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PRCUECT AU.,(TORz;.TIo:. 

Name of Country: Caribbean Rezicnal 

Name of Project: Caribbean Financial Services Corporation 

Nu1umber of Project: 538-0084 

Number of Loan: 538-W-024 

1. Pursuant to Sections 531 and 106 of the Foreign Assistance 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 Hundred
 
Thousand United States Dollars ($400,000) in grant funds ("Grant") 
over a one-year period from date of authorization, subject to the 
availability of funds in accordance with the AID OT3/allotment 
process, to help in financing foreign exchange and local currency 
costs for the project. No funds authorized hereunder shall be 
obligated until AID has received evidence, satisfactory to AID in 
form and substance, that the Caribbean Financial Services 
Corporation ("CFSC") has bee:, duly organized and incoroora e under 
the laws of Barbados, and that the CFSC has taken all corporate and 
legal action required under the laws of Barbados to operate as an 
intermediate fina.nce institution. The Planrned life of the project 
is four years ano five months from the date of initial obligation.
 

2. The project ( "roject") consists of the establishment of a
 
private sector development finance institution to provide term
 
financing and other financial service-- not traditionally available
 
to private sector enterprises in the Finglish-speaking Caribbean.
 

3. The Project Agreeient, wh-Lch r-ay be negotiated and executed by 
the officer to who- such authority has been delecated in accordance 
with AID's regulations and delegations of authority, shall be 
subject to the followincg essential ter,%s, conditions and covenants, 
together with such other terms an6 conditions as AID Tray deer. 
appropriate. 

(a) Interest Rate and Terms of Repayme t 

The CFSC shall repa., the Loan to A: in U.S. Dollars within 
twenty (20) years from the date of first disbursement of the Loan, 
includino a grace period of not to exceed ten (10) years. The CFSC 
shall pay to AID in U.S. dollars interest from the date of first 
disbur sem'_nt 



first ten (10) years, and. (ii)three percent (3%) per annum 
thereafter, on the outstanding disbursed balance of the Loan and on 
any due and unpaid interest accured thereon.
 

(b) Source and Oriqin of Commodities, Nationality of Services
 
(Loan)
 

Except as provided in section 3(h) below, coumdities
 
financed by AID under the Loan shall have their source and'origin in
 
Barbados or in countries included in AID Geographic Code 941, except

as AID may otherwise agree in writing. Except as provided in
 
Section 3(h) below and except for ocean shipping, the suppliers of
 
commodities or services shall have Barbados or countries included in
 
AID Geographic Code 941 as their place of nationality, except as AID
 
may otherwise agree in writing Ocean shipping financed by AID under

the Loan shall be financed as set forth in section 3(h) below.,
 

(c) Source and Origin of Commodities, Nationality of Services
 
(Grant)
 

Commodities financed by AID under the Grant shall have

their source and origin in Barbados or in the United States, except

as AID may otherwise agree in writing Except for ocean shipping,

the suppliers of commodities or services shall have Barbados or 
the
 
United States aE their place of nationality, except as AID may

otherwise agree inwriting. Ocean shipping financed by AID under
 
the Grant shall be financed only on flag vessels of the United 
States, except as AID may otherwise agree inwriting.
 

(d) Conditions Precedent to Disbursement for Lending Activities
 
(Loan)
 

Prior to any disbursement under the Loan, or to the 
issuance by AID of documentation pursuant to which disbursements of
 
Loan funds for lending activities will be made, the CFSC shall,

except as AID may otherwise agree in writing, furnish to AID, in
 
form and substance satisfactory to AID:
 

(1) Evidence of subscribed capital of not less than $2.0
 
million and paid-in capital of not less than $1.0 million;
 

(2) Evidence of the establishment of a working office,

including evidence that the Managing Director is actively employed

and that the CFSC has employed the staff required to carry out its
 
operations;
 

(3) A statement setting forth the basic organizational

policies and operational guidelines of the CFSC, including specific

lending criteria; and
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incorporated(4 )Evidence,,that -the CFSC has all necessary _i 
powers and priviledges required for effective implementation of the
 

Project. 

(e) Conditions Precedent to Disbursement for Discounting (Loan)
 

Prior to any disbursement under the Loan, or to the
 

issuance by AID. of documentation pursuant to which Loan funds for
 

discounting will be made available, the CFSC shall, except as AID.
 

may otherwise agree inwriting, furnish to AID., in form and
 
substance satisfactory to AID.:
 

(1) Evidence that the CFSC has employed the staff required
 

to carry out the discounting program;
 

(2) A duly authorized detailed statement setting forth the
 

criteria and procedures that the CFSC will follow in reviewing,
 

administering and monitoring the discounting program; and
 

(3) A projected two-year operating plan and budget for the
 

discounting program and a model agreement'illustrating the basic
 

legal framework for the discounting program.
 

(f) Condition Precedent to Disbursement for Direct Lending
 

or Other Financial Services (Loan)
 

Prior tu any disbursement under the Loan, or to the
 

issuance by AID cf documentation pursuant to which disbursement of
 

Loan funds for direct lending or other financial services will be
 

made, the CFSC shall, except as AID may otherwise agree in writing,
 

furnish to AID, in form and substance satisfactory to AID, a duly
 

authorized detailed plan for (a)the periodic audit of sub-loans and
 

(b)a projected two year operating plan and budget for direct
 

lending and/or other financial services.
 

(g) Special Covenants
 

The CFSC shall covenant that, except as AID may otherwise
 

agreed inwriting, itwill
 

(1) Not incur any indebtedness which would be accorded a
 

position superior to the Loan;
 

(2) Use refluds of principal and interest in a manner
 

which will achieve the purposes and objectives of the Project;
 

(3) Not amend or modify its corporate charter and/or
 

by-laws or other incorporating instruments without prior approval of
 

AID;
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(4) Not incur short or long-term liabilities other than
 
mutually agreed upon concessional assistance, which cause the
 
debt/equity ratio of the CFSC to exceed six to one (6/1) during the
 
first five years, seven to one (7/1) during years six and z';jen,
 
and eight to one (8/1) thereafter.
 

(5) Request 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 935, 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 applicahble to
 
procurements utilizing not to exceed $4,000,000 in Economic Support

Funds and not to exceed $1,000,000 in development assistance fuids.
 

M. Peter McPherson
 

Administrator
 

-p te 

C l e a r anc e s : Da t e 
GC:RDerha if'i Date 
GC/LAC:RBMeighan ! /.Date j

k-IVPPC:JBolton : Date 
AA LAC:1,DBromC - %,) Date7I;',,
LAC/CAR:JHoltawy1C D t ej 

GC/LAC:GM.X' int ~d 7/27/83 29241 0017d 



SUMMARY AND RECOME)ATIONSI. 


A. 	 Recommendations
 

The AID Regional Development Office/Caribbean (RDO/C)
 

and a grant of
recommends authorization of a loan of $12,000,000 

$400,000 to assist in establishing and capitalizing the Caribbean 

Financial Services Corporation (CFSC). 

B. Project Summary
 

will be the Caribbean FinancialThe Borrowcr/Grantee 
Services Corporation, a private sector-owned development bank that 

will operate in the English-speaking Caribbean (principally 

Barbados, and the Less Developed Countries of Antigua, Belize, 

Dominica, Grenada, Montserrat, St. Kitts/Nevis, St. Lucia ani St.
 

Vincent). CFSC will be incorporated in Barbados. Its core investor
 

group includes some of the Caribbean region's most influential
 

Its creation at their initiative responds to
business leaders. 


their perception of the iw)st critical constraints to the growth of 
In addition to
the productive private sector in the region. 


the majorCaribbean firms, shareholders in CFSC will consist of 

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
 

Waile other elements of that plan address
Implemenation Plan. 


constraints to private sector growth such as training,
 

identificaticr 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 ga of the project is to stimulate expansion of the
 

productive private sector in the inglish-speaking Caribbean, thereby
 

foreign exchange earnings. Itscreating employment, income and 


larpose is to establish a private sector development finance
 
services
institution to provide term financing and other financial 

not traditionally available to private sector enterprises in the
 

Engl ish-speak ing Caribbean. 

will consistTo achieve the goal and purpose of the project 


of the following elements:
 

-- incorloration and capitaiization of CFSC; 

discounting of loans made by commercial banks to the 

pro]uctive private sector; 

-- direct lending to eligible enterprises; and 

other innovative :;ervic.s not currently available in 

the region to supxort private sector growth. 
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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. Equity: The amount and structure of equity is
discussed in Section 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. A:[D 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 Brcyn, ChIief, Development Resources 
Terrence Liercke, Chief, Program Office
 

3. Colsultants
 

Iluberto Esteve, 
A. D. Little, Inc. 
Carlos 'Torres,A. D. Little, Inc. 
Robert "Lgner, A.D. Little, Inc. 
Nicholas 11ol land, A. D. Little, Inc. 
George P.erris, Ferris & Compiny 
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II. BACKGROUND AND RATIONALE
 

A. 	 Background 

1. 	 Economic Structure of the English-speaking Eastern
 

Caribbean
 

T'he English-speaking countries of the Caribbean consist of
 

Trinidad and Tcbago, Jamaica, Barbados, Guyana, the Less Developed
 

Countries (LDCs) of Antigua and i3arbuda, Belize, Dominica, Grenada,
 

Montserrat, St. Kitts/Nevis, St. Iucia, 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 larger states of
the English-speaking Caribbean and Barbados. 


Trinidad and Tobago, Jamaica and Guyana therefore are not
 

specifically included in this economic background discussion for
 

this 	reason.
 

The LU)Cs and Barbados are small economes which suffer from
 

diseconomies of scale in producing for domestic markets.
 

Opportunities for import substitution are limited and imost growth
 

strategies are concentrating on export prorition, particularly in
 

agro-industry and m-nufacturing. To date, these states have relied
 

heavily on marketing a few primary products such as sugar and
 

bananas to protected IeirKets abroad. In addition to their
 

susceptability to the vagaries of tie weather, reliance on a very
 

few products in a limited number of foreign 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 imnufacturing. The enrgence of positive public
 

sector support for the development of private enterprise has been a 

signific-n t factor in facilitdting this shift in a number of 

countries. 

2. 	 Role and Grcwth of A(}ro-Industry, Vinnufacturing and Tourism 

Grot'h in Lhese sn-l.l, economies over the past decide has 

been 	set back tn various deqrees by (a) the massive OPEC oil. price 

hikes of 1-973-74 aind tlhe ensuing glolxl ;-ecession, (b) a series of 

natural disasters, (c) the cyitinued d 1 ine in [Diropean budgetary
 

tnd(d) most recently, the strengthening of
supx)rt. for the region, 
the U.S. dtolliar icai ist lur()pvin currericies aid the (>nadian dollar 
(the 	 I-ion' tr Co((nal trridiing currencies). Nonetheless, 

nAInufacturing, agro-,:,dustrial develol-,ent and tourism are playing 

an iritCeaSingly imjx)rtrit role in the economies of the 

I]hgl i sh-seak i ng Car ibbcan. 
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Manufacturing and agro-industry are now making asignificant contribution to GDP in all states, except Grenada. In

1981, the sector 's contribution to Pexceeded 5 ecent ­inhall- -------(ecdii-eid)-Wi '- e'figure ranging ­as high as 14 
percent (St. in states,Vincent). most manufacturing's share of GDPwas higher in 1981 than in 1976. In Antigua and St. Vincent,
manufacturing's and agro-industry's share in GDP had doubled. Thesesectors also are having a significant impact on employment in theEnglish-speaking Caribbean. For instance by 1980, the sectorsaccounted for more jobs inthan 10,000 the LDC's. Wile the numbersin themselves are not large, they are significant for countrieswhose populations are so small. 
Moreover, for the English-speaking

Caribbean the sectors are providing a sizable proportion of the newemployment opportunities. 
Lastly, they are having a substantial

positive effect on the islands' balance of payments. By 1981, forinstance, manufacturing and agro-industry earned almost $170 millionin foreign exchange for Barbados and the LDCs, treble the amount 
generated in 1976.
 

Although tourism is still relatively unimportant in several
states, the sector is assuming increasing significance in the region
as a whole. 
For example, Barbados, Antigua and St. Lucia place high
priority on the development of tourism. In addition to their

natural beauty, most countries have provided requisite economic
infrastructure, including airports capable of handling wide-bodied

aircraft and good road systems. 
The states also have a variety of
high quality tourist acconodations. The importance of tho sector
is ir.dicated by the sector's contribution to total output.

example, in Barbados and Antigua, tourism is 

For
 
now the most important


productive sector, contributing 13 and 12 percnt of GDP,

respectively. 
In St. Lucia and St. Kitts, the sector is a
moderately important contributor to GDP. 
On the other hand, the
sector still furnish less than 5 percent of GDP in Dominica and St.

Vincent. 
For all the region's states, tourism contributes

significantly to total foreign exchange earnings, ranging from 19
 percent in Dominica to 71 percent in Mcntserrat.
 

3. Role of the Private Sector 

'1b reverse the overall downward trend of the region's
economy, sustainable increases in employment and production must be
achieved. 
Since the productive sector is predominately in the hands
of the private sector and productive employment can most effectively

be created by the private ownership of the means of production, the
Caribbean private sector has a key role to play in promoting

increased economic growth.
 

There is a general consensus that propects for private
sector growth in the region are positive, particularly in
agro-industry, manufacturing and tourism. 
A successful program of
expanding productive private sector investment in these sectors will

increase employment and overall economic production as well as
 



in turn will permit governments toincrease tax revenues which 
maintain adequate levels of infrastructure investment and social 

"
 
" ..
.': -se r v i c e s . ...- -----_ ------- ........... _ ----

In addition to growth potential, the climate for increasing 
With limited exception, theprivate sector investment is promising.

political environment in the English-speaking Caribbean has become 
very positive and Caribbean political leaders are looking to the 
private sector as a principal source of economic expansion. 

The Caribbean private sector must be able to respond to the 
new opportunity which confronts it. This will require the private 
sector to move away from its trading company/distributive sector 
image and pursue higher-risk ventures manufacturing for export, 
agro-industry and tourism. While U.S. firms can play a role in 
stimulating private sector expansion in the Caribbean, the Caribbean 
private sector itself must commit its financial resources,
 
organizational ability, and management skills to the growth of the
 
region.
 

B. 	 Project Rationale
 

1. 	Constraints to Expansion of the Productive Private
 
Sector
 

The Caribbean Group for Cooperation in Economic
 
Development convened a Task Force on Private Sector Activities in
 
1980 which determined that despite some differences in the
 
development strategies of Caribbean Group countries, the private
 
sector must be relied upon to provide a large proportion of the
 
additional production and employment needed for the economic and
 
social development of the region. The Task Force identified
 
constraints to further growth of the private sector that coincide
 
with later studies by the World Bank, USAID, and others. Trhe major
 
ones identified include: (a)financing, (b)human resources, (c)
 
uncertain investment climate, (d)governmental and regional
 
policies, (e)deficiencies in physical infrastructure, and (f)
 
marketing.
 

(a) 	Financing
 

Although the English-speaking Eastern Caribbean
 

is reasonably well endowed with financial institutions, these
 
institutions have concentrated on credit to the distributive ,trades
 
and commerce rather than on providing development or merchant
 
banking services. At present, several states face an acute shortage
 
of liquidity which is affecting private sector activity adversely.
 

For larger enterprises, the most serious
 
financial problem is the need for longer term financing and venture
 
capital for equity investments. For smaller scale enterprises, a
 
broader range of problems exists which deny access to and inhibit
 



effective utilization of financial resources. These include: 
 (a)provision of longer-term financing; (b) technical assistance indeveloping projects (qc) s-uppleiental ,-ui -and- (d)ty .inancing;a­mec/ani:iism to reduce the perceived high risk of lending to smaller 
enterprise. 

(b) Human Resources 

The shortage of entrepreneurial, managerial and
technical talent as well as skilled labor is 
one of the mostimportant obstacles to private sector development. This in part isa consequence of out-migration. A traditional education system thatdoes not prepare individuals for the job opportunities that do existalso is responsible. 
Upgrading and expanding the availability of
managerial and technical training is necessary at all levels.
Entrepreneurship is
even more scarce than managerial or skilled
 manpower. 
Partly as a legacy of the colonial era, strong
entrepreneurial traditions do not appear to be present in 
most of
the English-speaking Caribbean countries. 
Although there are
numerous small traders and artisans, economic activity in the modern
business sector tends to be concentrated in a few firms, largely in
 
commerce. 
As a result, competition is limited.
 

For the most part, labor unions in the region are
responsible and wage patterns are attractive to foreign investors.
However, because of the strong links that have been forged between
the labor unions and the dominant political parties, the unions do
exert considerable influence. 
For instance, pressures for wage
increases in excess of productivity gains have eroded the
competitiveness of some industries, especially sugar.
 

(c) Uncertain Investment Climate
 

The "investment climate" is 
a complex combination
of objective "incentive" factors, and more subjective "confidence"

factors. To the extent there is
a lack of confidence, it seems to
be related in most countries not to present policies and practices,

but to fears that these policies may change for the worse in the
future. 
In some countries, the lack of clearly articulated economic

policies is
a negative factor. Also, governments and politicians
may fail to express their development strategies in ways that show a
sophisticated understanding of the role and requirements of the
private sector, giving rise to thu,feeling, whether justified or
not, that public commitment to the private sector may be most

expedient and therefore reversible.
 

Contributing to an uncertain investment climate
is the limited participation of private business sector management.

Modern business is concentrated among a few firms or individuals.
Moreover, in several countries governments have assumed a role in
the economy in excess of their iyInagement capacity. Thus,
bureaucratic obstacles become interwIned with political or social
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and procedures for transactions suchrelationships so that systems 
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. 

(e) 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
 

LDCs.
 

(f) Marketing Limitations
 

According to many .,nalysts, marketing is amang 

the most serious constraints to economic development in the region. 
meanThe major problem is one of volume. While small size would 

that their output wouLd not disturb markets in large developed 

countries, East Caribbean states, including Barbados, have
 
In addition, there is
difficulty achieving economies of scale. 

limited access to infermation ai the state of external markets, 

production techniques, and warehousing facilities, amongalternative 
other items. Often give their severe financial difficulties, 

governments do not have sufficient resources to undertake increased 

marketing effcrts. .AJso, foreign exchange difficulties in some 

states such as Guyana and Jamaica have precludedl their use as a 

market outlet for Eastern Caribbean exports. 

An additional constraint is the region's 
1.inks the countries bothunreliablb sea transp)rt system which 

regionally and extra-regionally. Frequently, problems such as 
shipping inhibit private sector investm-nterratic and inconsistent 

in export-oriented activities.
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2. FDO/C Private Sector Strategy 

To overcome the constraints outlined aboveinhibit the growth whichof all segments of the productive private sector,
the Mission has developed---..-----.-. geneate-h igher--level s a broad strategy to stimulate employment,o f-income ̂ -and-expad-i nves tme _ -. 
production. Wrking within the framework of the Caribbean BasinInitiative and in conjunction with the indigenous businesscommunity, national governments and other donorappropriate, or USG agencies asthe Mission is undertaking to implement a privatesector development strategy that broadly encompasses thel following: 

- Seeking commitment and mobilization of Caribbean
private sector resources which, together with
USAID and other donor assistance, can address the
principal constraints to growthi; 

- Creating or expanding opportunities which involve 
the U.S. private sector with its Ca.'ibbean 
counterpart to stimulate increased investment,

enlarge markets, and facilitate the transfer of
 
managerial and technical skills;
 

- Undertaking such regional or country specific
initiatives that will support private sector 
growth utilizing both aid and non-aid tools of 
development; and 

- Encouraging and facilitating coordination of
other donor and US3 agencies involved in 
development of the region's private sector. 

The proposed project will address directly thefinancial constraints to private growthsector in this region.Before discussing the nature of these constraints in more depth and
the alternatives considered for addressing them, the following
summarizes the Mission's response to the other major constraints
discussed above in 
terms of current or planned project activities.
 

(a) Human Resources Development
 

Several current and planned activities are
focussed on the critical problem of human resources development,most importantly the current project with the Caribbean Associatlonof Industry and Commerce (CAIC) the proposedand FY 83 grant to theBarbados Institute of Management and Productivity (BIM , "P). 

Through its training office, CAIC is conducting
short courses and seminars in
a broad range of topics (upgrading
skills of first line supervisors, exporting furniture into the U.S.market, application of U.S. customs and-tariffs to manufacturers) attheir headquarters in Barbados and in their member countries.
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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 

operations. 

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 clihwate for private sector
 

development has improved substantially, broadening the dialogue
 

between 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
 

consultations between the Caribbean Common Market Secretariat and
 

representatives of the industry aimed at resolving problems created
 

by public policy. 

We expect CAI(- to continue to expand its
 

influence in this area.
 

(c) Economic Infrastructure
 

On-going regional projects such as the factory 

shells program with the Caribbean Development Bank under the 

Employment/Investment Proaotion 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 wiici in part also address problems 
related to infrastructure. The $9.6 million grant to Ibminica (to
 

reconstruct its principal east-west rcad) and a grant totalling 
$7.65 million to St. Lkicia and St. Vincent (to rehabilitate various 

segments of their road network) are addres3ing transportation 
constraints. A $9.7 million laan/grant to Antigua will 
significantly increase the quality and improve the reliability of 

water supply in that country.
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In FY 84 and beyond, additional projects areplanned in the area of private sector infrastructure supyjxrt(industrial estates, warfs, utilities) and energy. 

(d) Marketing Limitations 

The area of market development is critical in theRegion. Tw.~o AID-financed projects, the Caribbean ProjectDevelopmnent Faclity (CPDF) and the Project Development AssistanceProgram (PDAP) are, amo~ng other activities, helping expand marketsand attract new industry. 

The CPDF under the sponsorship of theInternational Finance Corporation and with support from a number ofdonors including AID, is focussed on assisting firms developbankable projects. Working out of Washington, D.C., CPDF works withfirms in'the.Caribbean to refine project ideas and assist them tostructure projects for presentation to financial institutions.Identification of marketing and product opportunities are among its areas of emphasis. 

-4i! i 
! 

PIYAP isbeing implemented through an RDO/Ccontract with the firm of Coopers and Lybrand. The project includesmajor emphasis on the attraction of new investors to the LDC's an~dBelize, including enclave industries with established export marketsand developing indigenous industries to exploit existing regionaland extra-regional markets. The efforts of the PDAP contract arenow beginning to bear fruit in terms of new enterprises established,prospects identified, and markets assessed. 

,f ii: ,i L:' i"! . . . . ? :i 
' : 

"-:: i.... " / ... i " : •... ' 
: 

While the above is by no means a complete list ofthe range of projects within the RDO/C portfolio which address themajor constraints inhibiting private sector growth (see theMission's*Caribbean Basin Implementation Plan for a more completeanalysis), it does illustrate the steps which are being taken inareas outside the parameters of this proposed project with CFSC. Inaddition, several of these projects will directly support CFSC'sactivities as discussed below. 

3. Financial Constraints to Private SectorGrowths 

Analytical work subsequent to the 1980 private sectortask force report has further defined the nature of the financialconstraints to private sector growth, particularly in the LDC's.The major assessment with done by the firm of Arthur D. Little undercontract to RIX)/C. 

As part of. the project development process a marketsurvey was conducted by Arthur D. Little, Inc. to determine thepotential demand for the financial services that the CFSC mightoffer. As the priority focus of the Mission's private sectorstrategy is on -Barbados and the Eastern Caribbean LDCs, the marketsurvey waa coiaddocted In six territories: Antiguat Barbados, Belize, 
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Dominica, St. Kitts/Nevis and St. Lucia. The market survey 

attempted to identify inore specifically thle financial constraints 

that today limit the development of the Fnglish-speaking Caribbean's 

three most binding constraints are
productive private sector. The 

outlined below. 

