satlisfles the Minlistor that
tho goods concernod

(1) are not belng made or manufactured In
Barbados,

(11) are ossential as oquipment or fixturos
for carrylng on JIts buslnoss within or
from without Barbodos, and

(111) are not morely goods that wlill bo used
Up or oxpended In the ordlnary course
of Its business.

{b) iIn respcct cf any bulldlng materlals, bullding
machlnor, und equipmont Improted by the
Corporation to provlide the Corporation with the
offlco spaco I+ requlires for Its buslnoss within
the Caribbuan and olsowhare, if the Corporatlon
satlsfles the Minlstor that tho matorlals,
machlnory or cqulpmont are ossontlal to the
construction of the bulldling and are not
obtalnable within Barbados.,
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ster |s satlsfled that +he

Incontives Corporation needs to use tho services of spoclolly
qualifled Indlviduals {n order to do |ts business effec~
tively from within Barbados and that

(a) It Is unable to ecquire those services

In Barbados, and

(b) I+ 1g unsble to retaln or hlre those
services from outside Barbados without
spoclal beneflts belng made avaliable,

the Minlster may outhorlse a spoclal benef|+ provisio;
for the employment of those speclally qyallf]ed

Indlividuals,

(2) A speclal beneflt provision I's ono by which

8 prescrlbed percentago o

f an omployee's or Contractor'sg

salary or foos fronm the Corporation

(a) Is exempt from Income or other tex In

Berbados, and
(b) Is payable

(1) In a for
account

olgn currency Into a trus+
without belng Ilable to

Income or othoer tax In Barbados as

to the a
thereon,

(11) 1n some

dnother

vilthout

thereon

Ca, 73 nofwlfhsfandlng any provl
Cep 71 tho Exchango Control Act,
Exchange 23. (1) The divldonds
controls securltlos, funds, galnsg
' by the Corporation |n tho
Cap 71 oxompt from the provislon

but In rospoct of any f{un
Barbados dollar accounts
vith any reazonablo roqul
Contral Bank of Barbados.

(2) Soctlon 1| (2
Control Act does not appl
— heT
company Incorporated by t

mount pald or any oarnlngs
or '

other proscribed manner |n
currency or othorwlse
bolng Ilable to be taxed
I'n Barbados,

slon of the Income Tax Act or

» Foyaitlaes, Inforosf, forelgn
ond assots gonerated or managed
course of |ty businoss are

s of the Exchanqgo Control Act;
ds held by the Corpoi “lon I,
tho Corporation must comply
atlons placed thereon by the

) of Part |y of the Exchango
Y to the Corporatlion nor to any
ho Corparation.
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24, (1) The Stamp Duty Act appllies 1In respect of the
trensactlons of the Corporation as though

(o) aftor peragraph (b) of the exemptlons uynder
the heading "BILL OF ExXCHANGE n In the Firs+
Schedule to that Act, there w¥ere the words
"Bllls drawn by or payable to the Carlibbean
Financlial Sorvices Corporaflon",

(b) after the words and flgure "NOTARIAL ACT of any
kindso. $5.00", in the Flrst Schedule, there
vere the words and flgures:

"Documents of the Carlbbean Flnanclal
Corporation

every dgreement, asslgnmenf, blil of
exchange, bond, covenant, debenture of deed
made or exocuted In Barbados 1{n the course
o!.carrylng o0 the business of the Carlibbean
anbnclal Services Corporetion .....
$10.00",

25. Except to tho extent that they are Inconsistent
wlith or Fepugnant to this Part or to regulatlions made
under sectlion 30, the laws of Barbados relating to
Income tax and applicable to companles carrylng on busi-
Ness In Barbados aWply, with sych necossery modlflca-~
tlons as the clrcumstances requlreo, to the Corporation
In roespect of the levylng, calculating and collecting of
tax undor this Part, the assessmont and dotermlination of
tho amount of the tax, and In respect of appoals
thorefrom.

26. for the Purposes of thig Peart, any tax pald by
the Corporation In o forelign Jurisdiction with which a
tex convontlon for the reliof of double taxatlon Is In
effoct Is o forelgn tox In tho computation of allowable
tax credits ftor the purposes of the lncome T°ﬁ_ﬂ51'

27. In respoct of the first ten Income Yoeoars, withlin
tho moanling of tne Income Tex Act, that the Corporation
carrles on busliness wlithln Barbados, the Corporation Is
oxempt from tax of eny klnd under that Act on the Incomo
and proflts accrulng to the Corporastion.
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et ——————

CONSEQUENTIAL AND RELATED MATTERS

28. (1) The Rates of Interest Act does not apply In
respect of any borrowlngs made outslde Barbados, In any
currency, to the Corporation.

(2) when a loan Is made In a currency other than
Barbados currency by the Corporation to a person 1in
Barbados, the Corporatlon shall be demmed to be an
exempted poerson uner the Rates of Interest Act.

(3) *Wwhon a loan Is modo In a currency other than
Barbados currency by the Corporation to a person In
Barbados, tho Rates of Interest Act does not apply, but
the Corporatlion must comply with any general pollcy
regulations mede by the MInister of Finance or the
Contral Bank of Barbados In relatlon to loans of the
llke nature.

29. The followlng Acts do not apply In respoct of
the Corporetlion or Its business, namoly:

(a) tho Bankling Act;

(b) tho Companles Act, bolng chapter 308 of
tho Laws of Berbadns, 1970;

(c) the Intsrnatlional Busliness Corporations
{(Exemption from Income Tax) Act.

PART 1V

S —————

ADMINISTRATION

30. The Minlster mey make regulations

(a) providing for tax returns to bo submltted
by tho Corporation and governing the
Informatlion to be furnlshed for the
purposes of computing and colloctling any
tax Imposed pursuunt to this Part;

(b) prescribing for any mattors requlred to
be prescrited for the purpsoos of thils
Part; and

(c) genorally to glve effoct to the provislons
of thls Part.