(a) LiL y 

Ab3ence of liquidity in the financial system is a 

problem in many of the countries of the Easternrecurrent 
banks operating inCaribbean. By policy, most foreign commercial 

the region try to minimize their net couitry 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
 
banks to allocate
liquidity, the tendaicy is for the come.rcial 


available funds f'rst to their larger, established borrowers and
 

lastly to new applicants or new projects. Large public sector
 

also have diverted savings away from private investment.borrowings 

(b) Loan Term 

Like the liquidity constraint, the reluctance of 

the commercial banks to commit to loan terms beyond three years is
 

deposit funds locally available. The
linked to the nature of the 

types in the region is under one
average term of deposit of all 


seldom willing to assume the liquidity risk
year. Banks are 

a long term loan with short term deposits
associated with funding 

may leave them illiquid if deposits rates decline in the future. By
 

a demand basis through overdraft financing, banksmaking loans on 
maintain the flexibility to rapidly adjust their assets in response
 

to changes in their liabilities. This lack of term funds makes 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 Rn-uirements
 

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 oommercial banks in the region are
 

unwilling to accept working capital. assets (inventories and accounts 
and oftenreceivables) as sole collateral for working capital loans, 

assetswill require a full debenture on a firm's fixed and floating 
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as security. Further, specialized equipment may be considered 
unsuitable (or alternatively may be severely undervalued as 
collateral) because of the difficulties associated with liquidating

the assets within the limited market of the region in the event of 
default.
 

Because of the conservative values the banks assign to
 
their borrowers pledgeable assets, and in part because of the banks'
 
desire for 100% security or more, the loan to collateral ratios in
 
the region tend to be quite low. 
In Belize, for example, the
 
average loan to value ratio in the commercial loan portfolio was

estimated to be between 30% and 50% 
(i.e. $2.00 in assets pledged to
 
secure each $1.00 of loan). This situation limits borrowing for
 
both expansion of existing businesses as well as for the
 
establishment of new projects, andis further aggravated by the
 
banks' slow pace in sharing collateral with other leaders on a parri
 
passu basis.
 

4. Project Background
 

Throughout 1981 and 1982, the Mission worked closely

with key private sector leaders to develop an effective and
 
responsive instrument for addressing the financial constraints
 
inhibiting private sector development. TWo alternatives were
 
debated at length: (a)revitalization of the existing Caribbean
 
Investment Corporation (CIC) primarily through its conversion to
 
private sector ownership and (b)establishment of a fully

private-sector owned regional development finance institution.
 

For reasons of political sensitivity and the
 
advantages offered by the existing charter of CIC, the private

sector opted initially to explore the CIC alternative. CIC was
 
established in 1973 as a joint venture between regional member
 
states of the Caribbean Common Market (CARICOM) and the region's

private sector. 
Sixty percent of equity was provided by governments

and forty percent by the private sector. Established with
 
authorized capital of $5.7 million, the objective of CIC was to
provide a source of investment capital in the Eastern Caribbean
 
LDCs. 
In carrying out that objective, the institution made
 
financing available through equity investments, loans and third
 
party guarantees.
 

Initially, CIC undertook to aggressively finance
 
activities in the LDCs, funded by the borrowing of $1.26 million
 
from the Caribbean Development Bank (CDB) and of tl million European

units of account from the European Investment Bank in addition to
 
its equity. Through mismanagement questionable equity investments
 
and too high a percentage of its portfolio in equity investments by

December, 1980, CIC had become a moribund institution, while the
 
development needs of its target countries continued to grow.
 

In May, 1981, the LDC Governors of CIC concluded at
its Annual General Meeting that it was important to keep CIC as a 
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separate financial institution and, furthei, agreed to accept the 
with the Missionprincipal of private sector control. Working 

1981 and early 1982, the region's private sector developed athrough 
program for revitalization of CIC. At the June, 1982, Annual
 

General Meeting, the private sector, as represented by the Caribbean
 
anAssociation of Industry and Commerce (CAIC), presented RDO/C 

supported program for restructuring CIC into a viable, for-profit 

financial institution. Agreement to convert CIC to private sector
 

control 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 cormnercial and developnental 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 
Caribbean Financial Services Corporation, to
a new institution, the 

provide Longer-term financing and other non-traditional financial 
services.
 

III. PPOJEUP DESCRP ION AND ELEMENS 

A. Goal and Purpose
 

The goal of this Project is to stimulate expansion of the 

prclactive sector in the Eastern Caribbean, thereby creating 

ci ployrnent, income and foreign exchange earnings. 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
 
new
financial services which will suport the creation of 

productive, private sector enterprises, as well as the expansion of
 

existing prc-ductive sector businesses. 'Theseservices will consist
 

of providing the following to productive private sector usmpanies 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;
 



(b) 	 Direct term lending; and 

(c) 	 Provision of other financial services not currently
available in the egion. 

These three activities, along with initialthe establishment of theCFSC, form 	the elements of the p.toject. 

C. 	 Project Elements 

I. 	 Creating the CFSC 

The CFSC will be incorporated under the BarbadosCompanies Act 	of 1982 and the proposed Caribbean Financial ServicesCorporation Act of 1983. The CFSC Act will provide the Corporationsubstantial benefits and will permit it to operate both as anoff-shore bank and as a development bank in Barbados (the draft CFSCAct is attached as Annex VII). By the time of incorporation, it isexpected that a substantial portion of the t2.0 million in private
sector equity will be subscribed. It is expected that equity will
be fully paid in by December, 1983.
 

The core investor group, with the equity pledges andproxies in hand, will constitute itself as the initial Board ofDirectors and select a chairperson. Following acceptance of equitypledges, the first step of the Board will be to contract a project
coordinator to act as a temporary managing director of CFSC and
pursue the selection of permanent managing director and staff. The
project coordinator in collaboration with the Board will proceed todevelop policy objectives and guidelines, an appropriate businessplan, operational and administrative procedures, accounting and
management information systems, and credit analysis and monitoring
 
systems.
 

The Managing Director will be chosen and actively
employed by Octcber 30, 1983, and the development of policies,
plans, procedures and systems will be complete by December 31,
1983. Due to the projected time it will take to hire a 
managing
director, develop policies and operational procedures, and begin
identification of prospective sub-borrcwers, the CFSC should
initiate operations in January, 1984. 

To assist in the critical start-up period of CFSC, AIDgrant funds will be used to: 
(a)contract a project coordinator, (b)
carry out a search for a qualified Managing Director, and (c)provide technical assistance in establishing the basic operational
procedures of CFSC. 

(a) 	Project Coordinator
 

auring the period from execution of the Project
Agreement to the coming on board of the Managing Director, a numberof critical events must be initiated if lending is to start by 



such as establishing anJanur1y, 1984. Day-to-day operations 
office, receiving and accounting for equity payments, coordination 

oversight of theof satisfaction of AID's .conditions precedent, 
of the bank, etc. must bedevelopment of the operational procedures 

jagedffrom the- outset;The -prblem of-managing the- start-up--_ 
the Board ofevents is compounded by the geographic dispersion of 

Directors and the probability that the Chairman of the Board will 

not reside in Barbados. Given experience in other countries and the 
the CFSC before itp~irticularly complex issues which will face 

begins lending, six person-months of consultant services will be 

provided to perform this function. 

(b) Executive Search 

It is probable that a qualified Managing Director 

will not be found within the Eastern Caribbean. An intensive search 
an expatriate tooverseas for a Caribbean national living abroad or 


CFSC therefore in called for. The contracting of assistance
manage 
firm with executive search experience will facilitate thisfrom a 


effort.
 

(c) Operational Procedure 

Technical assistance will also be required to 

help CFSC design operating and administrative procedures, accounting 

and management information systems, and credit analysis and 

monitoring guidelines. Up to three person-months of assistance 
estimated to undertake this work. 

2. Financial Services
 

The project elements described below are the specific 
The services to befi-aancial services to be undertaken by the CFSC. 


provided will in all cases be made available only to privately owned
 

manufacturing companies, agro-industrial ompanies, tourism
 

facilities, and any service companies directly and substantially
 
Where analysis shows the
benefitting the first three groups. 


potential borrowers to be of similar financial risk, lending 

decisions will be influenced by other criteria such as employment of 

women and unskilled workers, the level of added domestic value, the 

amount of net foreign exchange earned, overall employment generation 

and geographic location. However, the CPSC will explore all 
potential opportunities, choosing those which fit its own defined 
parameters concerning deployment of assets, risk levels, and return 
on equity. 

In general, the CFSC will operate both the discount 
program and make direct loans in amounts of up to 15% of its equity 
base. In order to keep administrative expenses at sensible levels, 
as a matter of operational policy the CFSC will carefully examine 
the mix of loan portfolio most suitable for its development. The 
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appropriate dollar level of activity for each "Other Finr~ial
Services" will have to be determined as those services are
developed. As a matter of policy, the CFSC will attenot to chargefees and keep interest rates at the highest reasonable'1.evels.. 
c t i 
 type ad-iIe ofthe market which they elect to serve. The uniqueness of the loan terms which CFSC will offer,
coupled with the provision of other financial services not presently
being offered in the marketplace, justify these fees and higher
 
rates.
 

(a) Discounting of Term Loans 

Initial financial operations of the CFSC will be
term lending of diszounted loann made by other private financial
institutions operating in the region. 
Starting with discounting
will enable CFSC to achieve several basic objectives, including,
meeting a clearly identified unmet demand for term financing,
responding to the serious liquidity crisis which exists in several
cou;ntries, reaching smaller enterprises than CFSC could normally
reach, and proviCing CFSC the necessary cash flow to ensure

financial viability during initial operation.
 

The CFSC will discount a projected total of $6.0
million initially, consisting of $4.3 million A.I.D. loan funds and
reflows generated through its discount program. 
Loans will belimited to enterprises in the Eastern Caribbean LDCs, Belize and
Barbados. The commercial risk and the servicing of the sub-loans

will remain with the originating financial institution, and the
foreign exchange risk will be assumed by the ultimate borrower. To
ensure that only a few very large loans do not utilize all the
available funds, a limit of 15% of CFSC's accumulated equity has

been set as the maximum sub-loan size.
 

Commencing CFSC operations with a large staff
would increase the likelihood of operating losses during the early
years, affecting the C1SC s long term profitability and efficacy.Allowing the CFSC to place a portion of its available capital into adiscount program provides an avenue for rapidly investing in earningassets with significantly less effort and risk. 
This will allow the
CFSC to gradually develop its skills to meet the market demand
through direct lending and provision of other financial services,
while still meeting the project's goal and purpose of assisting

private sector development in the near term. 

It is anticipated that the CFSC will enter into
umbrella agreements with eacii participating financial institution,
which will define the mechanism for discounting the loans. Theactual discount rate will be negotiated on a case by cane basis butthe orginating lender to expected to receive a yield of 4% to 5% fororiginating, servicing, and taking the commercial risk on the loans. 

that 
Private sector financial institutions haveindicated if they are able to obtain a secure source of long 
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term fuids, 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 ,,n 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 Loreigr exchange rate or convertibility risk. To the 
extent that local monetary authorities will quarantee convertibility 
and limit the exchange risk, those will be apportioned to them. In 
this rerard, 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 ultinte borrower, which highlights the need for careful 
analyses by participating institutions as to the ability of the 
customer to absorb sud a risk tinder varying scenarios. 

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

(b) Direct Lending 

rflle project will undertake direct term-lending 

activities in the Eiglish-speiking Caribbean. Initially, using 
US$6.7 million of the A.I.D. loan, direct lending activities will 
take place in the Ekastern 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 
rmirket co]nditions are favora)le. The case of Guyana is further 
complicited by its current arrearages in payment to A.I.D. Under 
the terms of Section 620, no Lending activities therefore will be 
initiated. Generated reflows and any other non-A.I.D. sources of 
financing tmay be used for direct lending activities in Trinidad and 
Tobago. Over time, the CFSC wilL develop a portfolio of direct 
term-lending which wi.ll grow to be the major source of business 
activity for the institution. 

'fIle iriximum atrriLlnt of credit to any one borrower 
will be limited to an mu)unt (xlual to 15% of the equity capital of 
the CF'SC. Given the long term nature of this direct lending 

portfolio, CFSC will charge commitment and/or loan closing fees, in 
addition to ntere'st (iarge( , it a premitim over comnercia] bank 
rates. liis is feasible in light of the very high up-front charges 
whidi cmmunercial bank; and confirming oiu!;es (inventory lenders) in 
Eigland have been able to (obtain in the Caribbean, and is warranted 
by tme hi(jher risk ass(ociated with term lending. 
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CFSC will have to make a major effort to fullydevelop its direct lending portfolio as the market will not be asrapidly accessible as the discounting market. To accomplish this
Anitially- CFSC-wi-1 make -ProjectDevelopmnenrt Assistance Program, the Caribbean Project Development
Facility (see below for a detailed discussion) and contacts withother financial and business groups within the region. Theprocedures for analyzing, originating, monitoring and collecting
repayments for these loans will be developed by CFSC staff with
initial assitance of external consultants.
 

The CFSC will not itself directly acceptforeign exchange arate risk by lending greater volumes in currenciesthan it has sources of those currencies. The borrower will berequired to accept the foreign exchange risk. In the case of theUSAID loan proceeds, the CFSC will lend these resources only tocompanies which have a secure source of foreign earnings or theability to otherwise access foreign funds, coupled with thefinancial stength to absorb some devaluation of local currencies.
 

Mc Other Financial Services
 

As a distinct sub-set of direct lending, CFSC
will also undertake an examination of the potential for providing
other financial services such as leasing, warehouse bonding,
inventory financing, etc., for the productive private sector which
are either not presently being provided or are not being supplied in
sufficient amounts through acceptable mechanisms. As services are
identified which CFSC can provide at a reasonable profit, it will
develop and market these services while limiting its credit risk to
15% of equity capital. 
It will charge fees as well as premium
interest rates for the facilities. 
Up to t.0 millon in A.I.D.loan funds will initially be used. Expanding the offering of otherfinancial services to Trinidad will occur through the use of equityand generated reflows.
 

Because of the need for in depth studies of themarket for the services, itwill take some time before these newactivities are actually in operation. 
However, by the fourth year
of operation initial, outstandings are estimated to be at least tl.O
million and by the tenth year CFSC will generate at least one third
of all new business from other financial services, with outstandings
equalling about 16% of the total portfolio. 

At the present time, the productive privatesector iskeenly interested in any service which would allow higher'
leverage of collateral than Is allowed by traditional financial
institutions in the region. Inventory and receivable financing,which would specifically and more fully utilize assets which aregiven relatively little collateral weight under the presentfinancial systems, or equipment leasing which would allow higherleverage on the value of a specific piece of equipment, would both 
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meet the need for better leverage. Before a final decision can be
 
iade on these types of activities, however, the legal hurdles and 
the risks of using these types of collateral must be well 
understood, and procedures designed to sufficiently protect against 

Venture capital financing is also of interest to 

the private sector, but careful consideration must be given to the 
problems of interim cash flow to the CFSC from such investments, as 
well as their ultimate disposal. While CFSC must proceed with great 
care in this area, debt financing with equity "kickers" can be a 
source of additional income to CFSC and address equity financing 
issues. It is one approach to reaping the financial rewards of 
backing somewhat more risky but potentially highly profitable
 
investments.
 

Other services which will be explored include
 

export financing, guarantees of debt from other institutions,
 
syndication of loans to other financial organizations in order to 
pool funding resources, cash managment services, financial advisory 
services, and any other financial services which serve to assist the 
growth of the productive private sector, and which can be provided 
at a reasonable profit to the CFSC without unduly straining the 
organization's capabilities.
 

AID grant financed technical assistance will be 
used to ensure that the market for particular services, including 
tax and other legal implications, is well understood before the 
decision is made to proceed, and that the services offered are
 
properly designed.
 

3. Relationship to AID and Other Donor Activities 

As discussed above, RDO/C is implementing a broad 
strategy of assistance to the productive private sector. Several 
on-going or proposed projects will support CFSC's operations or be 
able to assist CFSC clients as discussed below. 

(a) Support for Identification of Investment
 
Opportunities
 

(i)Project Development Assistance Program
 
(PDAP) 

Under PDAP, Coopers and Lybrand has 
established resident long-term advisors in Belize, St. Kitts/Nevis, 
Antigua, Dominica, St. Lucia, St. Vincent and Barbados and has in 
place a world-wide network to identify and attract investors to the 

Region. The resident advisor also work closely with the indigenous
 
private sector indeveloping investment project ideas, exploring 
markets for existing products and undertaking shotrt-term feasibility 
studies of investment possibilities. These activities, along with 
PDAP's U.S.-based investor search operation should create a pipeline 
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of possible private sector investment opportunities. This pipeline
will extend well beyond the PACD of the P1YAP contract in Decemiber,

1984. 

Using PDAP's work, ..
SC should be able to
expand 	its direct lending operations much more quickly and with
significantly less internal resources than otherwise would becase. Indeed, PDAP advisors are looking to 	
the 

the creation of CFSC asa possible answer to the problems of finding suitable financing forprojects they are developing.
 

(ii)Caribbean Project Development Facility
 
(CPDF)
 

CPDF also will be of assistance to CFSC in
the identification of potential investment opportunities. 
Working
on a somewhat larger scale than PDAP (in terms of the indigenous
private sector), CPDF has identified several project opportunities
in the Eastern Caribbean (e.g. soap manufacturing and processing of
municipal waste for energy production in Barbados, ethanol
productioi in St. Kitts). 
With the creation of CFSC, CPDF will have
in place a financing institution to which it 
can refer clients and

projects.
 

In this regard, it is important to note
that the director of CPDF, in his presentation to the CaribbeanGroup for Cooperation in Economic Development meeting in May, 1983,strongly argued for the creation of CFSC as filling a clearfinancial void in the Region. 
Based on CPDF's work to date, soind
investment project possibilities are either beinq improperly
structured from a financial perspective ir are 	 - ! being financedbecause of the limitations of private sector investment financing in 
the region.
 

(b) Support forClient Enterprises
 

Management and technology problems are
frequently cited as constraints to the growth of individual firms.
Improving the quality of a client's accounting system, providing
technical assistance in 
some aspect of its production systems or
market, etc., may be critical elements contributing to financial
success. While a 
bank cannot provide these services, ability to
refer clients (or include funds for the cost of assistance as part
of a financial package) will be important. Among the sources of
firm-level assistance supported through other AID-financed projects

are: 

i) 	 Barbados Institute of Manaqement and 
Productivity(BIM-AP)--

BIMAP will be able to offer firmsbroad assistance, including training, management and technology
assistance, using an organizational development approach. 
It also
 



will be able to provide specific training/counselling services on a 

less intensive basis in areas such as accounting, inventory control, 
One of the criteria to be established for
management systems, etc. 


the selection of firms to receive assistance under the proposed
 

BIMAP project will be a referal by CFSC.
 

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 equipnent, etc. 

(iii) International Executive Service 

Corps (IESC)
 

The IESC will 	be a third source of
 

assistance to 	CFSC clients. The type of services they offer is 

known in the area and it will be an important resource.becoming well 

IV. PR-UECT 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
 

the frm ot Arthur D. Little, Inc. in six territories of the
D 


&istern Caribbean: Antigua, Barbados, Belize, Dominica, St.
 

'his work revised and up-dated that
Kitts/Nevis, and St. Lucia. 

done earlier in its study c' the revitalization of the Caribbean
 

Investment Corporation. While the project activities will in time
 

apply to other English-speaking Caribbean countries, tihe survey was
 

limited to these countries for the following reasons:
 

Given market constraints, particularly foreign 

exchange issues, Jamaica and Guyana were excluded. 

Trinidad and r[xigo was excluded since AID funds will 

not be eligible for lending in that cOuntry. 

Several small LX's were excluded since their share 

of any market woul.d be relatively minor. 

Through interviews with local financial institutions, monetary 

authorities, goverrnent ministries, business associations and local 

representatives of USAID's Project I)eveopinent and Assistance 

Program, the interview teams developed prel iminary estimates of the 
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potential demand for qualified, productive private sector borrowers 
for Discounting, Direct Lending, and Other Financial services over
the next three years. 

These initial estimates were later refined by the
interview.-teams.-to ()temper-
 estimates -felt- to -be-over-optimistic ....or unrealistic; (2) eliminate potential double-counting of market
 
demand reflected in the estimates 
of two or mrore lenders within thesame market; and (3)eliminate what was felt to be unsustainable
demand. Though a subjective process, the refinements to the
 
preliminary demand 
 estimates were based on familiarity with localcredit markets and the economic conditions prevailing in each
 
territory. These refinements reduced the demand figures by roughly
50% in each year. The range-estimates for Barbados, the LIX3s and
 
Belize appear below.
 

ESTIMATED D04AND FOR FINANCIAL SERVICES (ADJUSTED)
 

(new annual demand, in U.S.$ million)
 

Year 1 Year 2 Year 3
 

Barbados 
 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 - 2.0 ­4.0 4.0
Tbtal 
 4.0 -10.3 5.6 -11.4 
 5.2 -11.5
 

No attempt was made to adjust these figures upward to
reflect the potential additional demand of other Caribbean

territories, or demand which may be created by the introduction of
these financial services. 
The ranges of the estimates reflect a
variety of uncertainties. In Belize and Barbados, for example,

other commercial bank discounting facilities, similar to that

proposed to the CFSC, are now coming on stream with AID resources in
Belize and IBRD funds in Barbados. 
These discount facilities will
 
preempt some of the demand for CFSC funds, both direct and
 
discounted.
 

The lower ends of these adjusted gross demand range
estimates, which are conservative estimates of the primary demand

for these financial services, were further revised to produce

projected annual loan disbursements for the CFSC. 
The primary

market estimates were also reduced by 10% in the second year and 20%
in the third year to reflect the unwillingness or inability of some
potential borrowers to bear the foreign exchange risks of a dollardenominated obligation. No foreign exchange adjustment was made to
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the first year, as it was assumed that the CFSC would be servicing
 

only a sma'.1 portion of the total market demand due to its initial
 

institutici~al constraints.
 

These instituticna! 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 yar. Though the CFSC could immediately staff-up to fully
 

meet demand in the first year, this strategy could create an
 

unwieldy or unmanageable organization, farticularly for a new
 

manager.
 

Given these concerns, di3bursements of t3.0 million are 

projected for the first full year of operations, increasing to t5.9 
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 distt-ibution 
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 

(US$ million) 

8 9 10
YEAR 1 2 3 4 5 6 7 


DISCOUNTING 2.4 3.9 3.3 2.8 1.6 1.2 1.2 0 0 0
 

DIRECT LENDING 0.6 2.0 2.7 3.4 4.8 6.2 7.2 8.4 9.2 10.0 
4.8
OTHER 0 0 0.5 1.0 1.6 2.0 2.7 3.3 4.0 


5.9 7.2 14.8TOTAL 3.0 6.5 8.0 9.4 11.1 11.7 13.2 
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B. Summary Organizational/Institutional Analysis..-.- ,,-.-,--ap cs . .,w. -F C o g iz to .-- A f u •ly itu ion lins 

The summnary analysis below outlines the fundamental 

organizational analysis is presented in Annex VI. 

-he CFSC will be a privately owned, for profitinstitution, providing loans and other financial services to theproductive private sector in the English speaking Caribbean. It
will be capitalized with equity equal to at least $2 million, tobepaid in by the time it commences operations. The voting control ofthe company will be in the hands of the indigenous private sector.

The remainder will come from the major multi-national banksoperating in the region. (Negotiations are in process with ChaseManhattan, CITICORP, Barclays, Royal Bank of Canada, Bank of NovaScotia and the Canadian Imperial Bank of Commerce). There will be no other limit on the amount of stock which may be owned orcontrolled by any one person or group, but it is ultimately expected
that the ownership will be broadly spread throughout the region.
Stock will be issued in small denominations, (face value of $100) tofacilitate broad ownership. The CFSC will obtain the remainder ofits funding needs from a term loan from USAID, term borrowings fromother sources, retained earnings and additional paid in capital asrequired to remain within debt to equity limitations. If feasible,it will also take any type of demand or time deposits from largeinstitutional sources such as the insurance companies. 

The CFSC will be incorporated in Barbados. Speciallegislation will be used (the Caribbean Financial Services Act of1981) to provide it the range of authority required to operate
throughout the Region and provide special tax concessions. It will
be headquartered in Barbados and will establish representation

elsewhere only when justified by the ,level and type of business.

Barbados was selected due to the receptivity on the part of the
Barbados Government to the creation of the CFSC, the operational
flexibility such commitment is allowing and due to the fact thatBarbados is a key financial center for the region. 

It is expected that the CFSC will have an initial Board ofDirectors of no more than ten, chosen primarily from highly* qualified business persons from the region, although it may include
selected people fromoutside the region whose expertise might be keyto the success of the organization. 
The Board will be responsible

for the hiring of the Managing Director and the approval of policy
objectives and guidelines.
 

*"The Managing Director of the CFSC will sit on the Board as
 
a regular member and will oversee the creation of an operating CFSC,the initiatonof the discounting program, and will perform theinitial work on the other financial services program. The Chief 
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Loan 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 environment. The company will first have to 

develop a market for its financial services which will be of a size 

and quality sufficient to support its operations. Second, the gross 

spread (gross income from loans lks 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 
community 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 ixlel 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 iodel is described in Annex VI.C. 

Tle key variables include; 

- Loans and discount funds disbursed in each year; 

- The interest rate applicable to the AID loan; 
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The interest rate'ahd fees applicable to the 
loan and discount portfolios; 

- hee provirion forloan-1osses-and-actua-charge ­
of f rates applied to the direct lending
portfolios,; 

- Th interest rate on other long term debt;
 

- The maximum level, draw down period and
 
repayment period of the AID loan; 

- ?JAministrative.expenses; 

Taxes;
 

- Dividends paid; 

Annual debt to equity limitations. 

A discussion of the major assumptions used in
developing the base case appears below. 
However, as real market

conditions change over time in ways that cannot be predicted, it
would be expected this institution will analyze these new

opportunities, and modify its operations in response co these
 
changes.
 

3. Base Case Assumptions 

(a) Loan Portfolios
 

Table 1 provides a breakdown of the annual loan
disbursements by 'categoryin each of the ten projection years.

These lending volumes are based on adjusted market estimates,

explained in Section IV.A, 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 borrowers. Theseestimates represent realistic and achievable lending volumes given
the assumptions of the organizational analysis and the market 
considerations. 
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ANNUAL LOAN DISBURSEMENTS - BASE CASE 
(Millions of US$)
 

LDCS Year: 1 2 3 4 5 6 7 8
 
9 10
 

Discounting
 
o Short Term
 
(1 year term) 0.8 0.9 0.9 1.2 1.2 0.8 0.8 0 0 0
 
o 	Long Term
 
(1 year grace
 
5 year Term) 1.6 1.7 1.6 0.8 0 0 0 0 0 0 

- Direct Lending 
o Short Term
 
(1 year Term 0 0.2 0.4 0.6 0.8 1.0 1.6 2.0 2.0 2.0
 
o Long Term
 
(1 year grace
 
6 year term 0.3 0.8 1.0 1.2 1.6 2.0 2.0 2.4 2.8 3.2
 

SUB-TIOTAL: 2.7 3.6 3.9 3.8 3.6 3.8 4.4 4.4 4.8 5.2 
BELIZE 
- Discounting 

o Short Term
 
(1 year term) 0 0.9 0.4 0.4 0.4 0.4 0.4 0 0 0
 
o Long Term
 
(1 year grace,
 

5 year term) 0 0.4 0.4 0.4 0 0 0 0 0 0 
- Direct Lending 

o Long Term 
(1 year grace,
 
6 year term) 0 0.5 0.8 0.8 1.2 1.6 2.0 2.0 2.0 2.4
 

SUB-TOTAL: 0 1.8 1.6 1.6 1.6 2.0 2.4 2.0 2.0 2.4
 
BARBAMSY 
- Direct Lending 

o Long Term 
(1 year grace, 
6 year term) 0.3 0.5 0.5 0.8 1.2 1.6 1.6 2.0 2.4 2.4 

OTHER FINANCING 
SERVICES 
o qiort Term
 
(1 year rollover) 0 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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(d) 	 Long--Term Debt 

The 	base case assumes a 4% interest rate on the$12 	million USAID loan with a total term of 20 years and 10_year..	 0n-,the-principal' re -,'n -oThetomgraceaperimy 	be drawndown 	over a period not to exceed four years. 

The 	base case assumes that other long-torm debtwill 	be made available to this institution as needed at an averageinterest rate of 7%. 
 Our 	use of this rate is not meant to suggestthat 	future funds will be made available at 7%, rather the rate waschosen as a compromise between the 	USAID concessional rate of 4%,and 	 the 12%-14% rates which private sector lenders or institutionalblack demand deposits would likely charge for 	 term loans to asuccessful financial instituti,'-,n of this 	sort. Sub-loans funded ata 7% marginal rate provide little additional net inoume to the CFSC,given the 	assumed average on-lending rate. CFSC borrowings whichcarry a higher marginal fund rates will have a negative impact onnet 	income, if CFSC lending rates remain as assumed.
 

(e) 	Taxes
 

Under the proposed CFSC Act 	of 1983, the CFSC
will not pay corporate income tax until its income and profitsexceed $5 million on an annual basis. Although taxes will likely belevied on dividends paid, corporate income taxes are not included in
these analyses. 

(f) Fee Income
 

Fee income of 1% 
on the annual disbursements made
through the Other Financial Services component of the project is
used 	for purposes of the base case analysis. 

(g) 	 Dividends 

All earnings are retained to provide funds tosupport the growth of the loan portfolio.
 

(h) Debt toEquity Limitations
 

During their first five years of operations, the
CFSC 	will be limited to a maximum debt of equity ratio of 6:1. 
 In
later years, as the institution gains operating experience and
establishes a record of performance, the allowable leverage will
increase to 7:1 in years six and seven and 8:1 thereafter.
 

4. 	 Base Case Analysis
 

analysis 
The balance sheets, income statements, and funds flowfigures are presented in Tables 2, 3 and 4. Gross loansreach a level of almost $12 million by the end of the fourth year, 
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TABLE 4 

CARIBBEAN FINANCIAL SERVICES CORPORATION 
BASE CASE 

YIELD ANALYSISZ:BASED ON AVERAGE GROSS LOANS AND FIXED DEPOSITS 

INTEREST INTEREST PROVISION NET OP.INCOE ADiNI-TFATVE rlET 
YEAR INCOME EXPEMSE EIPENSE LESS PROVISION EXPENSE INCOIE 

1994 10 2.4 .5 7.1 12.4 -5.3 

1985 10.7 3.5 .8 6.4 5 1.4 

19P 11.3 3.5 .1 6.8 1 1.8 

1987 11.8 3.3 1.1 7.4 4.5 3 

1989 12.6 3.2 1.5 7.9 5.2 2.8 

1989 13.4 3.3 1.8 1.3 5.5 2.8 

!990 13.9 3.5 2 8.4 5 3.4 

1991 14.2 3.4 2.1 8.4 5.2 3.2 

1992 14.3 3.7 2.1 1.4 5.3 3.1 

1913 14.3 3.1 2.1 8.3 5.3 3 

RATIO ANALYSIS 

RETURN RETURN DEBT TO RESERVES TO 
YEAR ON ASSETS I ON EQUITY I EUITY 6ROSS LOANS 

1984 -5.3 -11.2 1.5 .5 

1968 1.4 5.4 3.5 .9 

1986 1.8 1.5 4.9 1.5 

1987 2.9 17.1 4.7 2 

1908 2.8 14.9 4.1 2.8 

1989 2.0 14.3 4 3.6 

1990 3.4 16.8 3.1 4.3 

1991 3.3 15.4 3.b 4.9 

1192 3.2 14.5 3.5 5.3 

1193 3.t 14 3.4 5.7 

INOTEs IASED ON A:EFAGE ILANCES 
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Services 
The volume of lending for Other Financialwill be determined by fut' ,:e market conditions and the 

opportunities that they present,- as wellas by policy- decisions-of:c: 'scC management. It is conservatively assumed in the base caseanalysis that CFSC will not be able to begin offering of any otherfinancial services until the third year. By the fifth year twentypercent of all new lending of operations is projected to originatefrom other financial services, increasing every year untilapproximately one third of all new lending is handled through thiscomponent. These estimates are based on qualitative impressionsgained during the market survey, coupled with the proposed policy ofCFSC to emphasize, where feasible, Other Financial Services. 

(b) Interest Rates
 

The interest rates used in the base case arebased on the existing interest rate structure in the region. Aconstant interest rate scenario has been used for purposes of thisanalysis, and the rate structure assumes 12%a commercial bankprime with average lending at prime plus 2%. 

Discounting is assumed to yield an average of 10%
to the CFSC. This rate is based on the current market rate to theaverage customer of prime plus 2% or 3% (14-15%) and would thereforeprovide a 4-5%gross spread to the financial institutionsparticipating in the discount program. Direct Lending by the CFSChas been set at an average rate of 14% in line with current marketrates, although higher rates may be feasible. The Other FinancialServices component has been set to provide an average interest yieldof 15%, reflecting the potentially higher delivery costs and risksof this program. Short-term fixed deposits placed by the CFSCprojected to earn are
9% per year, based on available local fixed 

deposit rates. 

(c) Provision for Loan Losses 

Provision for loan losses has been set to 2% ofthe year-end loan balances before the write-off of bad debts in theDirect Lending and Other Financial Services portfolios. Two-thirdsof the provision in any given year is written off two years later
and taken as an actual loss. 

No direct provision has been applied againstdiscount program, reflecting thethe fact that financial institutionsparticpatlng in the program assume all the credit risk. Hoaever,the total reserves are of a level to provide sufficient protectionagainst losses in discounting, albiet unlikely. The 2%provision onthe Direct Lending and Other Financial Services portfolios isa
melded rate as it is expected that the latter, by its nature, willconsist of somewhat higher risk inveLtment.
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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 

million by the end of the fourth year, decliningapproximately $5.6 
thereafter as a matter of policy. Diiact 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 $500,000a 

level, is projected to reach almost $2 million by the end of the 

sixth year, or almrost 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 rdte 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 ]cast 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 imlications for 

management in terms of the pricing of serv.ces to customers, and the 

control of commercial risk and administrative costs associated with 

the services.
 

Reserves for lon losses as a percentage of average 

earning assets increases in every year, reaching a level of 5.9%by 

the tenth year, whidi is reascnable for this type of operation. It 

should be noted that in 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 t> 

inestments computation includes discounting, which declines as a 

percentage of total investments in later years. Because discounting 

involves only rinimil CFSC credit risk as the -ivrticipiiting 
the risk, measure orinstitutions assume credit a miwre meaningful 

the adequacy t)r reserves is the level of reserves versus Direct 

Lending and Other FinariciaiL Services, which exceeds 3%by the third 
year. This should b : aI)f1lurte unless: credit analTses are of poor 

quality or economic disaster strikes the reg ion. 



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 cort discounting to direct and otherfinancing, and the introduction of outside financing at 7%. Returnon equity falls slightly in the last three years of the analysis due
primarily to the cinplete 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 casescenario actual leverage never exceeds 5:1 despite the fact that
some of the CFSC initial equity is used to cover losses in the firstyear 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 ofthis analysis, actual results will depend on a number of facto:-s.
tSAID concessioniary financing will begin to be paid off, and must bereplaced with outside borrcxvings unless the total portfolio size isreduced. The higher tie wxst of the additional borrowings over4% USAID rate, the greater the negative effect on CFSC operations,
the 

unless there is an icrease in the pricing of loans and services, orother sources of fee iric-,K? can be fouid. 

5. Sensitivity Nalyses! 

Sensitivity analyses were conducted on the terms ofthe AiD Loan, the projected lending volumes, adminstrative expenses,iinrket interest rates, the provision for Loan losses and dividends.

The resu].ts of the:s;e ,a,']ysesare discussed 
below.
 

(a) USAJi) W-i,1an 

'No serarate sensitivity analyses were performedin regard to the USAID inE'an.the first analysis, the graceperiod on the USAID Loca wi s reduced to five years with the balancethen being pkaid off in a 1.5-year ,xeriod using the annuity method.In hie second analysis, tihe interest rate oni the USAID loan was 
raised to 5%.
 

5 Year Grice Per i(J]: 

'Ile reductiol of the grace period on theprincijxil rep:ayments. from teni years to five years has a negativeimpact on the project lxejinnimig in its sixth year of Gerations.that year retuilrn on lui ty reche; 13.8%, below the 
In 

14.8% realizediin the 'base c ','e. n,<Th tJive impact increases through the tenthyear wliet4., ti, rftlurn u: ,x)i, ty fails to 12.6% versus 14.0% in thebase case,. 'li:; 1IfCI ill, ill returns is a result of increasedborrowings lroii otlier sirrcv,; at t higher rate (7% versus 4% fromUSA[D) noccesi tateod h)y thi repiynent of the USAID loan. Thisincreise the (,FSC s ,awragos;t of funds, reducing overall 
po:(f i tihi I i ty. 

1/ TThe det-iLe'I fi itil1iis Laltment appear in Appendix VI. 

http:resu].ts
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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% *n 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: 

Thiis 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
 
assutme that risk. 

If the CFSC were to fund a non-earning escrow
accotunt 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 iiTurdiate devaluation of 8.1% against the 442million 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, -uid provide coverage of 8.9%. If this foreign exchange"provision" was taken over anud above the 4% onCFSC's perforir-inice would be identical their 
the AID Loan, theto performance under the5% AiD loan sensitivity above. 
 A 2% rate would create an escrowfund i.t $2,875,738 providing coverage of 24%. 
A sensitivity
analysis was not run on this rate. Rather the base case projections
would be mdified as shom on the followoing Tables 5 and 6. 

(c) Lending Volumes 

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

loans thereafter.
 

i) ending Voltues - Reductioni of 25% 

When the volume was adjusted (downwards by 25%,total gross loanus outstanding reached a level of approximately $11.3million by the end of the fifth year of operatiotis and approximately$21.5 miLLion by tlhe end of the tenth year, as comnpiarod to $15.1million -And $28 .7 nil Lioni in the base wse. Net income, therefore,is substintially Lower (luring ill years of operation. While thelower net incom; ficlures in the first three years of operations aredue to a cont inuation of irreduceable initial administrative expenses coupleNl with ]<wer gross Interest income, in years 4through 10 the declines are due strictly to lower volumes and thuslower total operating incy)ome, in lowerspite of average interestexpense. This is pirticularly evident in the last four years of the 
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TABLE 5 

SUMMARY OF SENSITIVIVY 
AND 

ANALYSES CaMPARING 
RETURN ON ASSETS 

OETURNW EQUITY 

Year Base Market Admin. Int.Rates Loan Loss Dividend 
Case Down Expense Down 1% 2.5% 25% of net 

25% up 20% Income 

1 -11.2 -12.8 -17.1 -13.5 -11.5 -11.2 

2 5.4 1.2 1.0 1.3 4.6 5.4 

3 9.5 1.5 3.9 4.1 8.4 9.5 

4 17.1 14.9 12.4 i.9 15.8 17.3 

5 14.9 15.8 9.6 10.1 13.3 15.3 

6 14.3 14.6 9.2 10.4 12.6 15.0 

7 16.8 16.2 13.5 14.4 15.2 18.1 

8 15.4 14.9 11.7 13.3 13.9 16.8 

9 14.5 14.1 10.6 12.7 13.0 16.0 

10 14.0 13.6 10.2 12.6 12.6 15.6 

REURN ON ASSET (0XkPARISON 

1 -5.3 -6.9 -7.9 -6.3 -5.4 -5.3 

2 1.4 0.4 0.3 0.3 1.2 1.4 

3 1.8 0.3 0.7 0.7 1.6 1.8 

4 2.9 .2.8 1.9 1.8 2.7 2.9 

5 2.8 3.1 1.5 1.6 2.4 2.7 

6 2.8 3.2 1.4 1.7 2.4 2.7 

7 3.4 3.8 2.0 2.3 2.9 3.3 

8 3.3 3.7 1.8 2.1 2.7 3.1 

9 3.2 3.5 1.6 2.1 2.6 2.9 

10 3.1 3.5 1.5 2.1 2.6 2.8 
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analysis, when the average interest spread is actually larger than
in the base case due to lower levels o": 7% money. In this scenariothe USAID loan is not completely draw i down by the fourth year,end of the drawdown period, and peak, 
the 

at $9.8 million Return onequity is lower than in the base cas:! in spite of a higher return onassets, due to a decrease in the debt to equity ratio.
 

(ii)Lending Volume - Increase of 25%:
 

An increase in the lending volume produce resultsopposite tc the situation described above. Net income figures arehigher than in the base case first threein the years of theanalysis ana then fall below the base case levels in the 4th through6th years. The fall in net income in those years is due to a higheraverage cost of funds relative to the base case, coupled with thehigher administrative expenses of servicing the Direct Lending andOther Financial Markets. The return on equity in those years fallssubstantially, to 12.5% in the fifth year, before it beginsrise. However return on equity never cite reaches the levels
to
 

achieved 
 in the base case, as growth in --sets outpaces the grown,in earnings, overshadowing the increases in the debt to equityratio. The above illustrates that, given these assumptions, theCFSC will lose money any time the marginal cost of lending exceedsthe marginal benefit of the portfolio increase after administrative 
and provision expenses.
 

(f) Administrative Expenses
 

An increase in the costs of administrativeexpenses by 20% has a substantial negative impact on net income inall years of operation. The return on assets in this scenario neverrises above 2%, versus 3.4% in the base case. This illustrates theimportance of maintaining administrative costs in line with
 
operations.
 

%g) Interest Rates 

In order to measure the impact of lower marketinterest rates on this institution, the general interest rate level
was reduced by 1% in this scenario, affecting all interest incomeand 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 byexamining the yield analysis, which shows the impact of loweredinterest rates on interest income. 
The average interest expensedoes not drop, however, as there is no reduction in the USAIDof 4%, rateand as earnings are reduced, additional higher cost fundsmust 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 

on the returns that the CFSC isportfolios has a negative impact 

able to achieve, while increasing the reserves which the institution
 

In this scenario the reserves to

has available to cover losses. 


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 5.7% in the base
 

The final decision as to the appropriate provision for loan
case. 

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
 

the fourth year tUirough the payment of dividends,beginning in 
the loan portfolio.additional borrowings are required to support 

and therefore lowers return onThis increases the interest expense, 

compared to the base case. However, the debt to equity ratioassets 
is reduced by dividend payout.is increased substantially as equity 

on theThis has a positive effect on the return equity which exceeds 

negative effect of the increased borrowino costs, and allows return 

The debt to equity ratio peaks at
 on equity to reach 18% in year 7. 

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.
 

perations
6. Implications for CTSC Management and 


The base case and sensitivity analyses clearly
 

illustrate some of the issues affecting profitability which are 
to
 

some degree controllable by nviagement. The issues center around 

the level of net income which are a function of thethe increases in 
interestrelationshipc, and trade-oJff,, between gross interest income, 


expense, administrative expenses, and the provisions for loa-n losses.
 

In an ef fort to increase net incoe, mnagement can 

income through a variety of strategies, such asiicrease gross 
increased vohnes, higher rates, the introdluction of fees for 

lending activities, or a reorientation towardsdiscounting or direct 
mnusthigher yielding loan prortfolios. How ever, management always 

assure itself that by doing so it neither overly restricts the size 

nor allo4s any increase in risk, administrativeof the iwirket 
the value of the higherexpense, or interest exxpnse to fully offset 

revenues that are achieved. LIbr example, the sensitivity analyses 

of market size sh'4 that increasing the willportfolio volumes 

increase gross incOIme, but will not nece!3srarily translate into an 

Thlis situat arises in this analysisionincrease in net income. 
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because the marginal cost of funding the additional nusiness (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 costfunds in order to increaseof net income. An increase in paid-incapital will lower the requirements for outside borrowings, thus
reducing average interest expense for the same portfolio volume.
the resulting increase in income, however, does not 
If 

fully compensatefor 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 rmay be very difficult to accomplish. 

1 Vministrative costs per dollar invested can be
reduced ',), placing a highier percentage of total funds in the
discounting portfolio, as discounting produces a relatively lowop>2rating e xjxe-ise. However, the CFOSC's develop~mental contributioncould be 1.esse;ied by this strategy, unless on-lending institution
o)uld be soImeht /.- ind,1uced to dccejt the higher credit risks

associated wil deveclopfiet,--t lending.
 

l'nagetnert coibl] also consider lowering itsaidministrative expenses pet dollar lent dihrough the use of fewer orlower cost pers(onlneL to originate an] service the sane level ofoutstandi ng Lcxixns. This could, however, have the effect of
ilcreasiij ]os:;es whi(h night more than offset the loweradmini strat iv'-'sts. Alrnatively, higher efficiency per employee(<jtiuhlxI ' .lemI, but il imiy result only from an increase in pers nb 1ost s , e they di reuct or through some incentive program.
rfle rel2 ative ,iurts i )f tht se 5)sts and r:xtential savings would have
to be( co)n'sidr,,I. 
 Vinall-1 , higher efficieicy could be achievedthirougjhi incr,2as' UI LI, icverige s3ize of each lam, but the offset istih.tt cert-A s wiler cu!;tomers would be effectively excluded from
 
Lor rwnig.
 

Net inri)rne can be improved through a reduction inlosses which will de(_crease the r(luired level of lzovision forlosse.S,. Incre:; insig l(vn q1 .,lity ,LaUnkiards will accmpl ish this, but
,It tihi ri ;k r,, e-I ifilii 
 t ing certaiict ,,ftomers, and l-)tentially
lowering jro;ssi itert:;t i~in(yme. Closer initial review of loan re ie:s t s cin a , 1;Ii tve tA :;,im, - jx9)5s.t i v effect )n risk reduction,
but nly witli , 1(1:rflislIminisLrat iv( costs lx:r dolLar lent. 

iii v,n 'ntL wi I I lways b(e faced .' iLh numerous optionsto i liprov,. ireti:i , itid Lii trad(h--<.ffs ire not t[waysilrlel-teI y ct ir. ItLs pr~irtry resx)nsibilities will. bedeterr-jrie wh icllW!; ofA bu 
to 

m;ieSS are financially viable bycirfull Iy n'i!ir/inq tlie jfuirgin,-g ln -benefit-s costsanLd of each
rtl:eg~ty, t. ''it VuJ.;LtLh erefi-r51 iiii'is have a ful I nsers tanding offlrketthe- pl. ,., .111(1 adtumie.w opp)rtuni ties iv they arise, while 

a. t lie ;arure t i prot.cti ij LiUe li term viabi i i ty and 
prol.iLab ilLi y of4 the ins+:titon. 
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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
 
These
investment, employment, real output and balance of payments. 


are summarized below. 