13
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Commencement PAGE lz OF
Comlng Into 31« This Act comes Into operation on proclamation.
operation
SCHEDULE |
h—w_

ARTICLES OF INCORPORAT 1ON
(Sectton 3)

Name of the Company:
THE CARIBBEAN FINANCIAL SERVICES CORPORAT I ON
The place whore the roglstered office I to be slituated |s;

(ADDRESS7)

d2uthorised to lssue:

THE COMPANY’ s AUTHORISED TO ISSUE AN UNLIMITED NUMBER oOF
COMMON SHARES WITHOUT PAR VALUE. :

Restrictlons |t any on share transfers:
NOT APPL ICABLE

Numbor of Dire. Uil
THE MINIMUM NUMBER OF DIRECTORS i§ SEVEN,

Roestrictions |t ény on buslness the Corporatton may carry on:
THE COMPANY SHALL NOT CARRY ON A DOMESTIC BANKING

BUSINESS 1IN BARBADOS, WITH{N THE MEANING OF THE
CAR | BHE AN FINANCIAL SERVICES ACT, 1983,

Other provisilons It any:

THE COMPANY SijALL COMPLY WITH THE REQUIREMENTS oOF PART 1
OF THE CARIBBEAN FINANCIAL SERVICES ACT, 1983,

13



Incorporators:

Names

Sldney Knox

John Stanley Goddard

Patterson Thompson

Willlam Kolslck

Addresses

ANNEX.VII
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Nes!l and Massy Group of Companles,

Port-of—Spaln, Trinldad.

Goddard Enterprises Ltd.,
C.F. Harrison's Bullding
Broad Street, Bridgetown,
Barbados.

Carlbbean Assoclatlion of
and Commerce

Barclays Bank Bullding

Wil1idey Plaza, St. Michael

Barbados.

S.L. Horstord & Co. Ltd.
Bessoterre, St. Kitts

Industry



TECHNICAL ASSISTANCE COST ANALYSIS

1. Project Coordinator

Annex_VIIL
PAGE 1 OF 3

Cost estimates assures a contract with an individual for up to six

months.
- Salary @ $250/day $33,000
(22 days x 250 x 6)
Per Diem @ $100/day 3,000
(30 x 100)
International Travel 1,000
Regional Travel 1,000
Miscellaneous 2,000
$40,000

2. Executive Search

A cost estimate based on a fixed fee of $25,000.

3. Svstems Development

Cost estimates assume a contract with a firm for various financial
advisory services totally 3.0 person months,

Salary and Overhead @ 600/day $39,600
(600 x 3 x 22)

International travel @ 1,000/trip 6,000
(6 x 1,000)

Per Diem @ $100/day 9,000

(100 x 3 x 30)

Miscellaneous 5,400
$60,000
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4. Market Development

Assumes 6 persommonths of consultant assistance: 3 in 1984 and 3 in
1985 and 3 in 1987.

- Salary and Overhead @ 600/day $79,200
(600 x 6 x 22)

- International Travel @ 1,000/trip 12,000
(12 x 1,000)

- Regional Travel @ $250/trip : 3750
(12 x 250)

- Per diem @ 100/day 18,000
(160 x 100)

- Miscellancous and Contingency % _7,050

120.000

5. Evaluation

Project evaluation assumes a total of six person-months of consultant
assistance with interim evaluations scheduled for March cf 1985 and 1986
with a final evaluation in 198&7.

- Salary and Overhead © 600/day $79,200
(600 x b x 22)

- International travel @ 1,000 6,000
(6 x 1,000)

- Per Diem @ 100/days 18,000
(100 x 6 x 30)

- Miscellaneous and Contingency 4,800

$108,000
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FINANCIAL PLAN

U.S5.$000
CATEGORY 1983 1984 1985 1986 1987 TOTAL
Proj. Coordr. 40 - - - - 40
E.t2. Search 25 - - - - 25
Systems Dev. 60 - - - 60
Market Dev. - 60 60 120
Evaluation - - 36 36 36 108
SUBTOTAL 125 60 96 36 36 353
[NFLATION - 5 18 10 14 47

(90%)

TOTAL 125 65 114 46 50 400
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CENTRAL BANK OF BARBADOS
COURTNEY N BLACKMAN, b O BOX 1016
Governdr BRIDULTOWN, BAKRBADQ

March 25, 1443

-
!

Mr. P.]:‘\. Thgmpson. Ry U3 g n
Executive Director Lo _
Caribbean Association of A n
Industry and Commerce
Wildey Plaza .
St. Michael B

R ame e m_ .. e

Dear Mr. Thompson,

Thanks for your letter dated lebruary 28, 1983 in regard tu

the establishment of a private sector development bank. Stated
below is Central Bank's position, in prdinciplc, in regard to
the queries raised under Foreign Exchange and Lending within
Barbados.

1. Capital

Capital subscription can be permitted in Barbaauw
dollars for Barbadian residents, in regional dollarc
for other Caricom residents and in hard funds {or
extra-regional participants. Barbados and rcylonal
currencies may be converted to U.S. dollars {or
normal operational purposes.

2. Convertibility

As we understand the proposition, it relates to loans
that will be made by the proposed bank to Barbadian

interests. The Central Bank's position is as follows.

A Barbadian borrower, with exchange control perimicsion,
can receive a U.S. dollar loan and hold a U.S. dollar
account to support payments of principal and irtcrest.
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Mr. P.A. Thompson
Caribbean Association or
of Industry and Commerce

Where, however, it can be demonstrated that g loan
in U.S. dollars to a Barbadian resident woulll creatc
such extreme exchange risk Gxposurc as might preju-
dice the success of the venture, the Central Bank
would be prepared:

i) to purchase U.$. dollars from the CAIC bank
in exchange for Barbados dollars, and

ii) to enter a fayward contract with the CAIC
bank for the future sale of U.S. dollars.
The CAIC bank would be' required to secure the
forward contract by cffecting an annual premum
payment (insurance) to guarantee the rate of
conversion.

Exemption from Exchange Control Reqgulations

The Central Bank is not brepared to give blanket
exemption to the CAIC bank. Howcver, the CAIC bank
would be allowed to hold a U.S. dollar account and
tQ report transactions at periods to be agreed.

The staff of the CAIC bank would be subject to the
provisions of the LExchange Control Act, Cap. 71.