In terms of increased investment, CFSC will stimulate 
It is
 gross new investment by the productive private sector. 


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 tnderemployment are two of the most 

in the Eastern Caribbean. It is estinkated thatpervasive problems 
CFSC will generate over 35,000 job-years of employment and $100 

million of earnings over the next 20 years. 

CFSC will prxluce increasesAccording to the analysis, 


in GNP in the Region in 1.985 of $1.5 million rising to $9.7 million
 

in 1994. Ibreign exchango earnings, while difficult to quantify may 

exceed $50 million over the next 20 years. 

2. Benefit/Cost Analysis
 

Under the project, the CFSC will extend term
 

credit and other financial services to private sector clients. The
 

together with any equity contributions andclients will use these 

sources such as cornercial banks to generate
any funding from other 


in turn, will be utilized to generate
capital. This capitil, 
costs of thisincome. Cons equently, broadly speaking, the economic 


project are the funds em[ployedl in producing the capital, while
 
generated from the c-apital.
economic benefits cosist of t-he incx)me 

In ain eC(lonomi ix ne fi t/cy)st analysis, incremental costs 

and benefits are measured. Under this project, the CFSC will (a) 

nds, (b) engage in direct lending, andprovide discounting (ft Ioan f 

(c) 	 furnish non-traditional financial services. Ily design, these
 

ongoing credit activities in the
activities should not (Iisplactu 

region. 'R) the extent thiat such displacement would occur, 

not 1e realized. flence, for the purposesincremeta[ benefit,, w-iild 

of our analysis, we ,ssue that no displacement occurs.
 

'Ib asses;s USW I)roject 's viabiI i ty, inli internal rate of 
.2( ti(mic (20:ts ()f tle project conAsistret:urn was caIcula t,-e. 

(jr}Ix-et:the' gross irvest1e1nt induced by theprinirily of two (a) 

CFSC and (b) its operatillg eXp -nse. /M noted alx)ve, gross
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investments are made up of the credit extended by the institution,
any other funding secured by its clients, and client equitycontributions. 
The CFSC operating expenses include administrative
expenses and interest expenses on loans securedito fund itso perations.-

In seeking to delineate the project 's benefits, the returnsgenerated from the CFSC investment cpaital were calculated. To dothis, it must be assumed that the CFSC will engage only in"profitable" activities. 

benchmark for computing 

This enables the establishment of a
the returns on the investment capitalcreated by the CFSC. Currently, yields in the neighborhood of 17percent are being obtained in the region on investment capital.These yields, however, are after tax and thus are understated.Since the tax rate is roughly 50 percent, a return of roughly 34
percent can be expected on 
the capital generated by the CFSC. Tocompute these returns requires data on investment capital. Tosecure such data, assumewe that investment take one year on averageto become income-generating capital and that depreciation is 10percent per year. 

Prior to calculating the project's internal rate of return,two adjustments were made. First, under this project, workers willbe employed (a) when physical plants are being created or expandedand (b) when the concern begins full time or expanded operation. TOsome extent, the total wages paid to these workers should not beconsidered an economic cost. While some of the workers will alreadyhave jobs and hence will have to be attracted away from these jobs,others will be drawn from the ranks of the unemployed. Unemploymentand underemployment is severe problem in the region. Theopportunity cost to 
a 

the economy as a whole of hiring individuals whowere previously unemployed is zero. Therefore, to the extent thatsuch individuals are hired, financial costs exceed economic costs.
Consequently, the analysis can reduce economic costs by 50 percent
of the total wages paid by the private sector bank's clients to (a)
construction workers and (b)permanent full time employees.
 

Second, a comparison of the recent inflation performancethe region states insuggest that currencies of the region's states;especially the Barbadian dollr and the East Caribbean dollar, are'lovervalued". 
For instance, over 1976-82inflation rate stood at 8.7 percent; 
the U.S. 's average annualin contrast to over 12 percentin the Caribbean region. This suggest that a portion of theexchange produced by this project foreign

should be included as a benefit.Hence, as a rought estimate, the analysis adds to the economicbenefits 10 percent of the foreign exchange generated by the CFSC. 

Accordingly, an internal rate of return of 34 percent hasbeen estimated for the project. 
This suggests that the project is aviable economic proposition.
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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 wi]l be brought into full
 

em1Joyment. nsion of existing enterprises and the creation of
 

new ones - rectly 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. In addition, studies by RDO/C indicate 
significant non-financial assistance is required to make these very 
small businesses profitable, CPSC cannot afford to address these 
constraints. It should be einfjlasized t:hat the micro-business sector 
is important in the iEstern Caribbean and assistace is beginning to 

flow to it, for example through de establishment of country 
National Development [Fbun(itions (NDFs). NDFs are now active in 
Barbados and Dominica, with St. Lcian's )DFmoving toward formal 
establishient. In supx)rt of Wminica's NDF, REX/C approved a 

$300,000 grant Last fiscal year to initiate its assistance to very 
small businesses. IX)/C intends to expand its efforts to support 
this sector.
 

F. issues and (01clusions 

A num)er of key issues related to the technical, financial 
and organizationL anal.yses mexrit braxder treatment to verify the 

project's feaisibi1ity. 'lfiese are discussed below: 

1. F~breign Exchange Risk 
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By accepting a U.S. dollar loan, CFSC will be
accepting some level of foreign exchange risk. 
However, a number of
 
steps will be taken to help reduce that risk. These include:
 

(a) Convertibility Guaranties; 
 CFSC-.will.negotiate
gu, anres of convertibility with each central monetary authority

prior to initiating lending in that currency area. 
The Barbados
Central Bank clearly has indicated its willingness to provide this
guaranty (see Annex IX) and to consider options for neutralizing

risk associated with changes in exchange rates. 
 No direct
discussions have been held with the Eastern Caribbean Currency
Authority principally because it is in the process of conversion to
 a central bank. 
However, since regional government support for a
private sector banks seems 
firm, a guaranty of convertibility should
not Fjise a problem. Regarding Belize, the private sector does not
 

believe this will present major difficulties either.
 

(b) Exchange Risk Guaranties: It appears that the
Barbados Central Bank will consider forward contracts for foreign
exchange with CFSC. 
Other devices, such as swap agreements also

will be explored with monetary authorities.
 

(c) Risk-saring: For direct lending, CFSC will make
loans to clients with access to foreign exchange or with sufficient

financial strength to bear devaluation risk. 
In all cases, the

sub-borrowers will bear the immediate risk with the subloan
denomination in U.S. dollars or at a fixed dollar exchange rate.
For discounting, again the sub-borrowers will be expected to bear

exchange rate risk, although CFSC will be protected since its
agreements will be with the commercial banks, not individual
 
sub-borrowers.
 

(d) Probability of Devaluation: In CFSC's initial
area of emphasis (Barbados, Belize and the Eastern Caribbean LDC's),

some economists argue that the three currencies in question are
somewhat overvalued. However, given the very open nature of the
various economies, devaluation would have very little positive

economic impact. In addition, in the case of both the Eastern

Caribbean Currency Authority and the Belize Monetary Authority,
specific "cover ratios" (e.g., percentage of foreign exchange assets
 
to the domestic money supply) are manadated. Given these factors,
the probability of significant changes in the value of these
currencies to the U.S. dollar appears remote over the medium term.
 

While these actions will help reduce CFSC's risk,
RDO/C believes it is prudent to establish a special reserve account
to further protect CFSC and AID. 
The account will be held in cash
in the form of an interest bearing escrow account (Risk Minimization

Fund) will grow over time until It equals the total outstanding
balance of the AID loan. 
If at the end of any AID loan. If at the
end of any AID loan payment period, the value of the assets in the 



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 AID 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. 

Withi this Risk Minimization F'und, RIO/C considers the 

foreign exchange risk manageable and acceptable. 

2. Terms and Conditions of the All) Loan 

A $12 millicx loan at 2 percent interest during a 10 
year grace period and 3 percent during a L0 year amortization period 

is proposed by P]mO/C, with the additional. payout by CFSC into the 
Risk Minimization Rxid, 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. All) Epx)sure and Risk 

The sensitivity analyses highlight several key 
variables which affect CFSC's financial tondition, including costs 
of administration, All) lIcin terms, and changes in CFSC on-lending 
rates. It is clear that r(duction in CF interest rate spreads 
(the cost of funds versus the on-lending rates) will have a very 
negative impact on itS c1sh1 flowM. Mijor changes in the exchange 
rates within the Car ibJean (particularly the Flwstern Caribbean and 
Barbados dollar) also would be_ extremely :;er ious. 

Given the uncerttLinity in iny project of this type, 
there is an element o)f r isk in All)'s extend ing an untguarantied loan 
to CFSC. PIXi/C is fulI l.y aware( of these risks and has exam ine] them 
against the ,ubstI-Intial levelolxnental gains to the region which we 
expect from Cl;SC. In our view, the benefits significintly outweigh 
the risks. tlloever, RIO/C will Imonitor the project carefully to 
minimize controlLable risk. 
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4. 	 CFSC Incorporation 

'lb inX)rplrrate in Ikarbados, two processes are movingin parallel: subscription of equity and enactment of the Caribbean
Financial Services Act of [983. 

() laitySuhscriVtion: At this 	time, the Caribbeanprivate sector is actively soliciting equity subscriptions from
Caribbewin firms and the nijor international banks operating in theRegion (Chase Manhattan, Citicorp, Royal Bank of Canada, Bank ofNova 	 Scotia, Can.adian Imper ial Bank of Commerce and Barclays).Offering Circular have 	been j)resentedl to al 	1.major potential equityservices and CFC's [calMiig private sector supjporLers have
iersoially visite(d iliy ()f tJUise s(ources.
 

ltis ] (.)fl the resplonses to date, 
 PJ)O/C anticipatesthat 	the re.qulird ,2._N mill ion in ,e,(uity will be subscribed before 
the end of Aujust 

(I,) 	 (ESC Act -ot 1903: Die draft legislation of CFSC,providing tax and ()t]-er- i's- to the corloration, has beenpresented to thf-i of, I r i i)ks for intromuctionl toPar I iament u iri im, it- - ;Ix .- we(, IBase(dhi . on consultationswithr 	 highI <Ml Kf i ci 	 ls, tiP? ful. suplr rt of the (3W is expected .
 

Witi Cabinet 
 u or' 	M,,i, tlie issige ()f the Act then bec)mes aforviLity. ['h i.s sue 	wit]h the new Legis lation is thl- time-table forits prosenit i ri to Pi r 1i m .1t. While passage is a three to fourweek 	 iroc-: s , lor I Kinkit will o uut of session in July and probablynot 	reconvene ct ii ito August .r early September. 

If it ,ipix,,r:_ that the [egislatiti will notpassed in sufficiet 	 betim,.e for VY 13 anut-horization, ircorporation of
C SC under existing leqisl[t oixl (eiL ther 
 te larbados Companies Act or the Off-Shorn R uik rig Act) wil I Im oxishlered. 

RID)/C a n tLP private sector bunulers of CFSCbelieve thnt, early 11iorj )rt i(x ,ud cxinmii tent Uath of equitycapital ad thep All) I nin is en:_e,tiul . Sustantial time and 
1110)11entL1111 wi I I : [I ;t i[f . i oMTV n(t. il2-jrlpjrrteld until October orIk2NoidY2lr. fi:,e on1 direct li s':nn;s; ions at the hiighest politicalLevel, tPe yverirtimaint J lbiri ,tr,i; ,j xars oxunitte( I to the passageof the CISC luislatiraI. '1,hereore, if the Legis Lation cannot bepOssed before the ,i' of AigustL-r proced ural reoasons, we intend toprCXYoed x-Y)rjIwithi i witicrm tuluer cxistirg laws. An additionalcondi tinc :h nt 	 t) 'hisi:;5' eit )f Ini [tluls will be added to
rxLluire the. ssqlqij of iiy, (' Act. Qt LO'.. 

Prior to All) ,iitliorizatiort, the Missioncxnfirn tha- dn accept rle level 	 will
,)f ,Iluity has been pLedged and thatthe Ba.rbados Cabinet has approved tiWe C"SiC 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 proposed to contract a project cxordinator 
whose role it will be to begin to put in place the procedures arid 
systems which CFSC will need to begin operations. It 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 xint in its existence. 

V. COST ESTIMATES AND FINANCIAL PIAN 

The proposed project will total $14.4 million of which AID 
will contribute $L2.0 million in the form of a long-term loan and 
$400,000 in grant assistance. CFSC wil contribute $2.0 million in 
the form of paid-in equity. The project will be implemented over a 
54-ionth period. Table I 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 GRAT WAN 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 
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TABLE 2 

SUMMRY 3UDGET 

(us 0o__) 

CaVONENT AID CFSC TCTAL 
Technical Assistance 
Equity 

260 
-

- 260$2,0002,000 
Investment Capital 12,000 - 12,000 
Evaluation 140 - $ 140 

rTYPAL $12,400 $2,000 $14,400 
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Table 3 details the financial plan for the project. For
 
ongoing activities after the life of the project in each of the 
areas detailed below see the Financial [alysis. Details of the 
grant budget are contained in Annex VIII.
 

Table 3 
FINANCIAL PLAN 

US$000 

C4PaqENIT 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 

I. 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 IMPLMIANATION PLAN
 

A. RDO/C Monitoring }esponsibilities 

The Mission's Private Sector Division (PSD) will have
overall project management responsibilities for the project.
Wbrking in conjunction with the Reqional Legal Advisor, the Office
of the Cnntroller and, as appropriate, Mission management, the PSD

will howitor all loan and grant activities, maintain regular
communication with the CFSC, assure compliance 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 quarterlyreports, audited financial statements and all other related project
documents, and (J) visit, as 
feasible, particiiating banks or direct
borrowers to assure that the project is being implemented as
 
mutually agreed uoln. 

'lb assist the PSD in carrying out the above mnuitoring
responsibilites, an internal Mission implementation committee
consisting of the Chief, Developlnent Resources; Chief, CapitalProjects; the Regional Legal Advisor an] a representative of theOffice of the Controller will be formed. 
Fiscal control of all
funds being provided 
uder the project will be the responsibility of
 
RIX/C's Conitroller. 

:n addition to quarterly progress reports coveringaspects of the project's activities, the CFSC will be required 
all 

to
submit annual audited 
statements prepared by an independent
 
accounting firm.
 

B. CFSC bnitoring Responsibilities 

The CF"SC will nee( to develop policies and proceduresrequired to mnnitor all aspects of its management and lendingoperations, and prcxluce reports both for internal management
 
purposes and pe-riodic 
 USAID review. Other information such asannual audited finan-ial stateme'ts, will be required] by A.I.D.,otLher lxotential leniders and governmenti l ministries. 

With Jkxir,! asistance, d,tailed internal management
inforiution ru-uiremjiits will be developed by CFSC nannagement. This
inforwi Lion will include. 
 aimng others, periodic delinquency
reports, current-. valUations of collateral pledgcl to secure loans,proform-i and ,i2storical financial statements of all borrowers,
status report., from the discounting fin71ncial institutions, CFSCportfolio lperfortvnnce appraisil1 and cash fl v project ions. Prior toeach direct loan disbursement, tile CFSC must establish to thesatisfact-ion of its lW-an Commnitthee tLhat (I) the 1orrower will beable to servicCY the debt, (2) that any cx)llateral pl edgeduninciml)ered and fairly valued, in( (3) 

is 
that the pur'wjose of the loan

is within the lendirng charter of thme CPSC. 
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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. 	 Inplementation Schedule
 

The following is a schedule of key project events.
 

DATEEVENTS 

1. Project paper submitted to AID/W 	 June, 1983 

2. Initial Equity capital pledged 	 July, 1983 

July, 	1983
3. 	 Project authorized 


4. 	 CFSC duly incorporated and Board of
 

Directors appointed 
 August, 1983 

5. 	 Project Agreement Negotiated and Cbligated 
 August, 1983 

6. 	 CP's to first disbursement of grant funds
 
1983met 
 September, 

7. 	 Contracting a Project Coordinator 
 September, 1983
 

8. 	 Selection of a General Manager 
 October, 1983 

9. 	 cperating procedures developed 
 November, 1983 

10. 	 Staff hired and office openedN for business 
 November, 1983 

12. 	 First Disburseni!nt for All) fan 
 January, 1983 

13. 	 Subsequent CP's moet for disbursement of Loan 

funds; for direct lending & other financial 

services 
 June, 	1983
 

14. 	 First EVal-iiticX 
 February, 1985 

15. 	 Second Evaltim 
 February, 1986 

16. 	 .Endof Project Evaluation 

17. 	 PACD 

11. 	 Initial CP's met for disbursement of
 

loan funds for discounting 
 December, 1983 

Septem)er, 1987 

December, 1987 
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D. 	 Disbursement Procedures 

1. 	 Grant Funds
 

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

Two other contracts, both 	host country contracts withfirms, will be entered into as soon 	as possible: a contract with anexecutive search firm 	to assist in the identification of a ManagingDirector and a contract to assist in the development of operatingsystems, accounting procedures, monitoring procedures, etc. whichwill 	guide the operation of the corporation when it begins its 
lending activities.
 

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

All grawt procurements will follow the requirements ofHBI, 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 tosub-borrowers or through particpating commercial banks to their
sub-borrowers. Procurement procedures followed will be thoseapplicable to intermediate credit institutions (ICIs) in accordance
with AID landlxk 113, Chapter 19. 

While procurement will conform to 11Bsome 	 113, waivers ofof the policies estbslished therein are 	considered essentialthe 	successful implementation of 
to

the 	project and are discussed below. 

E. 	 Procurement Kivers 

1. 	 Source/ _O(iin and Nationality 

Given M1O/C funding l imitations, loanactivities will 	 funds for CFSCbe split between Ievelop nent Assistance and FconomicSupport Funds: $9 million and million$3 respectively. The sourceeligibility for DA ]lon funds is Geograpiiic Code 941 while ESF fundsCode 	000. In additionis 	 to tUis obviou3 problem, the unique nktutbof CFSC operations and the ecuiomies of the Eastern Caribbeanrequire that All) waiver its source and origin policy to permit rCXto operate as viablea private sector financial entity. 
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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" procu'2e -,nt using local currencies is very common for 

many purchases by fiv-ms. 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
 

uncommon for a broad range of items.
 

(b) High import component of investments: Elsewhere 

in Latin 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. Authorization to permit procurement of local source
 

items, therefore, is of less significance in the Eastern Caribbean
 

and Belize.
 

(c) Definition of Wa]cal Source: Although CFSC will 

be incorporation in Barbados, its sub-borrowers will be located in a 

number of territories. RID/C projects with the Caribbean 
Development Bank, for example, resolve the "local source" issue by 

defining as eligible source all borrowing members of the CDB. CFSC
 

wil have no such convenient "menulb-e country" mechanism to define
 

local source.
 

(d) /khninistrative Complexity: Two aspects of this
 

issue are particularly relevant to the Caribbean. First, it will be 

extremely difficult to iake certin that all particinting banks and 

sub-borrowers understand the application of source/origin rules with 

at least two or three coiwilercial banks in up to nine cYotuLtries 

eligible for pirticipt ion. Verification of x-npliance will be 
equally omplex. SecoY)n(, the ,ibi 1ity o)f the system to respond to 
valid illnd commuercial 1y I egi tiiuite instances suplx:rting case-by-case 
waiver rr quests would (hec)Oiplex and COIa)ersome. The m nagement 
burden on the [articipiting banks, CFSC, and RIO/C would be 
substantial. 

(e) 'rTr,i(le l'atterns: While t-h I I.S. has emerged as 

the Leading deuielole country t radting pXIrtner for most of the 

Regiotu, imlmx-rtaint ommuercial I ink; ,,xist with t-he U.K, other MEC 

countries, Cant i1l(d JailtVin. A sur>-,tn)rr(u4er x)uld be deterred from 

using )roje('ct fun(dIs if h n-t rely on his custoirviry sources of(cy)(ld 


supply, port iculiirly for ii;mill v, iue iteiin. 

M,0fm)1 t~w 'rgtttiiemit! s otti ilmmi lxove, imposition 

of e ither All) (kx I j' ii c Oxi' ()()0 or (0xie 941 source/origin 

requ irenimts colndermine the (x)mmf-rc ia I viab il ty and 
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developmental impact of CFSC. The cumbersome, slow and confusingsystem which would have to be created to improve these geographiccode restrictins would discourage banks and sub-borrowers fromparticipating in the project. Mhis in turn would reduce the rate ofdraw-down of the loan significantly and compromise the financial 
.......
viability-off-CFSC. AID-wouldbein affect-incraingthe
that CFSC will encounter severe cash flow problems. 

risk 

After carefully weighing the alternatives, RDO/Crequests that a source waiver of $8.2 million be approved whichwould permit AID loan-financed procurement from countries includedinAID Geographic Cbde 935. That level of waiver authority wouldcover the discounting program ($4.3 million) and 50% of the direct
lending activities. The decision to seek less than a full source
waiver for direct lending is based on two factors. First, currenttrade patterns indicate that approximately 50% of imported goods areof U.S. source in the Eastern Caribbean. Second, while someadministrative complexity is required to implement the source rules,it is feasible in those cases involving direct contact between CFSCand the actual recipients of funds. In our view, this
recommendation is the optimum balance between the requirements ofthe project and the basis of AID's procurement rules. 

Under the terms of HB 1, Supplement B, Chapter 5,paragraph 4 (a) (7), a waiver of source requirements may be granted
in "such other circumstances as determinedaresuccess of project objectives". to be critical to theIt is our conclusion that failureto grant a source waiver to Code 935 would truncate CFSC's marketand erode its financial viability thereby preventing achievement of
the success of the project. 

The proposed source/origin provision of theProject Agreement have been included in the draft ProjectAuthorization in accordance with the requested waiver which, becauseof its magnitude, can only be granted by the Administrator. 

The Project envisions AID-Funds being used to finance manytransactions throughout the Eastern Caribbean and Belize. Thetransactions under the ICI-type activity will be carried out by manyindependent firms from various Eastern Caribbean islands, calledupon to make instantaneous business decisions regarding time andmode of shipment. This factor, coupled with the fact that at the
present time there is virtually no regularly scheduled U.S. flag
service in the Eastern Caribbean and Belize, makes it imperative for
the practical operation of the Project that the source of shippingbe broadened to include shipment on vessels of AID Code 899countries. Accordingly, we recommend that SER/CctM be requested togrant the necessary shipping waiver. The shipping waiver has beenbuilt into the draft authorization furnished with to PP. 
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VII. CONDITIONS, COVENANTS AND NEGQPIATING SPATrUS: 

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 structure 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 c )nditions. Unless there are 
substantial changes in those terms, RDO/C an :icipates no problems 
will be encountered during the final negotiatixi of the Project 
Agreement.
 

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

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

1. Interest Ri-te and Terms of Rejxiyment 

the Lbrrower shall repay the loan tf) A.I.D. in U.S. 

Dollars within twenty (20) years from thie (date of first disbursement 
of the Loarn including a grace periW of not to exceed ten (10) 
years. The Borrower shall IYAy to A.I.D. in U.S. dollars interest 
from the ('bteof first disbursement of the ix-an at the rate of four 
percent (4%) per annum on the outstanding balance of the Loan and on 
any due and unlaid interest accured thereon. 

2. Source and Origin of Ciods and Services Grant 
Financed 

ConuriYlities or services financ:edt by A.I.I). under the Loan 
shall have their ;ource arid origin in the [mit l States except as 
A.I.D). iriy otlierwise igree in writ-ing, have their source nind origin 

i11it( )r shippinqin the. Stit; irlh los. (O:vNin fin nced by A.1.D. 
under the grauit.-fundlI l jot )f the llr)ject ;hall, except -s 

A. I.D. irmay otherwise ,,jr, e in wr i tinq, be f i tiariced o ily on fl ag 
vessels of coutitries iti l ,led in A.I.b. Gox-ri1IAiic & te 000 except 

as A.I.I.Itiny otherwi!;- aqgre inr writ inj. 

3. S(§)Iir _f.!,ind( Or_- ilf (H XXIls irid Service, ; Inof ' 

Coiiix IIt i (,!; (r" !;,-rvie,..; fiiiiti ced hy A. I.1). 1under the 

Loan shall., oxcet. ,. A. I .I). imy othe-rwise 1jree in writ ing, have 
their source ind ( r i(rti ii cuiritr ies ictil u-1 in A.I.D (k(x raphic 

cxle 941. O(e;iri shi ,qiri fia,,nced by A.I.I). under the 1rokin-ftunded 
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portion of the Project shall, except as A.I.D. may otherwise agreein writing, be financed only on flag vessels of countries included 
in A.I.D. Geographic Code 899. 

4. Conditions Precedent to Signing of the Pro'ect .....• 
- Areement 

Prior to the signing of the Project Agreement theBorrower will furnish to AID, in form and substance satisfactory to
AID, evidence that: 

(a) The Borrower has been duly organized andincorporated under the laws of Barbados and has taken all corporateand legal action(s) required under the laws of Barbados to operate
as an intermediate finance institution. 

(b) Capital has been subscribed to the borrower ofapproximately one million United States Dollars (l,000,000),. 

5. conditions Precedent to First Disbursement of 
the Grant 

Prior to the first disbursement under the Grant or tothe issuance by AID of documentation pursuant to which disbursementwill be made, the Borrower/Grantee will, except as A.I.D. mayotherwise agree in writing, furnish to AID in form and substance 
satisfactory to AID;
 

(a) An opinion of counsel acceptable to AID that thisAgreement has been duly authorized and/or ratified by an executor onbehalf of the Borrower, and that it constitutes a valid and legallybinding obligation of the Borrower/Grantee in accordance with all of 
its terms;
 

(b) A statement of the name of the principal officersof the Borrcwer/Grantee and of any additional representatives
empowered to act on behalf of the borrower/Grantee, together with aspecimen signature of each person specified in such statement. 

6. Conditions Precedent toAny Disbursement of 
Loan Fnds 
 ,L
 

Prior to the disbursement under the loan, or t* theissuance by AID of documentation pursuant to which disbursements ofloan funds for any lending act will be made, the Borrower will,except as AID may otherwise agree in writing, furnish to AID, inform and substance satisfactory to AID 

(a) Evidence of subscribed capital of not less than$2.0 million and paid-in capital of not less than $1.0 milliont 



(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
 

the basic(c) 	 A statement setting forth 

organizational policies and operational gouidelines 
of the Borrower, 

including specifi.c lending criteria. 

that 	prior to initiating lending in any
(d) 	 Lvidence 

has adequate agreement with the
particular country the Borrower 

at a 	 minimum provides for currency
relevant monetary authority which 

convertibility. 

(e) 	 Evidence of the establishment of an escrow 
in Annex I of this

account 	 for the risk minimization fund described 

Agreement.
 

7. 	 Conditions Precedent to Disbursement of Loan 

Funds for Discounting 

Prior to the disbursement under the loan, or to the 
to which loan funds for

issuance by A.I.D. of doc(nentation pursuant 

ide, the 1Vrrower will, except as A.I.D. may


discounting will 	 be 
in form 	and substancefurnish to A.I.D.,otherwise agree in writing, 

satisfactory to A.I.D.: 

has employed the 	staff(a) 	 [Nidelice that the Borrower 
the discf)untrig prcx ram;required to carry out 

(b) 	 A duly authorized (lutail ed staterrrit setting 
will follow in

forth the criteria and procedures that: the N)rromer 

and irt)riitori( i the-Iiscyuriting pro(lrain;
reviewing, administeri ii 

pl an 	 ind] budgetc)A pjro jop(tie~ two-year ojerat iriq 
a ;IeI ;oudei-i- i IIustrat-ing the

for the discoulnt in pr' Kjramand ,r, 


basic legal frwil''work for tlie ti sc)inut in j projra;ii aiiI
 

R. (kA Iit i i i I1ro ifitit. t_ I r ;t - l)i !;I)i r ( t fIi - (f 

1 ; f(iifr )i I i ruct I i h~ij(r oii (Al er 

iin u( ii I -r v i 

r tl wip,l ii, o)r to the.'!,rioi. to) )th- di,;hijr ;(wiwit. iiljd, 

I r l'ir1iit to v'tiic (Ii! n ur.-eifetlt of 
issuance b~y All) (A li'' t ti() 


for direc't I unlilIi' ()r (AllvI f irialii 11 !;ok rr-es wl Ii he
 
loain 	 fud! 

pjirt if-:; 	 i iy )tlIi'rwi!;e iqree
Iw-lde, the lwrr kjf, ill, -xcejt i ; th . 

. :;,it i!;f ch ry to All):
in writ ivii , fuirrii!il to All) i Ioir 	 i d 

liit 	 . tl t l.d j ,111fi l (a0 1t1 e.
(a) 	 A d ly 

1( *iin iniid 0 )) a pr( ) if-ct fud t Wo Y.'ar ( I II 'l t inoj
iAur iodici liad i t o)f !,d ­

nerv i (X!sI#-nii Ioij ind1/()r r )tlf-r f in11.1110 i !Iqo 	 (hirplan 	 aino ho'14 Ir o(t 
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grace period until such time as the CFSC has realized 

9. Special Covenants 

agreed 
The 

to by AID: 
Borrower agrees that it will, unless otherwise 

(a Not declare or pay any cash dividend during the 
consecutive years of p-ofit. Furthermore, the amount 

two 
declared andpaid in cash should not exceed 25% of that year's profits; 

(b) Not use AID funds to pay administrative or
operating expenses of the Borrower; 

(c) Make an annual provision for bad debts of atleast two percent (2%) of annual average outstanding direct loans; 

(d) Not incur any indebtedness which would enjoy aposition superior to the obligation incurred under the AID loan; 

(e) Use reflows of principal and interest in a mannerwhich will achieve the purposes and objectives of the Project; 

(f) Submit a report to AID each quarter during thelife of this Agreement. Each report will contain a breakdown ofsub-projects, showing types of industry, commitments anddisbursements, terms and conditions of financing and uses of AIDfunds, an aging of account, and other information as A.I.D. may
reasonably request;
 

(g) Not amend or modify its corporate charter andby-laws or other incorporating instruments without prior approval of 
AID; 

(h) Limit the maximum total amount of outstandingloans to any sub-borrower, to be no more than 15% of the Borrower's
equity base at the time sub-loans are made; 

(i) Engage the services of an internationally
recognized accounting firm, satisfactory to A.I.D. to carry out anannual audit of the Borrwer's operations; 

(j) Not incur short or long-term liabilities otherthan concessicnal assistance acceptable to both Parties, which causethe debt/equity ratio of the CFSC to exceed six to one (6/1) duringthe first five years, seven to one (7/I) during year six and seven,and eight to one (8/1) thereafter; 

(k) NWt make cash equity investment in anycompany Which exceed 15% of the CFSC's equityl 
one 

(1) not make cash equity investments which as a totalexceed 30 percent of CFSC's oquity, 



(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, pilm oil, or sugar;
 

(p) 	Preclude use of AID funds in any country which is
 

620q of the Foreign
in default to AID under the terms of Sectic 


Assistance Act as amended. 

(q) A minimum of $500,000 of CFSC's capital shall be 

paid in by the private sector of the m'qhgish-speaking Caribbean. 

(r) 1)reclude a member of the [kxird of Directors from 

voting on the approval of a U-xon to a company in which that member 
has a financial interest. 

(s) Require follow-on loans to the saTe company which 

in their aggregate exceed $300,000 to be approved by A.I.D.. 

(t) Willi not finance or tbe involved] in projects which 

adversely affect the enviroixment, including but not limited to, 

loans for the iinufacture, imlortation, procirement or use of 

pesticides, mining of coral reefs, or activate which would exploit 

or otherwise harm enLingereK species. 

10. Risk Minimization Fuind 

CFSCI(' w Il establ ish and miake xiyment into a reserve 

account to be lel in esncrow4 in a liite d States financial 

institution in accy)r(himce withi th, t, riw.; and] conditic is stipulated 

in ANNEX I of th is i,,reement i id tlio!;(e ()f an escrow agreement 

acceptable in form 'ind .!;Alitauwtv to All). 

i w .1imi lj'itio( )L l. Jrnex f -i l;k m ix 

'II )-fI I (A- IPP' h)P i ILVI 00 d I Ii AnimiX 1:Im W I I I IL 

lx(iJ)t i!; All) m '1 otlhilrwi!;( ,iqlree il writing, the 

Borrower wi I I ,iikt, ;tImi-_airini l pi ,nwnt!;itf) ,i intere:t bearing 

A ,)it)I ) h I 

two) (2) (Jcnt~th- ieie(l tiIlI{ ),lI(d~ (LIthAll.) 1in 
duriI( lthe ,i l r( (I] ()iI(- wn tiwrI e-ift.'! -until 

escrow acc(.2 int_, it v - f t Al I), at1i lii' l I( * l I rates 

, (ml-y (jrw1'' ri l I or] m i 


tHic u i ( ) tA o m J (1 I i t tiaml.I 'lla ice. of
III( * 	 II i 

inlt,,ri,:;t i!; I ii( to A ll). (T"!;(* 	 p-iY1114,'I1t inlto tile' 4 .1c'(( m'li lildr( 
, mI I i itA''MIi1 i,; Il-,, il ILL ,A1l l ( pr , 1 	 I I,l .!;t im t L I , i I l 

proloj rty f il. ( , ;(. til? will iIk;!; te All), :;,iIk)II All) c" )ll IImi(Ite1 

to the (-scrAu i(jenltt Ili-it I lie All) lo~inl i S in dfeaiul t . N)hL other CF&CZ 
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creditors or investors will have any claim on the fund. 
 AID's

exclusive claim onl the fund ii the of default willevent 
prejudice any othfer claims 

not 
which Al) share withmay other

creditors. Moreoiver, although CFSC property, the assets in the fund may not be couited eitLher ,s equity in calculations of maximum
allowable debt to oluity or in calculations of nviximum allowable

dividends pLyable. CFSC payments into the fund mnay 
 be only withinterest eainings (piyments iiviy rot be made with AID loan funds orwith the reC(uperatel p~rh1cix'il of the All) subloan po-rtfolio.) 

VIi I. 'VAJJ/VFION ARRANGI1NENS 

Due to the proje'cted four year diisbursement of the A.I.D. loan,three ewl4atio1tI ire plained under the project. The first will occur following the close of the first financial yeaj of CFSC. Thesecond the fol kwing year artd the third and final evalkation inSepte iber, 1987. Al I evaliitions will be conducted by independent
 
contractors.
 

A. Evaluat ionl!(Thidel ines 

The two inlteJrim fvIUAtitorI are necessary to ensure that
the CFSC is adqtiitLe4y structured and functioning and to determine

the extent to which t-he project is meeting its stated objectives.

They will inclide ,issuessmi.nts of:
 

(1) the dlegree to whi1ir CFSC has been organized and 
structurle !J n et the financial need01s of thea)ro]lc'ti i v : s;ect )n: 

(2) the extent to whi(J CF.S operatinyg proce(ures are
work inq, both in terims ()f instituti ial viability and
the l eve ()f '-ceiit andt other firiarcial services; 

(3) the ilIitw't , I :) ,-l-1 t in terim; (A increased 
prodtict ivi y, -iiiployirerit and revenue generation; 

(4) Lh ext .:t t) w}hi(i i urt icipitir; crmaunrcial financial 
insti it tion iie~rs l-; an ,Ind ,ire involved in CFSCatct ivi tije; ,iii 

(5) wnit 1I if ty, to be1., 1;, , need addressed in 
c-nlcI u1dilti the. l- )Ject. 

B. F'iri~.-_.Vd I'v 1ti Vo_n I 

'Irll( firi'l ,vl t t if I will determine the extent to which the 
project has ;wliI'v' it.; pitrji) se ard objectives. As a moreco)mprehens i v (,,vl-i, I tti , it Iiiall se the I(xji i I fr imework, basic
agreenerit,1; III(, I rol)r]t; t-litirtg therI to pro ject to ascertain: 

http:F'iri~.-_.Vd
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(1) 	the degree to which CFSC is a fully functioning and 
financially solvent institution;
 

(2) 	the degree to which all lending and financial 
services activities are contributing to both 
productive enterprise development and overall 
national growth; 

(3) 	the effectiveness of CFSC in meeting the financial
 

needs of the productive sector;
 

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

(5) 	the longer-term impact expected from the project.
 

C. Mini-Evaluations
 

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, upon establishing the direct 
lending activities of the institution, it may be desirable after 
some initial experience in this area to further refine the policies
 

and practices of CFSC to more effectively implemenL its direct
 

lending activities.
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TO AME MASSY BPIDGETOWN 4249 
BT
 
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 SEPTEMBER 28, 
1981. IN VIEW OF illE NATURE AND CONTENT OF THE DOCUMENT, THE BUREAU IHAS 
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 PROJECT AS MEANS FOR DEVELOPING 
INDIGENCUS CARIBBEAN INTITUTIONAL CAPABILITY TO ADDRESS PRIVATE SECTOR LOAN 
AND EQUITY FINANCING NE-D I ,- 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 OPUECTIVE. 

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

-- A RATIONALE. SUGGESTS THAT THE PRIMARY RATIONALE FOR UNDERTAK'ING 
THE PPOECT RESTS ON FINANCIAL INVESTMENT GROUNDS. WHTLE AN IMPORTANT ASPECT, 
THE BUREAU BELIEVES THAT ANOTHER IMPORTANT RATIONALE EXISTS. LAY OBSERVATIONS 
SUGGEST THAT WEPS INDIAN BUSINESSMEN HAVE A QUOTE TRADER/DISTRIBUTION 
METALITY END QUOTE WITH A HIGHER AVERSION TO RISK. THUS, THERE IS A NEED TO 
INFLUENCFE REGIONAL BUSINESSMEN BY ENCOURAGING MORE ENTREPRENEURIAL BEHAVIOR, 

qO EXHIBIT MORE RISK TAKING AND PROGRESSIVE DECISIO-MAKING AND 
OPEAPTIONAL BEHAVIOR. TO ADDRESS THIfS ASPECT OF THE PROJFCP RATIONALE, THE 
PDO/C SHOULD FXAMINE THE ATTITUDES AND PERCFPTIONS OF BUSINESSMEN TO.IARD 
ItNESTMENT AND DECISION-AKING AND T'HE EXISTING SOCIAL AND POLITICAL 
CONSTRAINTS UNDER WIIICI! BUSINESSMEN OPERATE. THE BUREAU RECOMMENDS THAT THE 
PP CONTAIN AN ARIEX, CIASSIFIED IF NECESSARY, WHICH WOUID COM-AIN YOUR 
FINDINGS AND OUTLINE, INTER ALTA: (1) EXISTING ATTITUDES AND PERCEPTIONS OF 
BUSINESSMEN IN TIE REGION (INCLUDING PERCFTIONS OF TIlE i'EED FOR FIXED 
INTEREST PATES WH1ICII 'VIDENTLY CURTAII, BORROWING AT WORLD tARET RATES AND 
THUS IMIT BUS INES, EXPANSION), (2) THE POLITICAL/POICY AND SOCIAL, 
CONSTIAINTS 'TO MORE ENTREPRENEURIAL BEHAVIOR, ANID (3) IOW THE PROJECT WIL, 
ADDRESS THESE FACTORS5 WHIlCH LIMIT ENTREPRENUIAL PPEHAVIOP IN 'THE REGION. 

-- B. C'OMPCUFI 7J1. (1) MICROPUSINESS FUND - CONCERN WAS EXPRESSED 
AB-CT ('IC A;SOCIATION WITH THIS FUND WHICH IS LIKELY '1O PIACE CONSIDEPABI,E 
ADMINIS'IPA'MIVE P>URDENl h, ITS NIE.,Y ORGANI ZED STAFF I WHICH IS 
PIl I/IV1PII ICALIIA',Y FFFPF}fl' FROM 11IE MAINSTREAM OF CIC AC"IVI'T[ES . MOPEOVER, 
Tiil,IFUND MAY EXPERII.ICE INITIALY HIGHl I)EFAU!,T RATES (DUE 'YO NATURE OF 
PEC1t)[1ENT") WHICH1 'X)U,I} SET A BAD PRECEDENT FOR CIC OPERIATIOIIS. RP0/C SHOULD 
EXPf)PE AlTER'NATIVE MF(1lANISMS FOR FXECUTING Tills COMPONIEN-T INCLUDING USE OF 
CAR IBB(+ ASC IATI O hi' I I IDUST'Y AND COMMERCE, CAI C) '10 I DYPI Y SUB-PIO IFCT 
I I I T,,,, ADID APPRIKY1E Jl:j5 OF 'ESE, RIESOURCFS;, (2) ITVIT EN,'-I t' ­r FUND BUREAU 
BElIVII S II AIT A t A.,c , AW)Utrr ( F FDJI I S110?ILD BE 11E11 IN '11F EAST'EPI 
CARILBDEAI I,D(' . P1' SIt, II) INIDICATE WtIIAT EFFORTS WIII,1 BE MADE 'T MAXIMIZE F1£M 
OF' 1IVE1,F.1TITIT'lIl I)B IN';r} Il: IDCS. IJTII,IZI G 'I K I..}(AJRCES OF 'I',' 'A AND 
SEPV ICES ()MPCIII:NT OF PR{OPOSEI) PROIECT AND THE PRO IEC'' DIVI f)PMEIT 
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ASSISTANCE PRP(-.RAM (PDAP) F'OP 'IS PURPOSE AND SENSITIZING THEIPIORITY BY INCIUDIN; crc TO THISA QUYI': IBES'T EFFORTS CIAUSE END QUOTE IN THE PROAG AREPOSSIBI,E WAYS OF HELPING TO ACIIIEVE THIS OBJECTIVE. 
 (3) TECHNICAL ASSISTANCE
AND SERVICES - COSTS OF TIES COMPONENT SHOULD 
BE BUILT INTO SUB-LOANS
 
WHEREEVER POSSIBLE.
 

--C. FINANCIAL VIABILITY. 
 (1) LOAN GUARANTY CONCERN
ABOUT WAS EXPRESSEDAID EXPOSURE FROM EXTENDING AN UNGUARANTEED LOAN TORECOGNIZES THAT GUARANTY FROM CIC, 
CIC. BUREAU 

CDB, ',- GOVERNMENTS IS PROBABLY NOTAPPROPPIATE AT TIIIS TIME AND THAT LDC GUARUTIES OF INDIVIDUAL SUB-LOANS
NT BE ACCEPTABLE SOLUTION. MAYRDO/C SHOULD EXBLORE ALTERNATIVES FOR ADEQUATELYASSURING REPAYMENT TO AID AND CC'S VIABILITY GIVEN TIHEAND DEFVAIUATION. ONE POSSIBILITY 
RISKS POSED BY DEFAULT

WHICH SHOUD BE EXPLORED AS TO FEASIBILITYAND ADEQUACY ES ESTABI,1SHMINT OF AN ,SCF )W ACCOUNT (SUCH ASMINIMIZING FUND UNDER THE BANEX lOAN IN COSTA 
THE RISK
 

LOAN TERMS. SINCE 
PICA) AND RESERVE ACCOUNT. (2)
CREATION OF FINANCIALLY VIABLE CIC IS A PRINCIPAL OBJECTIVEOF PROJECT, RDO/C SHOULD DETERMINE WHICH LOAN REPAYMENT SCHEDULE, GRACEAND RESPECTIVF INTEREST RATES PERIOD

ARE APPROPRIATE.
MISSION IN MAKING TIIIS DETERMINATION,SHOULD ATTE':MPI, TO RETAIN THE 26 YEAR REPAYMENT PERIOD AND ADJUST THEGRACE PERIOD AND IT'I'RE ST RATES TO ACHIEVE FINANCIAL VIABILITY.NOT, SUCCESSFUL, IIOUI,D EXTENSION OF 

ONLY IF THIS
REPAYMENT PERIOD BE CONSIDERED. (3)CONTVERTIBILITY. SINCE CONVERSION OF LOCAL CURRENCY INTO U.S. DOLLARSA PROBLEM COULD BEAT THE TIME SUBBORROWER AND AID LOAN REPAYMENTS, RDO/C SHOULDEXPLORE WAYS OF ADDRESSING THIS PROBLEM UNDER PROJECT.
 

-- D. I LLUS"TRATIVE 
 SUB-PROJECTS. 

ANALYSIS, RDO/C SHOULD 

AS PART OF PP MARKET/DEMANDPROVIDE EXAMPLES OF CIC SUB-PROJECT INVESTMENTS.DESCRIPTIONS THESESHOULD DEV4JNSTRATE THE RANGE AND NATURE OF LIKELY ACTIVITIESBE UNDERTAKEN TOBY CIC. APPROXIMtAI'LLY FIVE EXAMPLES SHOULD BE SUFFICIENT.THESE SUB-PR(IJECTFS SHOULD BE EXIRACTED FROM THE COMPLETE ADL LIST OFSUB-PROJ-EICTS BEING DEVELOPED. THlIS LIST SHOULD BE INCLUDED AS ANNEX TO PP. 

---F. U.S. MIMBERSHIP ON CIC BOARD. BECAUSEINFPLWEN: THE OF OUR ABILITY TOACTION (OF BPOWF.PS THROUGH RIGHTS GRANTED AID UNDERAGREEMII'NT;S, LOANTHE BURElAU SEES I,17'11E NEED FOR USG REPRESENTATIONBOARD OF GOVINOPS. ON THE CICON TH1E OTHER ',AND, IF THE U.S. BUSINESS COMMUNITYPROVIDES EQUjTY ETNANCING TO CIC, THEIR PkRTICIPATION ON THE BOARD, EX-OFFICIO
O OMERWISE , MAY RE USFUNI,.
 

-- E. lEE. PR)0/C SHOUI,D SUBMIT 
 AN IEE TO BUREAU WITHIN 90 DAYSRECEIPT OF OFTIlTS CABLE. IEE SHOULD INCLUDE ADICU.S BRIEF PROJECT DESCRIPTION,Till: H(YEN'T'IAI, ONl ENVIRONMENT,IMPACTS AND INDICATE MEASURES WHICH AREIIKELY T) BE TAKIl 'II'I MJGATE NEGATIVE IMPACTS.
 