Lending within Barbados

The Central Bank would not require the proposed banl:
to maintain reserves with the Central Bank provided .
that, apart from capital subscription, no deposits

are taken from the public. Furthermore, although the
proposed bank vould not be restricted by the Central
Bank's directiver on average lending rates, it would
have to observe the provisions of the Rate of Interest

Act, or successor regulations, in regard to loans made

in Barbados.
Sincerely,

’
-

L ' 'j”
Coos f (LT
b

1

v



ANNEX X

By-Laws of the Company

The following pages constitute the draft By-Laws of the Company, as

included in the proposed "Caribbean Financial Services Act (1983)",



I NDEX

ARTICLE

1.01.00
1.01.01

ARTICLE

1.92.00
1.02.01
1.02.02
1.42.03
1.02.04
1.02.95
1.02,06

ARTICLE

1.03.720
1.03.01
1.93.02
1.03.03

ARTICLE

1.04.0¢
l.04.01
1.84.0z
1.64.03
1.84.04
1.04.65
1.64.066
1.04.07
1.84.08
l.04.09
1.64.10
1.04.11
1.04.12
1.04.13
1.04.14
1.04.15
1.04.16
1.64.17
1.04.18
1.04.19
1.04.20
1.04.21

ANNEX X
PAGE 1 OF 29

CFSC BYLAW NO.1

I NDEX

BY-LAW NO. 1

0l - Interpretation.

Definitions ¢ 6 0 000000 000000 00RREOOOIROENNGsB00OCCOOEOITCTTLITES

Interpretation l...l.....l..‘..........I.......l........

02 - Business of the Corporation

Registerad Office cicicecesenistacectcecccsaccncnccans
Corporate SCal .cececeesescesstscscecscssrscnsscoccnnes
Financial YEAr teeseesssecsscssavssatsscssossscsosccans
Execution Of INSEIUMENLS seeeelieccccsscasvrossesnccnsns
Banking ACrang@nzntsS e.ieeeeessecsissssccscoscsasaccnns
Voling Rights in other Bodies COrporpate cieeevcesesss

DiViSiOﬂS ..'o'i...AQ....-l.l...l......l!...........

33 - Borrowing amd Securities

Borrowing POWEL  seveeeseessccsccccssscccscscascsosacns
D2legation  ..ieeeeenoe.
Prohibitted Financial ASSIStanCe .eecsececcccscccseoee
Permitted Financial ASSIStaBNCe ceeeecescssscccscsccscs

04 - Directors

Nunbeor of Directors ...eeees tessecscenetasesscrssssnnas
QUAlIfiCAtlONS . tueeeeeseossscscssssasscsssasascssnsoacss
lerm of Office teesssssssseseseccscssscastsansnsenns
Vacanty eceeececes e
Board to MiNage  ceeeereesscsccccsstsescssvsessscssccnnas
Board to act by Resolution seeesecsevcessesccccecvasee
QUOLUM  tevieoscsoceccossooscsscessassnsossesscssosnss
Meeting by Telephon2  tiieecececscsececorsscccssanaane
Place Of M2CEIN  ceeseeessevessscoscesssscasscsncanaccs
Calling of M2CtINg  teeiececcessesessescccssassasccnans
Notice Of M22bING  ceevesesosssescscacrscncssnassnnanes
Waiver of NOLICE weieeiveesoscesassasssssssssscscascns
First M>oting of New BoOard .iesecececcssccssescanccnnes
Adjournad MeetiNg  ceiseseccccscscscacesosccsscsnssanes
Regular M2CtiNgS ecececcesecsscsscocsccscccscsccnsans
ChalLiMiN  teseeseseesssessasssesasassssssasssscssssrsse
Votes tO GOVOIN  ceeeesesevsccsasscccsussascasssssanss
Conflict Of INtCLESL sveescecesessosscscrscsssssannses
Romuneration and EXPCNSES  sesseessscessesscaccssccsss
Comnittee Of the BOATA  eveesecccceseoceoccosccsooanos
Business of COMNItECE  seecevecescsscesssscescesscsssns
Procedure of CO("nitteQ s se00eescsseRsc 0Tl ERICERIOTOTS

PAGE

LW WWW NN

[NV I, B

LVOUOVOOMOOOOWMOOIIOON

2 pet
N0

o
[l S Sy


http:1.0J4.18
http:1.0)4.17



http:i."107.60
http:1.1.7.40
http:I1.06.00







- 138]ON DRAFT BYLAW NO. 1

j1.61

12.09

02.01

(m) "section" unless otharwise indicated means a section of thase
by-laws;

(n) "signing officer" means, in relation to any instrument, any
person authorised to sign it on behalf of tha Corporation by
or pursuant to section 1.82.03; and

(o) ‘"“spaecial meeting of shareholders" includes a meeting of the
holders of any classes of shares and a spa-tial meeting of all
shareholders entitled to Vote at an annual meeting of
shareholders;

(p) "unanimous sharcholder agreement" means a written agreement
among all tha shareholders of the Corporation, or among all
the shareholders and any person viho is not a shareholder, or
a written declaration of the heneficial owner of all of tha
issued shares of the Corporation, that restricts in whole or
in part the powers of the Board to manage the business and
affairs of the Corporation.

Interpretation.

Unless tho context otherwise requires, words and expressions
defined in the Act or in the Companies Act have th2 same meanings
when used in these bylaws; and in particular,

(a) words importing the singular number include ths plural and
vice versa;

(b) words importing gender include the masculinz, feminine and
neuter genders; and

(c) words importing a person include an individual, partnership,
assoclation and body corporate and a trustee, executor,
administrator and other personal representative of any
parson.

ARTICLE @2

AFFAIRS OF THE CORPORATION
‘
Registered Office.

The registered office of the Corporation shall be at such location
within Barbados as the Board may from time to time determine.

Corporate Scal.

Until changed by the Board, the corporate
scal of the Corporation shall be in the
form impressed hercon.

JUlL 1931 w=FOR DISTISSION DXINDACLC AAIF v

ANNEX X
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v2 Financial Year.

Th2 financial year of the Corporation shall be-establishad by the
Board fram time to time.

03 _Execcution of Instruments.

e

5(1)

(2)

(3)

Deeds, transfers, assignments, contracts, obligations, certi-
ficates and other instruments may be signad on behalf of the
Corporcticn by any person bholding the office of Chairman of
the Board, Managing Director, President, Vice-President, Sac-
retary, Treasurer, Assistant Secretary or Assistant Treasurer
or any other office created by by-law or by resolution of the
Board.