-- 4". TIMIri(; OF 
 PP. A NUMBER OF STEPS ARE OUTLINEDMArES IT ('lEA? THAT TIlE' SIGNA'IURE OF A 
IN THE PID WHICH 

Ik)AN AGREEE7NT ISNEGOTIATION, HE"1111]1N NOT POSSIBLE UNTILTHE PRIVATE SECTOR AND CIC BOARD OF GOVERNORS ARECOMW1,uIETED. 
 GIVENl INTEREST IN INITIATING SUB-PROJECT INVESTMENTSTIIERE:AFTEP, P1)/C ")IIOUI,D EXPIORE WAYS 
ASAP 

OF ENSURING THAT INVESTMENTSFOR FI'IANTCIH'G SHOPTI,Y AFTER ARE READYPROJECT OBLIGATION. MISSION SHOULD CONSIDER,TNT'!H AIJA: () (Xx)RDINATlIG ClR;ELY WITH PDAP AVISORS TO ASSURE THAT A NUMBEROIF 
 ;-PP(A E.'i I ,vTEfl, WI1,I, HAVE BEE N DEVELf)PED AND READIEDUPON 'OIFGNA'LIPE:)E I)A FOR FINANCINGl: ANDI) (2) EXAMINING THE UTILITY OF IIOI,I)NG PROMOTIONAL;EMINAR'; l" IFO('Al, I NESENT T() MAKE 'ThEM AWARE OF CIC LENDING PROGRAM
IPtCK'i)URf;, AND') PI:QUI PEMNT: . R,/(' MAY ALSO WISH1 TO CON(XSIDER UI ,(1 ) A.;,I.," ('1 WI'l OF PI) AND S';TAFF )IVFOPMENT TIHRO(KIXI PROVISION OF S)IIORT TERM 

http:BPOWF.PS
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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 INVESTMET 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 NEGOTIATIONS 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 TO HAVE THAT MATERIAL COPIED 
TO THE BUREAU. HAIG 
#9748
 



LOGICAL FRAMEWORK 

FROM FY 83 TO FY 8
 

TOTAL U.S. FUNDING 

DATE PREPARED:
 

PROJECT TITLE & NUMER: CARIB_AN FINANCIAL SERVICES CORPORATION 

IMPORTANT ASSUMPTIONS 
NARRATIVE SLUMMART MEANS OV VERIFICATIONOBJECIVELY VERIFIABLE INDICATORS 

Assumptions for achieving goal targets
of 	this Measures of Goal Achievement:Program or Sector Coal: The goal 

to 	stimu-te expansion of the 1. Increased productive sector related 1. Project evaluations.
 
Project is 
 a need to provide
to 	CFSC activities. 2. Project repcrts. 1. There is 

productive sector in the Eastern 
 AID resources to stimulate 
Caribbean, thereby creating employment, 2. Increased expc.nsion at xisting 

production and employment.
and balance of payments support. enterprices and the developmentincome 2. Private enterprises are
 of 	new companies. 


prepared to expand or seek 
to develop new companies. 

Project Purpose: 	 Conditions thaz will indicate purpose Assumptions for achieving purpose 
has been achieved: End of project 
status. 

financial institution will 1. Project reports, annual audits I. CFSC terms and services areTo establish a private development I. A viable 
periodic evaluations, needed to promote productive

finance institution to provide longer- have been established which meets and 

term financing and the provision of the longer-term credit needs for 2. CFSC loan portfolio records. sector expansion. 
enter- 3. Project evaluations, CFSC 2. CFSC can successfully recruitnon-traditional financial services to 	 new and/or expanded private 

prises. 	 reports, governmental employ- qualified staff and marketprivate enterprises in the English-
speaking Caribbean. 2. 	 $13million loan portfolio consis- ment statistics, its services in the region. 

ting of a mix of rediscounting, 4. Central Bank and other sanetar 3. Unemployment and under emplopy 

direct and creative financing, authorities' annual reports. ment is a developmental pro­
lem in the region.3. 	 Creation of new employment oppor-

tunies for skilled and unskilled 4. 	 Private enterprises will pay 
higher taxes as they increaselabor, 


of 	 taxes to pro- the level of their activities4. Increased payment 
vide balance of payment support. 

Assumptions for achieving outputs
Ouputs: Magnitude of Outputs: (1S$OOO) 

YR 4 1. CFSC loan portfolio records 1. The basis for disbursements1. Outstanding loan portfolio 	 1. YR 1 YR 2 YR 3 
quarterly reports. is reasonably developed.

2. 	 Identification, promotion and 2,600 6,800 1o,0oo 13,200 and 
2. 	 CFSC records and project eval a-2. CFSC marketing activities

development of sub-projects. 
will result in new activities
tions.
3. Credit and project monitoring 


3. CFSC loan portfolio records d 3. Borrowers 	from the CFSC will 
systems functioning efficiently 

quarterly reports. 	 be sufficiently developedto 	assure client success and loan 
to 	handle loan repaymentrepayments. 

commitments... 
 -

Assumptions for providinR ipnuts
Inputs: 

1. 	 AID Loan 1983 1984 1985 1986 1987 TOTAL 1. AID disbursement records i. AID Funds for the Project are 

2. 	Bo1. cr&nt 125 65 i14 .6 50 400 available. 
. Loan - 2,tb00 3,830 :.820 2,750 12.000 2. CFSC reports and semi­2. 	 Iorrcer. equity 

2. 	CFSC is committed to raising 1 > 
TOTAL -	 zstatements. i
1 oA 1:5 2,665 3 :.86b 2,800 !Z.,00 	 annual audited its equity commitment and

L~q~c 20002,000 	 this will be forthcoming,. rJ: 
- -. - 2,00 0I.Eqit1v 2.0,0 

C) 
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ihUJLCl CHqCKLISl 

Listed below are statutory criteria applicable generally to projects under
 

the FAA and project criteria applicable to indivioual funding sources:
 

Development Assistance (wLtn a subcategory for criteria applicable only to 

loans); and Economic Support Funds. 

CIuSS RbFERLiNCES: iS GOUNlRY CHECKLIS'I UP-1O-UATE? HAS SrANDARD 1iTM 

bEN hcVIEWED F-OH IHIS PHOJEC'I?CHECKLS1i 

A. GENERAL ChIl'hiA 	FUh PHUJCI 

1. 	 FY i907 Apropriation Act
 

Sec. 523; FAA Sec. b34A;
 

Sec. 	 b53(b). 

(a) 	Describue how autrorizing arid (a) A Congressional Notifi­
cation nas been forwarded
appropriations committees 


of we:ate and House nave to Congress.
 

been or will be notified
 

concerning the project;
 
(W) 	is assistance within (0) Yes.
 

(Operationri Year budget)
 
country or international
 

organization allocation
 
reporteo to Congress (or
 

not more tnan $1 million
 

over that amount)?
 

2. 	 AA Sec. Wil i(). Prior to (a) Yes.
 

obligation in excess of (b) Yes.
 

$iU0, odD, will tn(ire De
 
(a) engineern rV,
 

financial or' utner plans
 
necessary to carry out
 

te assistance arld (W) a
 
reasonably firm estimate
 
of the cost to tne U.S.
 
of the ai5 i tare ':
 

3. 	 FAA Sec. i ,(, . I f A bill incorporating CFSC 

iyu action under special legislationfurther nsidt 

is required wit, iinr nas been submitted tW) 

recipient county, what is the Government of ba,'oados. 
areoasis Cor rasoniaule Preiiminary irdicatiots 

expetat,ion that Sucn tnat it Willi be incorporated 

action will be onmpleted in accordance witn the project 

in time to p[urmit orderly design sc reule. 

acco,,ip i thi r t oI' purpotpn 

of' the as; ,,;stalrw'e
 

4. 	 "Aii .oec. e, jlQLhi_±_f NIA
 

Appropr iaLoti o Art c.
 

501. if for water or,
 

water-reiated lnd
 



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 October, 25, 1973?
 

5. 	 FAA Sec. 611(e). If 

project is capital
 
assistance (e.g.,
 
construction), and all
 
U.S. assistance for it
 
will exceed $1 million,
 
has Diision
ir_:ctor
 

certified and Regional
 
Assist'nt Admipistrator
 
taken into consideration
 
the country's ,apability

effectively n:,'o
maintain
 

and utilize the project?
 

6. 	 FAA Sfc. 20',. I; project 
susceptible to execution 
as par! of rcgional or 
multilateral project? If 
so, wh, is project not so 
executed: Ir:fcr':ation 
and concIu ;on whether 
ass 'sta .e wi 1 *,ncourage 
regional deve opment
 
prog ra :.
 

7. 	 FAA See. 601(a). 

inforrition and 

conclusions whother 

proj" nill ,ncourage 


effort.; or the country 

to: (a) incroa:, the 

flow of ir'tnavional 

tr'ade; ' , t private 
int ,iv ,I 
comp,' I i,'1; a d (.) 

nlc(Jn ,t I'V ] )flfr''Tit. and 
use oK P)l('' t. ivs, and 
credit unions, ind 

a o 	i , ni, ; (0)
dincnlivar,' ,' rM)IOpOlisti C 

pra ti n; (o) improve
 
techn,:,l ,.iIf c'i.ney of 
Induntry, agriculture and
 
commern',-; arnd (r)
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N/A
 

The project is a regional
 
financial institution and
 
shall undertake regionwide
 
activities in the English­
speaking Caribbean.
 

Project will support pri­
vate 	sector industrial
 
investments and thereby
 
increase international
 

trade, foster private
 
initiative and competition,
 
and improve the technical
 
efficiency of industry 
agriculture and commerce.
 



strengthen free labor
 

unions.
 

8. 	 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
 

assistance programs
 
(including use of private
 

trade channels and the
 
services of U.S. private
 

enterprise).
 

9. 	 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 contractual
 

and other services, and
 

foreign currencies owned
 

by the U.S. are utilized
 
in lieu of dollars.
 

10. 	 FAA Sec. (12(d). Does 


the U.S. own excess 
foreign currency of the
 

country and, if so, what
 

arrangements have been
 

made for its ,'elease? 

11. 	 FAA Sec. fl(e). Will 
the r-ject lit ilize 
competitlvt lection 
proc-.T ir:v f',)v the 
awardin ' f contracts, 

except whir, applicable 
procurc-'.'r-.t r :i' allow 
otherwi''.1? 

12. 	 FY .l.OA._r.Iprriotit~n Act 
Sec .	 ,2 . It' is';:tance 

in for prw]Ir tion of1t.w . 
any ('ommldity for export, 
is the. commodity likely 

to be In ntirp lus on world 
market,. at. tho tire the 
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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. 

/'
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resulting productive 
capacity becomes 
operative, and. is..such 
assistance likely to 
cause substantial injury 
to U.S. producers of the 
same, similar or 
competing commodity? 

13. FAA 118(c) and (d). Yes. 

Does the project take 
into account the impact 
on the environment and 
natural resources? If 
the project or program 
will significantly affect 
the global commons or the 
U.S. environment, has an 
environmental impact 
statement been prepared? 
If the project or program 
will significantly affect 
the environment of a 
foreign country, has an 
environmental assessment 
been prepared? Does the 
project or program take 

into consideration the 
problem of the 
destruction of tropical 
forests? 

14. FAA 121(d). If a Sahel N/A 

project, has a 
determination been made 
that the host government 
has an adequate system 
for accounting for and 
controlling receipt and 
expenditure of project 
funds (dollars or local 
currency generated 
therefrom)? 

B, FUNDINGo CRITERIA FOR PROJECT­

1. DeveloDment Assistance Project will generate 

ProjeOt Criteria substantial employment 
in the region, It is 

a FAASa. 12W. 111. further directly sup­
1 1Etent to 

which activity Will (A)
effectiVely involve the 
poor indevelopment, by 

portive of productive 
sector expanision. 
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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.
 

institutions; (b) help
 
develop cooperatives,
 
especially by technical
 
assistance, to assist
 
rural and urban poor to
 
help themselves toward
 

better life, and
 

otherwise encourage
 

democratic private and
 
local governmental
 
institutions; (c) support
 
the 	self-help efforts of
 

developing countries; (d)
 

promote the participation
 

of women in the national
 

economies of developing
 

countries and the. 
improvement of woen's
 
status; and (e) utilize
 

and 	 encourage regional 

cooperation by developing
 

countries?
 

b. FAAec.O 1OA 

I Ali05L 1. Does the 

project fit Ae criteria 

for thr, ' of funds 
(funct ional ,count) 

being uti,'1 ? 

C. 	 FAA 2e,. 1_07. Is 


~mpiu(f ne 2' 


approrpriat,' 1,,cti'cLulogy
 

r
(relati v, lv :raI I 
co t. -s:'iv Ilit-, ~ir-u:' In 

techn lrWi 'l t ;,r 

general7 w:r ,I 

appropriate for t[, mal1 
I" 1 ,' nss,rarm n, sma" I 

Ye3.
 

N/A
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and small incomes of the
 
poor)?
 

d. FAA Sec. 110(a). Will 	 N/A
 
the recipient country
 
provide at least 25% of
 
the costs of the program,
 
project, or activity
 
with respect to which the
 
assistance is to be
 
furnished (or is the
 
latter cost-sharing
 
requirement being waived
 
for a "relatively least
 
developed" country)?
 

e. 	 FAA Sec. 110(b). N/A
 
1Will
grant capital
 

assistance be disbursed
 
for project over more
 
than 3 years? If so, has
 
Justification
 
satisfactory to Congress
 
been made, and efforts
 
for other financing, or
 
is 	the recipient country
 
"relatively least
 
developed"?
 

f. FAA Sec. 122(b). Does Yes.
 
the activity give
 
reasonable promise of
 
contributing to the
 
development of economic
 
resources, or to the
 
increase of productive
 
capacities and
 
self-sustaining economic
 
growth?
 

g. FAA SeO. 281 (b). 
 Project is the outcome of
 
Describe extent to which 
 over two years of exten­
program recognizes the sive negotiation with a
 
particular needs, 
 wide range of the regions

desires, and capacities private sector. CPSC will
 
of the people of the 
 promote both skilled and
 
country; utilizes the 
 unskilled labor involve­
ocuntry's intellectual in productive enterprises
 
resources to encourage
 
institutional
 
development; and supports

civil education and
 
training inskills
 
required for effective
 



ANNEX III
 
PAGE 7 OF 15
 

participation in 
governmental processes 
essential to 
self-government. 

2. Developpment Assistance Project 
Criteria (loans Only) 

Based on Ithe financ-ial 
analyses undertaken, the 
Mission has concluded that 

a. FAA Seac. 122(b). 
Information and 
conclusion on capacity of 
the country to repay the 
loan, at a reasonable 
rate of interest. 

the borrower will have the 
capacity to repay the loan 

b. FAA Sec. 620(d). If 
assistance is for any 
productive enterprise 
which will compete with 
U.S. enterprises, is 
there an agreement by the 
recipient country to 
prevent export to the 
U,S. of more than 20% of 
the enterprise's annual 
production during the 
life of the loan? 

No. 

o. ISDCA of 1981. Sec. 724 
(o) and (d). If for 

Nicaragua, does the loan 
agreement require that 
the funds be used to the 

N/A. 

maximum extent possible 
for the private sector? 
Does the project provide 
for monitoring under FAA 
Se. 624(g)? 

3. froJeot Criteria Solely for 
Eonomio Support Fund 

N/A. 

a. FAA Se. 531(a). Will 
this assistance promote 
economic or political 

stability? To the extent 
possible, does it reflect 
the policy directions of 
FAA 3ection 102? 

b, FAA .Will 
asistance under this 
chapter be used for 
military, or paramilitary 
activities? 
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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? If so, has the
 
President certified that
 
such use of funds is
 
indispersable to
 
norproliferation
 
objectives?
 

d. FAA Sec. 609. If 
comrnodities are to be 
granted so that sale 
proceeds will accrue to
 

the recipient country,
 
have Special Account
 
(counterpart)
 
arrangements been made?
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5C(3) - STANDARD ITEM CHECKLIST
 

Listed below are statutory items which normally will be covered routinely in
 

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

certain uses of funds.
 
covered in the Agreement by imposing limits 

on 


These items are arranged under the general headings of (A) Procurement, (B)
 

(C) Other Restrictions.
Construction, and 


A. Procurement
 

Yes

Are there arrange-
1. FAA Sec. 602. 


ments to permit U.S. small business
 

to participate equitably in the furnishing
 

of goods and services financed.
 

2. FAA Sec. 6O(a). Will all commodity 	 Yes 

procurement financed be from the U.S
 

otherwise determined by the
except as 


President or under delegation from him?
 

N/A
FAA Sec. 604(d). If the cooperating country3. 

marine insurancediscriminates against U.S. 

companies, will agreement require that marine
 

commodities
insurance be placed in the U.S. on 


financed?
 

N/AIf offshore procurement4. 	 FAA Sec. 604(e) 

is to be
 cc agricultural ccmmodity or product 


financed, is there provision against such pro­

curement when the dcrostic price of such
 

less than parity?
commodity is 

YesU.S. Government excess
5. 	 FAA Sec. 60( ). Will 


b" utilized wherever practi­perwonal property 


cable In lieu of the procurement of new items?
 

6. 	 FAA .Sec. 60P. (a) romplirap, with requirement Yes 

f 1 " . .hnt r arine Act ofin sectc ki !t ) 

; it eiut W3 prcenturr,
1936, as anr; ,nK!,,, th 

rV t iorwe (ecomputed
o the gross 


separate ly For ( rv I k ,rrirp, dry cargo
 

linerq, and t:,rs,r: li r , ilhalK" tran­

ported 	 on privatly ,r, U...-fI.la -ommercial
 

it .urh v,,;seln are
vensels to th, ton 

ri ernahl ri ,n.
avallahl at fair ard 

Yes 
7. 	 FAA :;Se' Q l . ir tp'"h ir;,l a.r:,i:;tan ' n financed, 


:' ' Ill rn '1,lo''I l th , fullent
will :; :ih :1i. ' 
extent pra.i,. ' 1 5: - and rro , n nal and 

privat' ,nterprl orn a contractother qprvii :rw:!'a' 


ban in? If the f, ilitie,, (! othr [,d,,ral agencies
 

will be utilized, are the.y particularly suitable,
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not competitive with private enterprise, and made 

available without undue interference with domestic 

programs? 

8. International Air Transort 

Fair Competitive Practices Act. 1974. 

If air transportation of persons or 

property is financed on grant basis, will 

provision be made thac U.S.-flag carriers will 

be utilizcj to the extent such service is 

available? 

Yes 

9. FY 79 App. Act. ScT 105. 5oes the contract for 

procuremcrnt contain a prov iion authorizing the 

termination of such cortract .or the convenience 

of the United States? 

Yes 

B. 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 t'i national 

interest? 

2. FAA Sec. 611(c). If contracts for construction 

are to bc, ?inanced, will they be let on a compe­

titive basis to maximum extent practicable? 

3. FAA Sec. 6L 0(,). If for construction of produc­

tive entorprise, will aggregate value of assistance 

to be furnished by the U.S. not exceed $100 million? 

C. Other Restrictions 

1. FAA Sec. 22(e). If development loan, is interest 

rate at least 2% per annum during grace period and 

at. least 3% per annum thereafter? 

Yes 

2. FAA Sec.c ,1(d . If fund is,; established solely 

by U.S. cortribution. and administered by an 
international orFganization, does Comptroller 
General have audit rights? 

N/A 

3. FAA Sec. 0, 0(h). Do arrangements preclude 
promot.inw or asisting the fore1 ,i aid 
projects or activities of Communst-blo­
countrie., contrary to the best interests 
of the U.."'.? 

Yes 

11. FAA-foec. () 6(i). Is financing not permitted to be 

used, wi thout waiver, for purchase, long-term lease, 
or exchang e of motor vehicle manufactured outside 

the U.S., or guaranty of such transaction? 

Yes 
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5. Will arrangements preclude use of financing? Yes
 

a. FAA Sec. 104(f). To pay for performance 

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? 

Yes 

b. FAA Sec. 620(g). To compensate owners 

expropriated nationalized property? 
for Yes 

c. FAA Sec. 660. To finance police training 

or other law enforcement assistance, except 

for narcotics programs? 

Yes 

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

e. FAA Sec. 636(i). For purchase, sale, long-

term lease, exchange or guaranty of the sale 

of motor vehicles manufactured outside U.S., 

unless a waiver is obtained? 

Yes 

f. FY 1982 Appropriation Act, Sec. 503. To pay 

pensions, annuities, retirement pay, or adjust 

service compensation for military personnel? 

Yes 

g. FY 1982 Appropriation Act, Sec. 505. 

assessments, arrearages or dues? 

To pay U.N. Yes 

h. FY 1982 Appropriation Act, Sec. 506. To carry out 

provisions of FAA section 209(d) (Transfer of FAA 

funds to multilateral organizations for lending? 

Yes 

i. FY 1982 Appropriation Act, Sec. 510. To finance 

the export of nuclear equipment, fuel, or technology 

or to train foreign nationals in nuclear fields? 

Yes 

J. FY 1982 Ap ronrlatlon Act, Sec. 511. Will assis-

tance be piovided for the purpose of aiding 

the efforts of the Government of such country 

to repress the legitimate rights of the popula­

tion of such country contrary to the Universal 

Declaration of Human Rights? 

No 

k. FY 1982 Appropriation Act, Sec. 515. To be used 

for publicity or, propaganda purposes within U.S. 

not authorized by Congress? 

No 
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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.
 
unlawfully?
 

2. 	 FAA See. 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 (M) the debt
 
is not denied or contested by such
 
government?
 

3. 	 FAA Sec. 620(e) (1). If assistance is No.
 
to a government, has it (including
 
government agencies or subdivisions)
 
taken any action which has the e"'ect
 
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 discharge its obligations toward
 

such citizens or entities?
 

4. 	 FAA Sec. 532(c), 6-0(a), 2 O(f), 620D; No.
 

FY 196P Appropriat ion Acr Sees. 512 and 513
 
Is recipient country a communist country?
 
Will 	 assistance be provided to Angola, 
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 ,ec- . 724, 727 and 730. N/A
 
For specific restrictions on assistance
 
to Nicaragua, nee Sec. 724 of the ISDCA
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of 1981. For specific restric­

tions on assistance to El Salvador,
 

see Secs. 727 and 730 of the ISDCA
 

of 1981.
 

Has the country
6. 	 FAA Sec 620(J). 


permitted, or failed to take
 

adequate measures to prevent, the
 

damage or destruction by mob action
 

of U.S. property?
 

7. 	 FAA Sec. 620(1). Has the country No.
 

to enter into an agreement
failed 

with 	OPIC?
 

FAA Sec. 620 (o); Fishermen's Protec­8. 

tive Act of 1967, as amended, Sec. 5
 

(a) 	Has the country seized, or imposed No.
 

any penalty or sanction against, any U.S.
 

fishing activities in international waters?
 

(b) If sn. has any deduction rcquired by N/A
 

the Fishermen's Protective Act been made?
 

9. 	 FAA Sec. 620(q); FY 1q82 Apprpriation
 

Act Sec. 517. (a) Has the government (a) No.
 

of the recipient country been in default
 

than six months on interest or
for more 

the country?
principal of any AID loan to 


(b) Has the country been in default for (b) No.
 

more than one year oo interest or principal
 

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

the appropriation bill apppropriates funds?
 

10. 	 FAA Sec. 620(s). If contemplated assistance Yes.
 

from Economic Support
is development loan or 


Fund, has the Administrator taken into account
 

the amount of foreign exchange or otner resources
 

which the country has spent on military equip­

ment? (Reference may be made to the annual
 

"Taking Into Condiseration" memo: Yes, taken
 

into account by the Administrator at time of
 

approval of 	Agency OYB." This approval by the
 

Administrator of the Operational Year Budget 

can bc the bas-is for an affirmctive answer 

during the fincal year unless significant 

changes in circumstances occur.) 

N/A
11. 	 FAA Sec. 620(t). las the country severed 


the United States?
diplomatic relations with 


If so, have 	they been resumed and have new
 

bilateral assistance agreements been negotiated
 

and entered 	into since such resumption?
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12. 	FAA Sec. 620(u). What is the payment N/A
 
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.)
 

13. 	 FAA Sec. 620A; FY 1982 Appropriation No.
 
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?
 