In addition, the Board may from time to time direct the
mannar in which, and the person or persons by whom, any
particular instrumant or class of instruments is to be
signed. '

Any signing officer may affix the corpororate seal to any
instrument requiring the seal.

2.4 Banking Arrangomoents.,

(1)

(2)

Tha buanking n>xds of the Corporation including, without
limiting the genorality of the phrase "banking needs", the
borrowin; of monzy and the giving of sacurity thzrefor, shall
bz transisted with such banks, trust conpanies or  other
bodics corporate or organisations as may from time to time be
designated by or under the authority of the Board.

The banking needs of the Corporation or any part of those
nexds shall be troncacted under such agrecments, instruments
and deligations of powsrs as the Board may from time to time
proscribn

2.05  Voting Rights in Other Bodies Corporate.

(1)

(2)

(3)

ST June 1983

The signing officers of the Corporation may execute and
deliver proxies and arrange for the issuance of voting
certificates or othor evidence of the right to exercise the
voting rights  attaching  to  any shares held by th=
Corporation, hereafter referred to as "voting instrumants",

Votinj instruments shall be in favour of such persons as may
be determined by the officers executing or arranging for the
voting instrunzats or any voting rights atttached to shares
held by the Corpuration.

In »idition, the Doard miy from tim2 to time direct the

minner in which ond the persons by whom any particular voting
rights or classes of voting rights are to be exercised.

~=FOR DISCUSSION BURIOSES "NLY--
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)6 Drvisions

(1)

(2)

The Board may cause the business and operations of the Cor-
poration or any part of its business or operations to be
divided into one or more divisions wupon such basis,
including, without limiting the generality of the foregoing,
types of business or operations, g=ographical territories,
product lina2s or goods or services, as the Board considars
appropriate.

From tim2 to time the Board,or, if authorised by the Board,
the chief executive officer, may authorise, upon such basis
as may bz considered appropriate in each case,

(@) th2 furthsr division of the business and operations of
any division into sub-units and the consolidation of tha
business and operations of any divisions and Sub-units;

(b) the designation of any division or sub-unit by, and the
carrying on ,of the business an3 operations of any
civision or sub-unit under a name other than tne name of
the Corporation; but tn2 Corvoration must sat out 1Its
namz in legible characters in all contracts, invoices,
negotiable instruments and orders for goods or szrvices
issued or made by or on bzhalf of the Corporation; and

(c) the appointmecnt of officers for any division or
sub-unit, tho determination of their powers and duties,
and the removal of any officer so appointed  without
affecting thz officer's rights under any cmploymnent
contract or in law; but the officers appointed for any
division or sub-unit must not, as such, be officers of
the Corporation.

ARTICLE 03

BORROWING AND SECURITIES

13,00 Borrowing Power

(1)

JUNE 1983

Without limiting the borrowing powers of the Corporation as
set out in the Companics Act, but subject to tne articles and
any wanimous sharcholder agreement, the Board may from time
to time on bonalfl of the Corporation, without authorisation
of tha sharecholders,

(a) borrow money upon the credit of the Corporation;

(b) issue, re-issue, sell or pledge bonds, debentures, notes
or othor evidences of indebtedness or guarantews: of the
Corporation, whether secured or unsecured;

(c) to the extent pormitted by tha Canpanies Act, give a

guarantee on brhalf of th:  Corporation to secure

==FOR DISCUSSION PURFOSES ONIY -

ANINEA A
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performance of any present or future ihdebtedness,
liability or obligation of any person; and

(d) mortgage, pledge or otherwise create a security interest
in all or any currently ownad or subsequently acquired
real or personal, movable or immovable, property of the
Corporation including book debts, rights, powers,
franchises and undertakings, to secure any such bonds,
debentures, notes or other evidences of indebtedness or
guarantees or any other present or future indebtedness,
liability or obligation of the Corporation.

«2) Nothing in this section limits or restricts the borrowing of monay
by the Corporation on bills of exchanga or promissory notes made,
drawn, accepted or endorsead by or on behalf of the Corporation.

1] Delc«pti@_

Tne Poard may from time “to  time, by - resolution, delegate to a
comittce  of  the Board, a director or an officer of the
Corporation or any othor person as may be designated by the Board
all or any of the powers conferred on the Board by section 1.03.07
or by the Companios Aot to such extent and in such manner as tvha
Board may by rosolution determinz at the time of such delegation.

42 Prohibital Finan o) Asslstance
Excopt oo pormittel ander section 1.03.03 tha Corporation shall
not, directly or lrectly, give finan-ial assistance by means of
a loan, guarantes or otherwise:

(@) to a sharcholdor or director of the Corporation or of any
affiliatad Compaany,

(b)  to an associate of a shareholder or diractor of the Cor~
poration or of an affiliated company, or

(€) to any porson for tha purpose of or in connaction with 3
Purcnase of a share jsou.] or to be issued by the Cor -
poration or an affiliated canpany,

if there are reasonable arounds for believing that

(d) th: Corporation 15, or after giving tha financial assistance
would b2, unable to Py its liabilities as thay become due,
or

(e) the realisable valu~ of tho Corporation's assets, excluding
tho amount of any financial assistance 1 the form of a loan
or in tn: form of assets oladged or encunbered  to wsecure a
guaranteo, aftor givipng th> financial assistance, would ba
less than tho nJgregate of the Corporation's liabilities ang
Stated capital of a1 classes.,

."_‘”}: 190" DG Per~ e i
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permitted Financial Assistance
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Tne Corporation may give financial assistance by way of loan,
guarantee or otherwise:

(a) to any person in the ordinary course of its business if the
lending of mon2y is part of the ordinary businsss of the
Corporation;

kb) to any person on account of expenditures incurred or to be
incurred on behalf of the Corporation;

(c) to a holding body corporate if the Corporation is a wholly
owned subsidiary of the holding body corporate;

(d) to a subsidiary body corporate of thas Corporation; and
(e) to employees of the Corporation.or any of its affiliates,

(1) to enable or assis. tham to purchase or erect living
accommodation- for their own occupation, or

(ii) in accordance with a plan for the purchase of shares of
the Corporation or any of its affiliates to be h2ld by a
trustee.