14. 	 FAA Sec. 666. Does the country object, No.
 
on the basis of race, religion, national
 
origin 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.
 

15. 	 FAA Sec. 669, 670. Has the country, No.
 
after Augus't 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, either received or detonated
 
a nuclcir explosive device, after August 3,
 
1977? (FAA Sec. 620E permits a special
 
waiver of Sec. 669 for Pakistan.)
 

16. 	 ISDCA of 1.981 Sec. 720. Was the country N/A
 
represented at the Meeting of Ministers
 
of Foreign Affairs and Heads of Delega­
tions of the Non-Aligned Countries to the
 
36th General Session of the General Session
 
of the General Assembly of the U.N. of
 
September 25 and 28, 1981, and failed
 
to disassociate itself from the comminique
 
Issued? If so, has the President taken it
 
into account? (Reference may be made to the
 
Taking into Consideration memo.)
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17. ISDCA of 1981 Sec. 721. See Special N/A 

requirements for assistance to Haiti. 

B. FUNDING SOURCE CRITERIA FOR COUNTRY 

ELIGIBILITY 

1. Development Assistance Country 

Criteria 

a. FAA Sec. 116. Has the Depart-

ment of State determined that this 

go%°ernment 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 needy? 

N/A 

2. 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 furisding such assistance is 

in the national interest? 

No. 

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

is 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 of such assistance is in the 

national interests of the U.S.? 

N/A 

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 
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BORROWER'S LETTER OF APPLICATION
 



CARiBBEAN ASSOCIATION OF
INDUSTRY AND COMMERCE 

1983-06-21 

Mr William B. Wheeler
 
Director
 
UNITED STATES AGENCY FOR INTERNATIONAL
 

DEVELOPMENT

Regional Development Office/Caribbean
 
P 0 Box 302
 
Bri dge town
 
BARBADOS
 

Dear Bill:
 

This will refer to 
our mutual efforts to develop the
Carihhb,1r) 
Financial Services Corporation (CFSC) project.
The purpose for establishing the Caribbean Financial
Services Corporation is 
to assist the region's productive
private sector through the provision of longer-term

financing ind related financial services. 

To this end, the Caribbean Association of Industry andCommerce (CAIC), onacting behalf of the Eastern Caribbean'sprivite sector, requests that the USAID Mission in Barbadosprovide a loar of US$12.0 million and a grant of US$400 000
to assist in ti e istablishment 
 of the Caribbean FinancialServices Ccr'morat ion. To this end, CAIC intends to raiseUS$2.0 mi l'ion or its equivalent, in equity capital tocontribute to the Caribbean Financial Services Corporation. 
We hope thit this request for loan and grant assistance fromAID will r',sult in a positive response from AID. 

With best personal regards. 

S ir (:cvr- ly , i '
 
ON ]I[:11AIi TiE CARIBBEAN PRIVATE 
 SECTOR SPONSORS 

John ;. Co d(hard 

cc: 	 Mr P.A. rhomp.n
Executivo Director CAIC-

O 14II11() 11(X , A fIAPK~I14011AIPA1)1 lo 



ION AGENCY1NTERNATIONAL DEVELOPMENT-COOPERAT 

AGENCY FOR INTERNATIONAL DEVELOPMENT 
UNITED STATES 

VNA 5 H I h CTON L. C 

LAC/DR-IEE-83-41 

VIqRO,'TAL TESHOLD DECISION 

Project Location : Caribbean Regional
 

Project Title and Number : Caribbean Financia) Services Co.
 
538-0084
 

Funding : $12,000,000 (G), 400,000 (L)
 

Life of Project : Four years
 

EE Prepared by : Arthur Warman 
RDO/C 

Recormended Threshold Decision : Negative Determination 

: Concur with RecornmendationBureau Threshold Decision 


Copy to : William W;neeler
 
Director, RDX/C
 

Copy to : Arthu: 'Warman
 
RDO/C
 

Copy to : Robert Otto, LAC/DR
 

Copy to : IEE File
 

SDate A 

James S. liester 
Chief LnvironrmentL Officer 
Bureau for Latiri "-mrica 

and the Car iblax'r, 
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EVIRNTAL THRESHOLD [ECISION 

PROEC LOCATION - Caribbean Pegional 

pRojECr TITLE AND NUBER - Caribbean Financial Services 
Corporation 538-0084 

FUNDING - FY83 Loan: $12,000,000 
FY83 Grant:$ 400,000 

LIFE OF PROJECT - Four Years, FY83-FY88 

IE PREPARED BY - Arthur L. Warman, F4?0/C 

DATE - May 30, 1983 

REOQMMFNDED THRESHOLD DECISICN - Negative Detenmination 

cONCURRENC - ." 

WiTiarn B. 14hcvler 
Director 

DATE - June 12, 1983 
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I.* PIR3ECI' DMCRPTICN 

nie Caribbean Financial Services Corporation (CYSC) will be a broad­
based, multipurpose inves nt inance institution which will provide * 

term financing and other financial services to productive enterprises
in the Englishspeaking Caribbean. The enphauis of the institution 
will be to provide financing and financial services to viable and pro­
fitable projects of new or expanded private sector enterprises operat­
ing primarily in manufacturing, agro-industry and tourism. 

Project selection activities under aSC will include econodc 
and financial viability, availability of skilled managent, environ­
mental acceptability, erployrent generation and potential for foreign ex­
change earnings. 

II. IMIFICATIC AND EVAILATICN OF EIVIR2M UAL INP- P 

Thu intent of this project is to create a totally private sector 
owned and managed credit and financial services institution that wifl 
stimulate productive enterprise growth in the nglish--speaing Caribbean. 
In addition to qanerating foreign exchange and balance of payrents sup­
port, the project will directly stimulate eaploymmt. 

7he Project will not finance or be involved with projects which 
adersely affect the enviromunt. Tho classes of loans or needs for 
other financial services will be specifically excluded from funding un­
der the tam of the AID loan. Thes include, for exaple, loans for 
the manufacture, inportation and use of pesticides, loans for mining
ooral reefs, and loans which would exploit or otherwise ham endangered
species. As such, pursuant to AID IIE Guidelines, Part V.., the pro­
ject does not warrant the preparation of an Eviro=ntal Assesment. 
I11. ROM M ACTION 

Given that the SC project will not have a significant iMpact 
on the human environitnt, a Negative Determination is recouneded for 
this project. 
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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 estimate the potential 

level of interest anong financial institutions and private 

sector compdniCS toward the lending and ot:-er financial 

services which tie CFSC might offer. One to three days were 

spent by ADL staff interviewing in Antigua, Barbados, 

Belize, Donminica, St. fKitts/Nevis, and St. Lucia. In this 

chapter we have !summarized the results of our market survey, 

and the individual courtry report.- are in Appendix I -'f this 

report.
 

The purpose of the survey was to update the ADL team'sI 
knowledge gained during the CIC study ; and to focus 

specifically on the potential demand for a variety of2 
financial products and srvifc( 2 . 

The three categorie, of financial products and services used 

throughout thi-, sstudy are: 

producti.vo -ector 

by othtr financial Institutionti. 

S I) icouni itnq of v loans made 

In 1901, Arthur 1. L1itt le, Inc. conducted a study of the 
-prolip,. tt 1(,t ,i "r,.vializ,,d" (.t 1tbhhoni nv,.,;tment ((, pora 

tion . The ;ttidy inchtided ,in ext .rnlve iitviview irara ill 

the 1,I)C's ti! i th I i'it 'r n (1,t1 hd.ll',nn.
 
2 Mol (I,, dI,'('f.( t thiie I, I r, included
et. ai [ i)tion (I O Arv' 

,in App,'ili x I I. 
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0 	 Direct lending by the CFSC, primarily for
 

terms of five years or more.
 

0 
 Provision of other financial services includ­

ing but necessarily limited to receivable
 

financing, inventory financing, export finan­

cing, leasing and guarantees.
 

The survey was not intended to ?roduce 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 needs 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, PDAP 1 representatives and 

U.S. Emhassy commercial officers. These sources were able 
to speak knowledgeably about the financial needs of a broad 
range of pr ivate sector businesses and the financial 
services currently available. In addition, contacts were 

made with local business persons. 

Project )ev.lopment Assistance Program, a U.S. Agency for 
International D'evelopment funded prcgram to identify both 

private v,r1or investment opportunities in the Caribbean 
Banin, and pot ,ntial inv.stors from the U.S. and the rest of 

the 'ree 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 initial 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 

CFSC. 

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 wa. based on the estimated quantity of pent-up 

versu!; sustainable demand, the potential for overlapping of 

estimates from competing I iancial i ni titutions, and on 

perceived over-pe'simism or over-optimism on the part of 

those people interviewed in light of existing credit levels 

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

Annual Disbursements
 

(US $ Millions)
 
Year 1 Year 2 
 Year 3
 

Barbados 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 size. Moreover, the figures do not include new
 
demand which may be kindled by the existence of substantial
 
amounts of accessible long term funds which not
were 

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 whivh is presently
 
being negotiated. If it is 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 its discount facility in
of own 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 milliorn 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 is 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 long 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. In
 

addition, many financial institutions indicated a desire to
 

refinance selected companies which have a legitimate
 

requirem~ent 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
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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 does not appear
 

prudent for the CFSC to immediately begin offering other
 
financial services. After it has gained 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
 
expanding needs of the productive sector. This in no way
 
implies that the CFSC will or 
should become a financial
 

supermarket for the region, as numerous financial services
 

are already offered by other institutions and such a broad
 

task could overstrain organizational capabilities. However,
 

the CFSC should explore all. potential opportunities, choos­
ing those which fit its nwn defined parameters concerning
 
deployment of its assets, -isk 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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companies. The immediate prospects for discounting are
 

healthy, yet because much of the discounting demand which
 

was identified is for long term loans, the CFSC 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 also 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 revised
 

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 of the market estimates;
 

in fact, in the first year, the total volume is well below
 

the projected range due to organizational constraints. In
 

the first year, for instance, only three direct loans at an
 

average size of $20C,000 ire projected to be placed, in­

creasing to ten to twelve the following year.
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In addition to the organizational constraints, the market
 

projections were also adjusted for the fact 'hat the bor­

rower would be expected to assume 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 are made in light of the World Bank and USAID
 

discount programs which may be successfully implemented in
 

those countries in 1983. It was estimated that with an
 

initial direct loan limit 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 liquidity situatiun in Belize, St. Lucia, 

and Antigua, 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 Iending are included in the 

projections. However over time, the actual outstanding 

amounts ire increasingly r.ade up of long term loans. 
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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 be undertaken during the first two years to
 

develop this market.
 

As mentioned earlier, 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 a-:;sessment 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 ANALYSIS
 

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 

of activities which are dic bytated thethe types and leve] 


assumptions made. The costs of administration for this
 

model were developed with the assistance of local
 

businesspersons 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 light 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 in
 

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 needs
 

of the productive sector in a profitable manner. In the
 

volatile business climate of the Caribbean, this ability to
 

respond flexibly and intelligently will be a necessity for
 

pros-
CFSC's success, measured both ir. Lerms of CFSC's own 


perity, and its contribution to the growth of the productive
 

sector in the region.
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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 Geographic 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 years to the
 
productive private sector in the same countries as well as
 
other MDC's, and (3) the development, exploration and direct
 

provision, where feasible, of other financial 
 services,
 
including but not limited to inventory and receivables
 
financing, leasing, export financing, provision of
 
guarantees, trading company activities, venture capital
 
endeavors, and any other financial services required by the
 
productiv rrivate sector in the LDC's and MDC's that can be
 

provided at a reasonable profit to the CFSC.
 

Operating Philosophy
 

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

take time and effort to develop arid will likely carry a 
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higher risk than the discounting of loans 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 S7 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 thu volume of business and the
 

logistics of remote servicing warrant it.
 

Staff Quality, Size, and Remuneration
 

The CFSC will operate with the minimum number of staff
 

necessary to effectively provide the 	 proposed services. 

prof i 1ahIv businessAdditior il statf will he hi red only when 

opportunities have been identified. I ,cau of the, limited 

staff size, and the unique financial pur)oe;(, 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 profif
 
sharing or bonus incencives which should also be 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 he provided fron, without the CFSC by sources 
such as PDAP, IESC, BIMAP, and other similar projects. 

Organizational Structure
 

Based on the a.ssumptions abeve, and the types of specific 
activities which will have to be undertaken, the Initial 
Organiization Ch'rt- shown Figure reflects numberin I the and 
titles of individuals and groups nece;.,;ary to meet CFSC 
operating re(1ui r-ment at the twofo, least I irsf years. 

During th, third y',ai it i!; likely that thi, Chief Loan 
Offric(r/Credit. Anilvs;t. (,i u an andwill i re as.;i s;ant, that a 
new Pr) ;it ion t i' 1(, " 'lli et - ( ier Servir,,.;" will also be 

establ i !-'hed. 'The,rea I tr , the iumiber ii I t y)es of i n divi­
(Iu I hi red wiI 1 1)e deterii ned by tho, ture and vlume of 
bu!;i1 ne:;!;. 

The : ta ff 'xp,en!-,v! shown i n Table 1 ref leot the high 
remuneration n,'f:,!;ary to o)btain the highly (Iiii I i f i(-d and 
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FIGURE 1 


INITIAL ORGANIZATION CHART
 

BOARD OF DIRECTORS
 

LOAN COMMITTEES OUTSIDE LEGAL COUNSEL
 

OUTSIDE ACCOUNTANT
 

FMANAGING DIRECTOR I 

LOAN OFFICER/ BOOKKEhPER/ADMINIS-

CREDIT ANALYST TRATIVE ASSISTANT
 

SECRETARY
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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

Bookkeeper/Administrator 
 20,000 20,000 
 20,000

Ile-ad Secretary 
 10,000 10,000 
 12,000

Secretarv 
 - 7,000

Othcr 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
 
years with no increase in salaries 
(two year contracts).
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TABLE 1 (continued)
 

CARIBBEA4 FINANCIAL 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
 
Professional Fees (Legal)
 

1% of Loans 20,000 21,600 43,1.42
 
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 Directors Housing
 

Allowance (Rent &
 
Utilities) 18,000 19,400 20,995
 

Managin, Directors Auto­
mobile (Amortiza­
tion & Maintenance) 71500 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 52"7,146
 

The total administrative expenses in the third year equal about 9.3%
 
of the combined portfolios 2 and 3. Assuming that the diccounting 
function takes very little to operate by year 4, administzative 
expenses are projected from year 4 to 10 at a declining percentage of 
portfolios 2 and 3, reaching 5% by year 7. An annual inflation rate 
of 8% is included in these fiqures. 
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versatile management and staff 
 necessary to CFSC's
the 

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 Responsibilities
 

Board of Directors
 

The Board of Directors will have the ultimate responsibility
 
to the sharehojlders 
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

functionina 
of the Board. In 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 Boa 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 toorder avoid unnecessary internal constraints 
to success.
 

in addition to the establishment of broad operating rules, 
the Board will also have the following responsibilities:
 

Development 
 and/or approval of policy
 
objectives and guidelines.
 

• Approval of management structure.
 

0 
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0 Approval of senior management and compen­

sation packages. 

0 Delegation of specific responsibilities to 

management. 

• Approval of all equity investments; post 

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

Loan Committee. 

0 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.
 
0 	 Institution and initial management of the
 

discounting function.
 

0 
 Development of overall business plan.
 

0 Lead responsibility for first two years in
 

development of other financial services.
 
0 
 Membership on Loan Committee.
 

6 Membership on Board of Directors.
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0 
 General promotion and business development.
 
0 Review of financial and operational reports
 

for day-to-day management and Board meetings.
 
0 
 Development of management information system.
 
0 
 Liaison with outside legal counsel where
 

necessary. 
• Development of policy issues for Board con­

sideration. 

0 Assistance with credit analysis/project dev­

elopment. 
0 Senior management responsibility for person­

nel management, cash planning and any oLher 
activities not specifirally 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,
 
0 	 Design and implementation of loan evaluation 

procedures including initial screening 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.
 

0 

Liaison with agencies providing outside
 

assistance to customers.
 

0 


Liaison with other financial institutions
 

and/or associations as sources of prospective
 

clients.
 

0 Negotiations of loan agreements with custom­

ers. 

0 Future assumption of the management of the 

discounting function. 

0 


This individual will have to have excellent credit and
 

project analysis skills, with a keen perception of the
 

regional and local 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.
 

0 	 Provision of accounting and operational
 

information to management.
 

* 	 Personnel functions including payroll.
 

Preparation of performance reports and other
 

financial reports for USAID.
 

0 

Day-to-day cash management.
0 
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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 Managing Director and/or Senior Loan 
Officer. 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 basis. 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 effectively act as the Loan Committee. Furthermore,
 

there is a positive benefit in having those people whose
 

job it is to develop the direct lendinc4 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 early 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
 

effect the CFSC's
Although economic and other forces will 


its level of success will be most
future performance, 

management to shape an
dependent on the ability of its 


organization that can profitably position itself to cope
 

4ith an ever changing business environment. The company
 

will first have to define the existing market and find
 

other new services which
and/or develop a 	market for 


a size and quality sufficient to justify
together will be of 


its operations. Second, the average cost of capital to the
 

gross earnings on its
 company must be low enough (and the 


high enough) to allow for a level of operating
investments 


income that an administrative expenses and the
.- cover 


provisions for losses on investments, while still producing
 

a profic. Third, administrative expenses must be tightly
 

risk to under­controlled without either increasing due 


management of investments or forcing investments to be of
 

return to the company and develop­such a low risk that the 


mental effect on the business community are reduced.
 

Base Case Assumptions
 

case analysis represents our conservative projec-
The base 


ten-year performance of the
tions regarding the initial 


CFSC. It is based 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
 

A discussion of the major assumptions used in
institutions. 

below, although a
developing the base case, are discussed 


detailed description of tho computer model and the overall
 

found in Appendix 4.
assumptions made in 	our analysis can be 
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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 on our adjusted market
 
estimates as explained in Chapter 
1, and reflect both the
 
organizational constraints 
faced by an' 
start-up operation,
 
and the assumption 
that the foreign exchange risk will be
 
borne by the borrowers. 
In our opinion these estimates
 
represent realistic and achievable lending volumes cgiven 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 conservativelv assumed the casein base analysis, that 
until the third year CFSC will not ablebe to generate the 
necessary income through discounting and direct 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
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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 s-;cenario 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 is assui e(d to yiel(1 an a eragu rate of 10% to 

the CFSC. Thi rate i.s la s.ecd on thu( current rparket rate to 

the average custovier of prime plu; ,'T' .r 3* (14'A - 15%), and 

would there for, yi]el( a 4-5 '0 gross spread to the financial 

institution(; participat inq in the discourlt program. Direct 

lending by thl( (.TS" ha,; hon .,et at in aver(age rate of 14% 

wnich is in 1 in:, with current market rates. The other 

fi nancial sorvice:,; comn,,)nor has bin -;et to provide an 

averaire i ntfri,! t y teld of 1 5', ref l,ct i ng the slightly 

higher de-livery co:;t.s; ,.iid ri'ik; of this program. Short-term 

fixed (tepo:J, ; p1liccd by the CFSC are assumed to yield 9%. 

1,.,0 o:;n;e,Provi';1o ,or n i 

Provi;ion for 1(oan loro;!e:s has b:en set to 2'0, of the year-end 

loan Li lance:; ,tor, the write-off of bad dht ; in the 

direct lurid in': nd other f inrinacing port folio;. Two-thirds 

of the l l year i ; wlrit te of f two yearsit',visi ly give.n 

lat:or and tak, it; ,ianactual lo!.!; in the model.moT:puter 
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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 melded rate as it is expected that
 

the other financial serices portfolio may, by its nature,
 

consist r' somewhat higher risk investments.
 

Lono-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 qrace period on the principal repay­
merits. The total can be drawn down over a period not to 

exceed four years.
 

The base case assumes that other long-term debt will be made
 

available to this institution as needed 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 between the USAID conce';sional rate of 4%, but 
below the hiqher rate., which private sectoi lenders would 

likely require for term borrowinqs by a successfu] develop­

merit finance insft itution of this sort. As it turns out, 

loans funded at thi.; marginal rate provide little additional 

net income to the CFSC. 

Paid-In Capital 

For purp),;es of the base case analysis, the initial capital­
ization of this institution has been set at. $2 million U.S. 

of which $1 million U.S. will be paid ia prior to start-up 
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with an additional amount of $500,000 U.S. per year in years
 
one and two of operations. rhe base 
case analysis further
 
assumes that if ti
the debt equity ratio exceeds 6 to 1 in 
years 1 through 5, 7 to I in years 6 and 7, and 8 to 1 
starting in year 8, furtlher 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 todebt equity ratios are in 
line with those imposed by USAID 
on other regional develop­
ment finance instiitutions it 
has financed.
 

Administrative Expenses
 

The administrative 
expenses for first
the three years of
 
operations are shown in Table 1 of Chapter 2 areand based 
on the orcanizational analysis discussed in that chapter.
After year 3 of operations, the base- case assumes that 
administrative expenses wi1 I be a fixed percentage ot the 
direct and othr financial services jolumes reflected on the
 
ha] ance sheets. The administrative 
 expenses in year 4 have
 
been 
 set to equal 8% of the amount in direct and other 
financial services, dropping to 7% in year 5, 6% in year 6 
and 5% in years 7 through 
10. The 5% rate is slightly above
 
the adinistrat ive expen.,;se of other successful Caribbean 
development finance insti.tution, reflecting the increased 
expense of a geoecraphic irea that CFSC will cover, partially 
at f.,t by the procted ef f iciencies of a high quality 
fta f1. The di;ce)unt volumeo has nDt been include] in the 
cal culation of admini.-5trativ expenses, due to its relative
 
uni mport.:nce to 
the overall portfolio after year 4, as well
 
as the low opera ting expen:es associated wi-h such a prog­

rain.
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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 Analysis
 

The balance sheets, income statements, and funds flow
 

analysis 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 the 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 portfolios. The discount­

ing program peaks 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 th. total outstanding 

loans by the end of the tenth year. 
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Given the assumptions of the base case, the CFSC would be
 

profitable from the second year forward, with returns on
 

The rate of return on
equity in the range of 5% to 17%. 


at 3.4% in year 7, is not unexpectedly
assets, which peaks 


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 all earnings are retained.
 

However, any increase in the amount of leverage, which could
 

arise from additional outside borrowings, could have a
 

income unless the earnings on additional
negative impact on 


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 [ obvious implications for management in terms
 

of the pri- ing of services to customers, and the control of
 

commercia'' and administrative costs associated with the
 

services.
 

The analyis 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 are
leverage ceilings 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 year reaching 
a level of 5.9% by
 
the tenth year, which is reasonable for this type of opera­
tion. I.t 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 iEie 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
 
cov'er any potential losses, in these portfolios.
 

The 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 lending and other financial services at levels
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,."ring outside financing at 7%. Return on equity falls
 

slightly in the last three years of the analysis due
 

primarily to the complete phase out of the discounting
 

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.
 

.1
 
Sensitivity Analysis
 

USAID Loan
 

Two separate sensitivity analyses were performed on the
 

USAID loan. In the first analysis the 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 
thic arace period on the principal repay­
ments 
from ten lears to five years has a negative impact on
 
the project beginning in it's sixth year of operations. In
 
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 -eturn on equity falls to 12.6%
 
versus 14.0% 
in the base case. 
 This decline in returns is a
 
result of increased },rrrowin.s from other sources at a
 
higher rate (7% versus 4% from USAID) due the
to repayment
 
of the USAID loan. This increases the average 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 rates 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 tie 
tenth year
 
of 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 scenario 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.
 