ARTICLE 04
DIRECTORS

Number of Directors

(1) The Board shall consist of the number of directers orovidad
for in tnhe articles.

(2) Wnere the articles do not provida for a fixed number of
dircctors, the PBoard snall consist of not fewer than the
miniman numbor and not more than the maximum nunher provided
for in the articles; and th» actual number of directors from
timz to timz shall b: establishad by resolution of the
shareholders of the Corporation.

Qualifications

(1) The followiny persons may onot be directors of the
Corporation:

(a) a person who is bankrupt;
(b) an individual who is less than 18 years of age;

(c) an individual who has been foun? oy a court to be a
person of unsound mind.,
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p4.04

04.05

04.06

84.07

U4.08

04,09

(3) If the holders of any class or series of shares of the
Corporation are entitled to eleclL cne or more directors, then
a director so elected may be removed only by ordinary
resolution passed at a meeting of the holders of that class

or series;

(4) A vacancy created by the removal of a director may be filled
at the meeting of the shareholders at which the director is
removad or, if not so filled, may be fillad by the Board.

Board to Manage

Subject to any unanimous shareholder agreement, the Board shall
manage the business and affairs of the Corporation.

Board to act by Resolution

The powers of the Board shall be exercised

(a) by resolution pissed at a meecting at which a quorum is
presant, subject to section 1.04.87; or

(b) by resolution in writing, signad by all of the directors
entitled to vote on the resolutjon at a meetiny of the Board.

Quorun

(1) Tnree directors, or such greater number of directcrs as the
Board may from time to time determinz, constitute a quorum of
the Board.

(2) Where there 1s a vacancy on the Board the remaining directors

may continue to act, if a quorum of directors remains in
office.

Meeting by Telephone

A director may participute in a meeting of the Board or of a
comnittee  of tne Boord by means  of  telephone or  other
conmunications mode that permits all persons participating in the
meeting to hear cach other, and a director participating in such a
meeting by such means is deened to be present at the meeting.

Place of Meetinas

Meetings of the Board may be held at any place in or outsida
Barbados.

Calling of Mretings

Moctings of tho Board shall be held from time to time at such time
ond place as the Board, the Cnairman of the Board, the managing
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4,10

04,11

‘04012

Director, the President or any two directors may determine.

Notice of Moetings

(1) Notice of the time and place of each meeting of the Board
snall bz given in the mannzr providad in Article 10 to each
director mot less than 48 hours before the time whan the
meeting i1s to b2 held.

(2) A rotice of a meeting of directors nead not specify tha
purpose of or th2 business to b2 transacted at the meeting
unless the Companles Act requires such purpose or busin2ss to
be sprcificd 1ncluding, 1f required by the Companies Act, any
proposal,

(a) to submit to the sharcholders any question or matter
rogulring approval of the sharanolders;

(by to fill a vacancy among thz directors or in the office
of auditor; ,

(c) to issu2 shares or to issue bonds, debentures or other
instrunents evidencing a debt of the Corporation;

(d) to declare dividends;

(e) to purcnase, toedeem Or ovherwise acquire shares issuad
py tho Corp-ration;

(£) to pay o co'mission for the sale of shares;
() to approve a management proxy circular;

(h) to approve a take-over bid circular or directors'
circular;

(i) to approve any annual financial statements; or

() to adopt, amond or repeal by-laws,

Waiver of toticoe

A director oy in any minner waive a notice of a meeting of the
Board, unl th: attenlance of a director at a moeting is a waiver

of mtice of the mecting, except where a director attends a
meeting for the expross purpase of objoc Llng to tho transaction of
any buiincnsoon the grounds that the meeting is not lawfully
called.

Birst 14 rtlv; of tHow Board

et s st e ¢ e s A ol s S

I{ a quorun of directors is present, each nowly elected Board may,
without 1otice,  Mold  dts first mecting  imnediately  after
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34.13

74.14

04.15

Yi.16

M.17

meeting of shareholders at which the Board is elected.

Adjourned Meeting

Notice of an adjournad meetipg of the Board is not required if the
time and place of the adjourned meeting is announced at the
original meeting.

Regular Meetings

(1) The Board may appoint a day or d.ys in any month or months

for regular meetings of tha Board at a place and time to be
nameagd. .

(2) A copy of any resolutioq of the Bard fixing th2 place and
time of the regular mectings shal) be sent to each director
forthwith after being passed,

(3) No other notice is required for any reqular m2eting unless
the Companies Agt requires the purpose thereof or the
business to be transacted thereat to be spacified.

Chairman

(1) The chairman of any meeting of the Board is ths first
mentioncd of such of the following officers as hava been
appointed if ne is a director arg present at the meeting:

(a) thz Chairman of tha Board,
(b) the President, or

(c) a Vice-President.

(2) If no officer mentioned in subsection (1) is present, the

directors present shall appoint one of thair numbar to be
chairmman.

Votes to Govern

(1) At all meetings of the Board every question shall be decided
by a majority of the votes Cast on the question.

(2) In case of an equality of votes the chairman of the meeting
is entitled to a second or casting vote.

Conflict of Interest

A director who is a party to or wWho is a director or officer of,
or h.:ls a material interest in, any person who is a party to a
material contract with the Corporation shall disclose in writing
the nature ond extent of his interest at  the time and in the
manner providad by  the Campanjes Act; amd a director so
Interested  shall not  vote on any  resolution to approve the

JUNE 1983 ~=FOR DISCUSSION PURPOSES ONLY--.
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contract except as provided by the Companies Act.

Remuneration and Expenses

(1) Subject to any unanimous shareholder agreement, the director
shall be paid such remun=2ration for their services as tr
Board may from time to time determine.

(2) Th2 directors are  entitled also to be reimbursed fo
travelling and other EXPenses properly incurreg by them i{
attending meeting of the Board or any committee thereof.

(3) Nothing contained in this provision brecludes any directo;

from serving the Corporation in any other capacity an3i re-
ceiving remuneration therefor,

Conmittee of the Board
——=xt 0! the Board

The Board may appoint cna or more committees of the Board, howsver
designated, and dulegate to any committee any of the powars of tha
Board except those that pertain to jtems that, under tha Companies
Act, a comnittee of the Board has no authority to exercise,

Business of Committon
—— =22 O Lommittoen

(1) . Subject o saction 1.04.1¢, tho powers of a comnittee of the
Board shall he exercised by resolution passed at g meeting at
which a quorum ig present or by resolution in writing signed
by all members of the committee who would have been entitled
to vote on that resolution at g meeting of the comittee,

(2) Meetings of comittees of the Board may be held at any place
in or outside Barbades,

AﬂvisQ£X Bedies

The* Board may from tim2 to time appoint such advisory bodies as it
may decn advisable,

Procedure of Conmittep

(1) Unicss othorwise determinod by the Board, each comittee and
: advisory body mwy fix jts quorum at not less than a majority
of its awnbers and may elect its chairman,

(2)  The comnittec's procadure in other respects shall follow the

rules of procedure that would govern the Proceedings .of tha
Board.,

ARTICLE @5
—_—

OFFICERS

HPpPointinent

(800 ]
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(1) Subject to any unanimous shareholder agreement, ths Board may
fron time to time appoint a President, on2 or more
Vice-Presidents (to which title may be added words indicating
seniority or function), a Secretary, a Treasurer and such
other officers as tha Board may determine, including one, or
more assistants to any of the officers so appointed.

(2) The Board may specify tha duties of the officers and, in
accordance with this by-law and subject to the Companies Act,
delegate to such officers powers to manage th2 businzss and
affairs of the Corporation.

(3) Subject to sections 1.05.01 and 1.05.02, an officer may, but
need not, be a director, and on2 person may hold more than
one office.

35.061 Chairman of the Board

(1) The Board may f{rom time to tim= appoint a director to be
Chairman of the Board.

(2) If a Chairman of thz Board is appointed, bhe is the chief
exccutive officer of the Corporation and the Board may assign
to him such powers and duties as the Board specifies.

§5.02 Managinj Director

(1) The Board may also from time to time appoint a director to be
Managing Director of the Corporation, who has such powers and
duties ~s the Board specifies.

(2) During the absence or disability of the President, or if no
President ls been appointed, th2 Managing Director also has
the powers and duties of that office.

05.03 President

(1) Th2 President is the chief operating officer, and, subject to
the authority of “h2 2oard, has gancral supcrvision of the
business of ti2 Corporation and such other powers and duties
as the Board specifies.

(2) During the abscnce or disability of the Chairman of the
Board, or if no hairman has b2en appointed, the President
also has the powers and duties of that office, unless the
President 1s not a director.

95.04 Vice-President

A Vice President has such powers and duties as the Board or the
Chairman of the Board specifies.

05,05 Secretary

JUNE 1953 --FOR DISCUSSION PURPOSES OXILY~-
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.05.06

05.07

«05,08
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(1) The Secretary shall attend and be the Secretary of all
m2etings of the Board, shareholders and’ committees of the
Board and shall enter or cause to be entered in records kept
for that purpose minutes of all Proceedings thereat.

(2) Th2 Secretary shall give or cause to be given, as and when
instructed, all notices to shareholders, directors, officers,
auditors and members of comittees of the Board.

(3) The Sacretary is the custodian of the stamp or mechanical
device generally used for affixing the corporate seal of the
Corporation and of all books, pupars, records, documents and
instruments belonging to the Corporation

(4) The Secrctary shall certify any documants of the Corporation,
except when somt othor officer or agont has been appointed
for any such purpose,

(5) Th2 Sccretary has such other powers and duties as th=s Board
or thc Chalrman of the Boargd specifies,

Treasurer

(1) The Treasurer shall keep proper accounting records in comp-~
liance with the Companies Act and is responsible for the
deposit of mon2y, the safekeeping of securities and the
disbirsement of the funds of tne Corporation.

(2) The Treasurer shall render to the Board whanaver required an
account of all his transactions as Treasurer and of the
financial position of tha Corporation,

{3) The Treasurer has such other powers and duties as tha Board
or the Chairman of the Board specifies,

Jther Officers

(1) The powers and duties of all other officers are such as the
tarrs of thoir engagemant call for or as the Board or tha
Chairman of the Board spacifies.

(2) Any of th- powers and duties of an officer to whem an
assistant has been appointed may be exercised and performed
by his assistant, unless thz Doard or the Chairman of the
Board otherwise directs.

Variation of Powers and Duties

The Board may from time to time and subject to the provisions of
the Canpanies Act, vary, odd to or limit the powers and duties of
any officor.

Term of Office

VA
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(1) The Board, in its discretion, may remove any officer of tha
Corporation.

(2) EBach officer appointed by the board holds office until his
successor is appointed, or until his earlier resignation.

05.18 Conflict of Interest

An officer shall, in accordance with the Canpanies Act, disclose
his interest in any material, contract or proposad material
contract with the Corporation.

05.11  Agents and Attorney

Th2 Corporation, by or ‘inder the authority of the Board, shall
have powor froa time to time to appoint agants or attornzys for
the Corporation in or outside Barbados with such powors (including
the power to sub-delegate) of Managemenc, administration or
otherwis2 as may be thought fit,

ARTICLE 06
PROTECTION OF DIRECTORS AND OFFICERS

‘06.00  Duty of Management

In discharging his duties ani exercising his powers, it is tha
duty of every director ani officer of the Corporation to act
honestly and in good faith with a view o the best interests of
the Corporation 2nd to exercise the care, diligence and skill that
a reasorably prudent person  would exercise in comparable
clrcunstances.,

96.01 Indemni ty

Subject to the Campanies Act, tha Corporation shall indemnify a
director or officer, a foriner director or officer, or a person who
acts or acted at the Corporation's requast as a director or
officer of a body corporate of whicn the Corporation is or was a
shareholder or craditor, and his b21rs and personal represanta-
tives, against all costs, charges and expenses,  incluiding  an
amount paid.to sottle an action or satisfy a judgment, reasor{ably
Incurrad oy him in respoct thereof,

ARTICLE ¢7
SHARES

07.862  Allotment of Shares

Subject to the Companies Act, tha articles and any unanimous
snareholder agreemont, the Board My from time to time allot or
grant options to purchase, any or all of the authorised and

JUNE 1983 =-FOR DI&CUsSsION PURPOSES ONLY--
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unissued shares of the Corporation at such times and toc such
pefsons and for such consideration as the Board determines, but no
share may be issuad until it is fully paid as provided by tha
Companies Act.

J Commissions
bl LUL UL RE)

The Board miy from time to time authorise the Corporation to pay a
teasonable commission to any person in consideration of his
purchasing or agreeing to purchase shares of the Corporation,
whether from tne Corporation or fran any other person, or
Procuring or agrecing to procure.purchasers for any such shares.

$2  Registration of Transfer

Subject to the Canmpanies Act, no transfer of a share shall be
registered in the register of the Corporation except upon

(a) presentation of tho certificate representing th2 share witn
an endorsemont  that complies with the Conpanies Act made
thereon  or  dolivered  therewith duly execcuted by an
appropriate persoh as provided by the Campanies act, together
with such  reasonable  assurance that the endorsement is
genuine and coffective as the Board miy from tim2 to time
prescribo, .

(b) payment of all appliceble taxes and any reasonable fees
Prescribad by th2 Board, and

(c) complianze with such restrictions on transfer as are author-
isxd by th: articles.

1.83 Transfer Avents and Igj‘gjtrars

(1)  The Board muy from time to time appoint ona or more agents to
maintain a contral register and one or more branch securitijes
registers  in respect  of  each class of shares of the
Corgoration.

(2)  An agont may b designated as transfer agent or registrar
according to his functions and one person may be designated
bothh rejistrar and transfor agent,

(3) 1h poard miy at any time terminate the appointment of an
agent,

37.04 Hon-Rocognition of Trusts
TG oy

Subject  to  the Conpantes Act,  the Corporation myy treat the

registercd holder of a1y share as the poerson exclusively entitled
to vote, to roceive mtices, to recoive any dividend qr other
Payments o orespect of the dore, and otherwise to exercise all

the tights and powers of an owner of the share,

T JUNL 19483 ~=FOR DISCUSSTON PURPOSES LY -~
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7.U5

37.06

‘1.07

Share Certificates

(1) Every registered holder of one or more shares of the
Corporation is entitled to a share certificate stating the
nutbar and class of series of shares held by him as shown on
the register of shareholders.

(2) Share certificates must be in such form as the Board may from
time to time approve.

(3) A share certificate shall be signed ip accordance with
section 1.02.63 and nead ot be under the corporate sesal
unless the Board otherwise determines, !

(4) Share certificates representing sharcs of a class for which a
transfer agent or registrar has been appointed are not valig
unless countersigned by or on behalf of the transfer agent or
registrar.

(5) The signature of one of the signing officers or, in the casa
of a certificate.for shares of a class for which a transfer
agent or registrce has been appointed, the ‘signature of the
transfer agent or registrar, ani in the case of 3 share
certificatg that does not require a Manual signature under
the Companies Act, the signatures of both signing officers
may be printed or mechanically reproduced in facsimile. !

(6) Every such facsimile signature shall for all purposes be
decx§d to b the signature of the officer and any share
cert*ficatc cxocuteri as previded in this provision is valid
notwithstanding that one or both of the officers whose
facsimile signature appears thoreon no longer holds office az
the date of issue of the certificato.

Replacement of Share Cortificates

On such terms as  to indemnity, reimbursement of expenses and
evidence of loss and of title o the Board my from time to time
prescribe, whether aenerally or in any particular case, the Board
or any officer or w:ent designated by the Board, in its or his
discretion, miy, on paynent of a reasonable feo, direct the issue
of a nxw :liare oortificate or other certificate in liey of ané
upon cancellation of a certificate that hag been mutilated or in
substitelion for a cortificate  claimed to  have been  lost

destroy-d or wiongfully taken, !

Joint Holders
(1) It two or more peroonu are registored as Joint holders of an
. X i
shite, the Corporation 15 not bound to igguo more  than onZ
shroe certificate n respect  thereof, ang delivpry: of thé
certiticate to on? of thone Persons 15 suffiei ' ,
- R SR L 1clent do
all of thom, delivery to
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(2) Any one of the persons who are registered as joint holder of
any share may give effectual receipts for the share
certificate issued in resiect of tha share or for any
dividend, bonus, return of capital or other mon2y payable or
rights to acquire shares of the Corporation issuable in
respect of the share.

(3) In any dispute as to which of the joint owners of any share
is entitled to vote, the right to vote the share accrues to
the joint owner first named on the share certificate.

Deceased Sharcholders

In the event of the death of a holder, or of one of the joint
holders, of any share, the Corporation is not required to make any
entry in the register of snareholders in respect thereof or to
make any dividend or other paymants in respect thareof except upon
production of all such docunents as'are required by law and upon
compliance with the reasonable requirements of the Corporation and
its transfer agents,

ARTICLE @8
DIVIDENDS AND RIGHTS

Dividends

(1)  Subject to tha Companies Act, the Board Tay from time to time
declare dividends payable to the shareholders according to
their respoctive rights and interests in tha Corporation.

(2) The declaration of a dividend in favour of any on2 class of
shares doos ot 1mply any right to any other class of shares

to receive the same or any dividena,

(3) Dividends miy be paid in money or property or by issuing
fully pd uhares of the Corporation,

Record Date for Dividends andd Rights

(1) Tho Board My f1x in advance a date, preceding by not more

than 59 days the Jdate for the paymant of any dividend or the
date for the issue of rigts to subscribe for or acquire
chares of 14, Corporation,

(@) as = record date for the determination of tho persons
entitlied to recoive payment of o dividond or to exercise
the right to subacrita for shares of the Corporation,

(b) as a record it for the determination of the prrsons
entitlad to receive ayent of o dividend or to excercise
the tight to subscerile for shares,

(2) Notice of any record date sinsll, in the minnzr provided by

1001
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NOTICES

.+ Notices
Not ==

The word "notice" includes any communication or document; and
ngiven" includes sent, delivered or served, as well as given.

M Method of giving notice

(1) Wwhen a notice is to be given pursuant to the Companies Act,
the requlations thereunder, the articles, th2 by-laws or
otherwise, to a shareholder, director, officer, auditor or
mamber of a comnittee of the Board, it is sufficiently given
if it is given personally to the person to whom it is to be
given or is given to his recordad address or if mailed to him

at his recorded address by any mzans of prepaid, transmitted
or recorded communication.

(2) A notice so given shall be dezemad to have been given when it
is given personally at his recorded address or given in the
ordinary course of mail addressed to his recorded address;
and a notice so given shall be deemad to have baen given at

the time it would be recelved in the ordinary course or mail.

(3) A notice given by mzans of transnitted or recorded com-
munication shzll be decmad to have been given whan Jdispatchad
or conveyed to the appropriated communication company or
agency or its represantative for dispatch.

(4) The Sccretary of the Corporation may change the recorded
address of any shareholder, director, nfficer, auditor or
member of a committee of the Board in accordance with any
information be)ieved by him to be reliable.

1,02 Notice to Joint Sharcholders.

If two or more porsons arc registered as joint holders of any
share, any notlce my b2 «ldressed to all of th2 joint holders,
but notice addressed to one of those holders is sufficient notice
to all of thom.

'.03  Computation of Time

In conputing tho date when notice must be given under  any
provisison requiring notice of a specified number of days or other
period for any m>cting or other event, the date of giving the
notice is to b eoxcluded and the date of the m2eting or other
event is to be includud.

.04 Urdel iverad Hotice

If any notice given to 3 shareholder pursuant to sacrions 1.10.01
is returnx on three consecutive occasions bocause he cannot be
foun!, the Corporation is not required to give any further notices



~10H DRAFT BYLAW NO, ]

“,as

37

00

to the shareholder until he informs the Corporation in writing of
his new address,

Gmissions and Errors
————2 a1 Errors

The accidenta] anission to give any notice o any shareholder,
director, officer, auditor or mzmber of 3 comittee of the Board,
the nNon-receipt of any notice by any such person, or any error in
any notice not affecting tha Substance of the notice does not
fnvalidate any thing done at any meeting helg Pursuvant to the
notice or otherwise foundeq thercon,

Entitlement bx Oegration of Law

Every porson who, by operation of law, transfer, death of 3
sharcholder or otherwise, becomes entitled to any share is boung
by every notjce In respect of the sHare that is duly given to the
shar«holdur from whan he decrives hisg title before

(a) he furnished  tha "Corporation With proof of authority or
evidence of entitlemant ag prescribed by the Companies Act,
and

(b) his i and  address wre  entered op the register of
shareholders,

whather the notice was given before or after the happening of tha
event upon wich he became so entitled,

Walver of Notice
—— 2 holice

(1) Any sharcholder, proxyholder, director, officer, auditor or
momber  of g comittee of tho Board, or any othar person
entitled to attend g meeting of shareholders MY at any time
waive any mtice, or wajve or abridge the time for any
_hotice, reguired to ba given to him under the Companies Act,
the requlations thereunder, the articles, the  by-laws or
otherwise

(2) A waiver o abridgement pursuant to subsection (1), whether
given bofore, gt or after tho mting or othor cvent of which
notice jg required to e given, cures any default in the
giving or in 1, time of the notice, as tha case may be,

(3) A waiver o abridgyoment must be in writing, but , waiver of a
notice of a mxting of sharcholders, of the Board, or of a
comnittce of ths Board may b given in any manner, '

ARTICLE 1)

EFFECTIVE DATE

E[f(V';; 2 Date
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This by-law comes into force when made by the Board in accordance
with the Act :

1.11.10 Repeal (FOR USE AFTER ENACTMENT OF FIRST BYLAWS)

(1) All previous by-laws of the Corporation relating to the
matters provided for in this by-law are repealed on the
commencaement of this by-law.

(2) Subsection (1) do=s not affect the previous operation of any
by-law so repzaled, nor does it affect
(a) the wvalidity of any act done under, or any right,

privilege, obligation or liability acquired or incurred
under any such by-law before its repeal,

(b) the validity of any contract or agreement made pursuant
to any such by-law before itds repeal, or

(c) the validiéy of any articles or predecessor mamorandum
or articles obtainad pursuant to any such by-law before
its repeal.

(3) All officers and Persons acting under any by--law
repealed under subsection (1) shall continue to act as
if appointed under this by-law.

(4) Any resolution with continuing effect, either of the
shareholders, thz Board Or any comnittee of the Board,
tha; was passad  under eny repz2aled by-law continues,
until amendad or repealed, to be valid to thz extent
that the resolution is not  inconsistent with this
by-law.

WOL BY THE DIRECTORS, THIS DAY oOF 19

gisFlRMED BY THE SHA?EHOLDERS IN  ACCORDANCE WITH THE ACT, THIS
oF 9

JUNL

1943 ==FOR DISCHINETON teomrvane.
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AGENCY FOR INTERNATIONAL DEVELOPMENT
ADVICE OF PROGRAM CHANGE

Date:
Country : Caribbean Regional
Project Title : Caribbean Financial Services
Corporation
Project Number : 538-0084
FY 83 CP Reference : None

Selected Development Activities (SDA)
end Economic Support Funds (ESF)

Appropriation Category

SDA - $9,0C0,000 (L)
$ 400,000 (G)
ESF - $4,000,000 (L)

Life of Project Funding

Intended FY 83 (bligation £13,000,000 (L), $400,000 (G)

Loan Terms : 20 year term at 2% interest
on oatstanding balance
from first disbursement
through grace period, 3%
interest through remainder
of term

This is to advise that A.I.D. intends to obligate $12,000,000 in lcan and
$£400,000 i grant funds in FY 1983 for the Caribbhoean Financial Servires
Jorporation project. ‘This is a new project which was not included in the FY
1983 Congressional Presentation.

The parpose of the vroject is to establish a privite sector Jdevelopment
finance institutior to provide teim financing anil other financial services not
trafitional ly available to private sector proiluctive enterprises in the
Fijlish-cyeaking Caribbean in order to stimulate private sector development of
productive employment and investment opportunities.

The $4 million of vek included in this project io part of the $85 million of ESF
spreified by the Conyress to be used for development projoects.

. r Activity Data Sheet