ANNEX VI/C

PAGE 15 OF 104
 

When the volume was adjusted downwards by 25%, total gross
 

loans outstanding reached a level of approximately $11.3
 

the fifth year of operations and
million by the end of 


approximately $21.5 million by the end of the tenth year, as
 

and $28.7 million in the base
compared to $15.1 million 


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
 

larger than in the base case 


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 

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
 

not completely
smaller. In this scenario the USAID loan is 


the end of the fourth year, and therefore it
drawn down by 


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.
 

volume leads to the opposite
An increase in the lending 


Net income figures are
situation than that described above. 


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
 

The return on equity in those years falls substan­markets. 


tially, to 12.5% in the fifth year before it begins to rise;
 

reaches the levels achieved in the
however it never quite 
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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 model 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 cf 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, illustrating

the need to maintain 
the administrative 
costs in line 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 

interest earning and 

all
 
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 thedecrease in the average cost of funds. This can be seenclearly whc:n examining the yield analysis which shows theimpact of lowered interest rates on the interest income. Theaverage interest expense does not drop, however, as there isno reduction in the USAID rate of 4%, and as earnings arereduced, 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 is able to
 

achieve while increasing the reserves which the institution 

has available to cover any 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 5.7% in the base case. The final decision as to 

what the appropriate provision for possible loan losses 

should be must be reviewed annually in light of the actual 

loss experience. 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 equity is reduced beginning in the 

fourth year when dividend-, heqin to be paid, additional 

borrowings; are required to meet the ,same : ize market as in 

the base ca';e . Thi!-; increa ;,e:; the interest. e xpen.se, and 

therefore lower; the return on ,;:;,'t:; when comnpa red to the 

base case. ilowever , hecaus e the debt to equ i ty ratio i s 

increased antiall'i luita:; th' ( U iht/ i:5 re(Illce(d by the 

dividend pay(out, there, i,:; a po,;it v, ffect ()11 til, return on 

equity illu:;tiating the benet it!; ol fin,incial levcrage. Tile 

debt to e'quity ratio peak; att ").0 to I in year 3 ind then 

begins to fall in later years in spi te o1 the dividend 
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payout since the 
 level of retained earnings, producesAG18O10

suEfficient equity to k~eep the ratio from rising.
 

In the second case, 
where the dividends were to
set 10% of 

the paid-in capital, isis-ssiim.larrhO.
the effect s
tothat above ­except 'that leverage peaks at 5.3 to 1,I giving a return on
 
equity that reaches 19.5% 
 in spite of slightly lower
abIsolute earnings. Leverage trends down only slightly in.
later years at this dividend level.
 

In the case where the dividends are set to 15'% of paid-incapital, the effect is similar to abovethe two cases,
however the debt to equity .ratio reaches 6.8 to 1 andgradually increases 
 throughout the 
 ten years. While
earnings 
are even lower than in 
the above cases, the higher
 
leverage allows the return on equity to reach 21.4% at its
 
peak.
 

? :C o nc l u s i on s ­
. .. "..-


The base case and sensitivity analyses clearly illustratesome 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 increase net income, management may wish to
incroase 
the gross 
income that CFSC generates through a

variety of strategies, such as 
increased volumes, higher

rates, the introduction of fees, 
or a reorientation towards
 
higher yielding loan portfolios. However,' manaiement must

always assure itself that 
 it neither overly restricts the
size of the mark~et 
nor allows any increase in risk, admini­

7 
o a d -: ,
 

,;.~ ' i7~ 
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strative expense, or interest expense to fully offset the
 

value of the higher revenues that are achieved.
 

For example, the sensitivity analyses on the market size
 

show 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 loss loss provisions associated with the
 

increased lending, actually exzeed 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
 

increa'se 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 contribution
 

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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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

savings 
 would have to 
 be 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

the project. 

of
 
Closer 
initial 
review 
of loan requests


also have 
can
 

the 
same positive 
effect 
on risk reduction, 

only with increased administrative 

but
 

costs per dollar lent.
 

Management 
will always be 
faced with 
numerous 
options for
which 
the trade-offs 
are not 
often immediately 
Its
clear. 


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
 

Antigua
 

Barbados
 

Belize
 

Dominica
 

St. Kitts/Nevis
 

St. Lucia
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ANTIGUA
 

Financial Institutions
 

Currently there are 
six ban.ks 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 Antigua
 

Other financial institutions active in commercial lending
 
include: General Finance Corporation, the Antigua-Barbuda
 
Development Bank and the Caribbezn Development Bank.
 

Among the commercial banks, Barclays holds the largest share
 
of the total commercial lending market, (including 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 established 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 local lending because the
 
indigenous commercial banks' deposits are their only source
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of fvonds*. While the foreign bank branches have access to
 

non-deposit sources of funds from abroad, these sources are
 

rarely used because of the banks' poli.cies to limit their
 

exposure in any one country or real-on.
 

Most of the banks experience liquidity 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% even though deposits grew by
 

23 .
 

The lack of long term funding sources 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 

redeemable debenture stock with some success, but this is 

probably drawing funds from savings and other time deposits
 

already 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 long
or 

term 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 Antigua 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 onalysis will have be
to done before
 
attempting 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 are:
 

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 Development 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 still
are for terms of one year 
or
 
less. Several of banks
the 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. inExcept 

special instances, none of the banks interviewed take 

specific working capital for sole collateral. Some firms 

had been financing their inventories through British con-


Export Credit Guarantor recently cut
firming houses until an 


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, both 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 s.ume 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 is expected to be
 

high, there should also be significant opportunity to
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'Constraints to Lending
 

The primary constraint to lendi.ng 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 to 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 long term financing would
 

provide potential investors 
with the loan terms approp-iate
 

for acquisition of large capital equipment 
purchases and
 

facilities construction. Liquiuity is 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 mandated average interest rate, the
 

commercial banks do not truly set their own prime rate.
 

Banks frequently offcr 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.
 

http:lendi.ng
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Demand for Discounting and Long Term Lending
 

The commercial and development banks are in a relatively
 

liquid position due to the Central Bank controls on the
 

distributive and consumer sectors, along with lagging
 

tourism activity. The banks have responded 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. If 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.
 

The-re is 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 liquidity 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 

difricilty of controlling the collateral make it very risky 

to provide these services. Leasing 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 wnuld 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 and technical
 

assistance to commercial enterprises and administers the
 

governments hou.sing and student loan programs.
 

Constraints to Lending
 

Currently, the two primary constraints to commercial loan 

growth are tight liquidity and the security requirements of 

the comme rciaI banks. The banks have managed their 

liquidity problems through interbank loans, Central Bank 

borrowing a,, in rare cases, by bringing in funds from 

abroad. Th, 1Inited ." t . Agency for International Develop­

ment. i-s now ,on:. dringJ tnd ing a prop(,w;e, $51nm commercial 

bank (I ('()un'a t wV Ii( i ).' t be r(-.rt.(A' by the Central Bank., 

While the s-rowif (" term; have not bee: ;o ttled it is 

ant iciita t th'it th,, f a ility wil allow s;prea,,d similar to 

that now r,' i -'fI by the cor-,mercia1 )inks, requi re that 

COMITr.i,1 bank: ret/ain all credit risk, impo,;e a three year 

minimum term ind favor primary agricultural production and 

agroproc,f;,;ing ]oaISn. 
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The bank's collateral requirements severely constrain
 

borrowing for both expansion of existing businesses and
 

new Commercial banks
establishment of enterprises. 


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/1',-osit 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 12 % 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 c!;es;, while repaywnent- may he spread over five years, 

the banks retain the right to call at their discretion. 

During the two year,; ended June 1982, total deposit growth 

averaged 16% ainnually, largely in the form of time deposits, 

while tot. 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 Lending
 

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.
 

Non-Financial Obstacles
 

The traditional trading mentality of the local businessmen
 

affects the willingness 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. Anxious 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 ai (d a limited local market for goods. 
There is much imported labor now. The government has been 
liberal about immigration, and has established settlements 
for refugees from Haiti and El Salvador. In 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 immediate
 

and long term. Most important 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 of 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 because, 

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 hanks
 
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 availabi.lity 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 primary agricultural production, and
 
given that thp qrowth in agroindustrial population 
(and so,
 
loan demand) will lag slightly behind the 
growth in primary
 
agricultural production, 
elijible 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 likely to characterize
 

Beli.e's post-transition economy.
 

Two other needed services were identified during our
 

interviews, services which may not be appropriate for the
 

CFSC in its 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 years a trend toward 

public corporate ownership seems likely qiven the transition 

of the economy discussed earlier. The productive 

enterprises of the future require more capital than 

traditional tradinq and entail more risk. These enterprises 

would benefit from some type of equity market as a source of 

funds and vehicle for sharinq their risk. Several 

interviewees felt that the current generation of family 

business heirs and entrepreneurs 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 
 local market
 
intelligence 
and contacts, 
and full service shipping and
 
distribution 
 support. This 
 regional 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
 

addition, the Agricultural and Industrial Development Bank
 

(AID Bank) and CDB provide loans to firms and projects with
 

a development aspect to A National Dev­their operations. 

elopment Foundation also exists, providing small loans to 

micro-businesses. 

Constraints to Lending
 

Although two of the commercial banks have experienced some
 

liquidity problems over the past year, two have not. In
 

spite of the limited liquidity that two of the banks are
 

best a moderate demand
experiencing, they are receiving at 


sector loans. However, it was generally felt
for productive 


that the lack of lon- term credit facilities does restrict
 

the )ntential 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
 
would have need of additional funds for productive sector
 

purposes. 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
 

entrepreneurs 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 guarantees would be 
helpful in situations
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to put into
 
where new entrepreneurs had insufficient equity 


on the
 
a project. The same limitations mentioned elsewhere 


and the potentially

role a newly formed CFSC could play, 


this service indicates the need
 
hiqh risk associated with 


for very careful analysis before proceeding. 
Other forms of
 

(export financing, inventory and
 providing short term credit 


not appear to be required,
receivable financing) , do and 

for the size of the Dominica
leasing seems inappropriate 


of long term capital are
 
market, especially if other forms 


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. In 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 i substantial increase in total
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45% of total commercial
government borrowings - from 24% to 


support a
banks loans. The commercial banks have managed to 


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,
 

loan growth will be more closely tied to

in the future, 


growth in deposits.
 

Loan/Deposit Profile
 

commercial debt outstanding is for
Currently 80 to 90% of 


less than three years. Nearly all commercial loans
terms of 


rate, priced over a consensus prime rate
 are variable 


(9% at the time of the interviews).
established by the banks 


vary 50 to 300 basis
Spreads charged over the base rate 


There are no legal limits on lending rates.
points. 


Rates paid for deposits range from 2.5% for savings to 7% 

for large, long term funds. The majority of the deposits 

of less than one Time noware for terms year. deposits 


total deposits, as both demand and
accounts for 43% of 


the pastsavings deposits nutstanding have decreased over 

two years. The statutory reserve requirement is 5%.
 

Demand for Discounting and Long Term Lending
 

All of the banks int.rviewed( expressed a general interest in 

the prcpos:ed( di,;count program a!; it wa!; described to them. 

Two werf' particutlary enthu!; astic about originating term 

loans (fiv( or more year!;) ;ptc-i fically for discounting. 

One hbank a Ilone (,!.,ti IIIt e thI, it co-u M place at least EC$l 

million at it:!; marginal cost of fund.++,. One of the banks was 

less enthusias!tJIc ahout the redi scounting scheme because it 



ANNEX VI/C
 
PAGE 44 OF 1.04
 

felt that it had ready access to similar development funds
 

through its own affiliate. Another bank supported the
 

concept i.i 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 in
 

providing equity funds to the CFSC.
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ST. LUCIA
 

Financial Institutions
 

There are five commercial banks with operations in St.
 

Lucia:
 

The Bank of Nova Scotia
 

Barclays Bank
 

Royal Bank
 

Canadian Imperial Bank of Commerce
 

National Commercial Bank
 

Barclays is presently the largest commercial lender, having 

30-35% of all commercial loans, followed by Royal and the 

National Commercial Bank, which has grown rapidly as a 

result of steady 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 bank,;, has not yet 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/De o:_posit__Prof i Io 

The local banks price their loans up to 400 basis points 

over their int.erna prime rates. The majority of commercial 

lending i ; for tern!; under t.hree year!;, but the bank,; claim 

that a sign ficnt 1moulnt ol money i!s on loan for period.; of 

3 to 5 yeir!. While comimi-cial prime rates currently are at 

13%, tt, De-velopment Itank seek; in average rate on its new 

'. eatuto'y llloans of ,. reerve requi r'ts,.; al, ow at 1.0% 

of total1 d('po-;it:; . Pae:; ~rangi from % on :-avingq: to l#' on 

large (over 250,000 1-:C) t. ie 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 borrowing and 
the policy of
 
foreign bank branches to limit their country risk. 
 However,
 
through September of 1982, growth in 
total commercial bank
 
deposits outpac
ud Lhe growth in total loans (12.5% p.a. vs.
 
11.73% p.a.) and the aggregate loan to deposit ratio fell
 
from 101% to 99%, stil 1 tight by US ind local standards. 
More re"-ent statistics are not yet available, and may well 

reversal thisshow a of drop. One banker currently has a
 
backlog of $EC6mm productive sector that be
loans cannot 

funded. The Devclopment Ilank has also accumulated a backlog
 
of projects prior 
to beginning operatLons.
 

The severe liquidity shortage in of
most the financial
 
institutions in St. 
Lucia has likely overshadowed another
 
constraint; the for term funds
need long 
 for some projects. 
This type of credit could account for 501 of the rediscount­
ing requests of CFSC might be asked to consider.
 

The second ma jor constrcaint impeding private sector invest­
ment appears to be a lar-k of management ills. Both the 
bankers and loca i h..;insmen felt .;tronqIy that many of the 
leading invof5tor2:; are not interested in new ventures because 
there i.- octr orlpetornt 
they can turn over their c:ci!;ting busi nes ,;. 

nr onr of middl( mdinagement to whom 

Demandl for i!l;Unlntir ;and Loliq T'rm Lend lnq 

The S;t. Luci,i coriercla I bank!; appear to be able absorbto a 
considerabI (, amounnt 0 di.ico;-unt(ed funds- within the first 
year. A 1,irge, port ion ()f thee:;, funds; would finance the 
short terin pro nowne,,i±; ()I .ct,; ii the il ipe iilie,,; but a 
su;st: antia]. 41,1ouri 1 would %Iso fund lonq term l(1nding. 
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After the first year, the demand for CFSC discount funds
 

should decrease slightly as the backlog is 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 influenced by the
 

generally positive response of the 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.
 

,here was a strong interest 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 in -ts 

ability to develop these sectors.
 

In the manufacturing sectors, there is interest in not only 

the local market, but also in the regional market. Two of
 

the intrvi.wer5, for example, were actively exploring the 

posm;;ibility (,f exportinq to neighborinq countries. The 

thi r(I ;1ajoro rodhict ivO ,c t()r - toura sIn - appear!; to be
 

;omewlKIt d] i(Jing h l)tiiiid the other two as its sensitivity to
 

exterl,"id (WI'I1r- i or.,; It comparativelyI U it ak,, a 

i r ,',i if t h i :; imc .unld/0 t ]-,It i tlv I "It t 

Ot.her.a the 

lh,,ri wc n:, o ,ist. net p,ittrn or con,,en.,ur. as far as the 

other'l -;ervices'; that. were, ( ;cu;ed ,I , concerned, although 

aily Se ' s t hat re, I ueun±; 1tol %:ork iliq c,pit a1, s;uch a; 

ri ,11) I'!, I I11114 i ),i pr ovi d' I Iafi Iiq l capital 

' l I l , llh ,: 1 ,1 it(J, WOI 1d b' Welcom,,dt by the 
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productive sector. 
 CFSC will, however, 
have to more fully
 
explore such demand in 
 light of the inherent risks and
 
rewards, legal complications and direct competition from one
 
leasing comLpany 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 existing 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, snort term working
 
capital loans, in order to strengthen and 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.) in determining the levels of lending which a project
 

can support successfully. 
This will result in less emphasis
 

beiig 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 l-ending services which envision
we 

the DFI will undertake, there are a broad scope of
 
activities which this institution could undertake in order 
to 
 achi eve it." primary objective of supporting the 
product ive private sector. In analyzing some of these 
potential sw ri.'es, we have divided thrum into three groups; 
financinrg, support srvices, and trading company activities. 
The spec:ific activities in each area are discussed thein 

following piages. 
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Financing
 

Accounts Receivable Financing
 

Presently there is little use of accounts receivables as a
 

in the
financing method in the countries which we examined 


previous study for the revitalization of the CIC. Accounts
 

the pledging of
receivable financing can involve either 


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 

While in the United States this type of financing
sector. 


historically has had relatively low loss ratios, it is a
 

high cost undertaking that requires a sophistiLated
 

information and control system to monitor it. It also
 

requires a skilled staff to operate such a system.
 

face value of the receivables can be
As much as 80% of the 


advanced to a borrower when the borrower agrees to pledge
 

receivables. An arrangement of this kind can sta, in effect
 

for up to three or four years, however borrowers try to
 

minimize this type of funding since it can be expensive and
 

more complicated than other financing methods.
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1
 
Inventory Financing
 

Another service which could create another source of
 

collateral from existing assets is the use of inventory
 

financing. In 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 is limited to
 

customers with good credit rating and this is due to the
 

fact 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, is through the use of trust receipts. The trust
 

receipt is 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 be 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 receipts can be cumbersome in that it requires that a 

specific trust receipt be issued for each inventory item,
 

'Accounts receivable financing and inventory financing colild
 

be grouped together under one heading called commercial
 

finance.
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and therefore is usually used in those cases where the
 

inventory 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.ito a separate building
 

or area 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 in 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 independent bonded warehouse system
 

would be the most cost effective method of implementing an
 

inventory financing system in the marketplace.
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Leasing
 

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
 

piece 


leased in the marketplace. We feel 
advantages, both to the borrower and 

that 

the 

leasing has many 

lender, which are 
appropriate to the marketplace. For the borrower, leasing 
offers the advantage of being able to acquire a of 
equipment, building, etc. without a substantial downpayment,
 
while 
at the same time paying for the equipment throughout
 
its useful life. The equipment itself serves the
as 

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 previous
our 

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 term
rate loans matching the useful
 
life of machinery and equipment utillzed 
by the private
 
sector within 
the region. 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 ongoing monitoring system is necessary as 
in the case of
 
traditional lending, to protect the lender.
 

iFull 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 is discussed under "Trading Company
 

Activities". Another problem associated with the export
 

markets is, however, the requirement of being able to
 

maintain and finance large inventory 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 efficiently 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' reasons of risk, lack of 

funds, or an imposed lending ceiling, it would be possible 

for the DPi to help arran(ie a syndication of the loan in 

which a number of source-; would pool together the necessary 

funds. The responsibility for forming such a syndicate, as 

well as the analysis of the project and the moitoring of 

the loan, could be undertaken by the DFI. 
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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 portion
a of the lending to other local
 
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 equity on 
the part of the investor.
 

long as
 

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 
the risks 
to the DFI were well understood.
 

In our previous study, we found z major unwillingness on the
 
part of many private sector organizations to accept this 
type of investment. In interviews with several firms in 
.hich the CIC had taldcr equity investments, we found tiat 
one of the problems wa.. that no provi,3ion was cver made for 
the divestiture of the equity participation on the part of 
the CIC. If an equity 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
 

Many new businesses fail because 
they do not utilize the
 
resources that arc available 
to them in the most efficient 
manner. Althcugh cash management services are usually 
associated with large and sophisticated corporations, cash 
management can be as simple as collection
expediting and 
check clearing, slowinq down disbursements, and taking 
advantage of timing differences between cash inflows and 

cash outflows. In its simplest form, we see that 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. 

Trainig in cash management could be offered directly 
through the 1)F], or contracted out to local accountants/ 
consultants. ''hi,; t rainting could h, limit ed to a series of 
brief, one-day seminar:; u.sed to educate the management of 
local Cc Tr),lan ije aS to the t-C(hzl lques which cou]I d be utilized 

and the benefit to them of u.-ing some of the.;e techniques. 
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A second 
 and more complex arrangement 
 might involve
 
contractinQ 
local 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 feedback to 
the DFI on the 
status of its borrowers.
 

Financial Advisory Services
 

Whereas cash management is concerned with working capital

items, the eimphasi.s in a financial advisory service would be
 
on long term funding sources and capital structure. These 
types of servi(s could also be limited to seminars or could
 
also be expanded to 
provide individual advice in those cases
 
where the amounts of aremoney substantial. 

The specific service in this 
area 
that is most needed in the
 
marketplace is in the area 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 project:; which were presented for cons ideration are 
poorly prepird and organ i .ed. These financial institutions
 
also appfeax 
 to ()eil very little in trms of advice towards
 
the preparatiOn 
 ot project proposals, since it is time 
consuming ',1nd cost ly. 

Advic-e! i n thi:. ar, however, would not neceu.arily be 
limited to pr()j.-t proposal preparation. Other areas which 
coul( be covfre I'.'oUldI include advice on -,tructuring joint
venture!,;, fsources.; of addit ion, i equity, lease buyversus 
analy sis and other !;ources of long tA rm funds. 
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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 provide

partial guarantees 
to other financial institutions, 
for a
 
fee, 
in order to encouraqe 
the tran!;action. 
 The advantage
 
that this has to 
DFI, is thaL 
it coud use existing project

appraisal staff 
to evaluate 
the prolec' in ol,estion and make
 
recommendations 
as to whether 
or 
 not the guarantee 
was
 
appropriate. 
 The greatest weakness in undertaking this type

of activity is tjat if it 
is 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 guarantee
 
program through the commercial banking system would be of
 
very little benefit. 
 This wa (dte mostly to the pe!rceived
aversion on the part of lend:rs and b(rrower:, .However,
 

guaranto'e pr(j:,dI.,..
 1,(-(-.n uti Ii zed ,.;fuit1c iy in other
 
countril,:; and it 
 i:; po!;:;ii)],jthat if it ':;
:;tructurod
 
correctly it 
wou ld Ibe o ( rea t henefit itn p-,ning up In
 
additional 
 :;ou re of 
funds through the exi:;tjrig financial 

network. 

Businessi Advisory Service; 

In an effort 
 to assist 
 existing businesses 
 in their
 
expansion programs, as well as helping to ostab]i,;h new 
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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. a result of
As our
 

previous study, we were ab1, 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 areas that we envision uncder this
 

program are listed below:
 

0 Production management, 

* Energy and facilities ma:agement, 

0 Operations management,
 

0 Data proce:;sing administration,
 

0 Project maniagement,
 

0 Packaging,
 

* Export opportunities.
 

Such a program might be, justifiable if the DFI could arrange 

to contract with i firm that could provide some basic 
services in thie!'s ,rea,; on a cost offective basis. A second 

approach nigh t center around th,, us!- of -,rmillar ; to provide 
genera I informa tion and as,;i ;tance in t heZ.e Thisareas. 
approt,-h wo)uldl1 h m ro, co!st. eff'o-2tiwe in t hat it would reach 

a large,r popul,tion at. one, timt-., howev-r, it could only work 

towar-d Jg ,+#,ci 1 - pi-ole !;i toI a [Liited (legre 

Trad i iJ Co! )-in Ac t i v i ty 

The W -;I1d pr'ovide the services tradittrnally associated 

with a tira(lnig company group. Thse ' ,rvice,' would include 
tho -ollection of gen ral market da t. ,l( ll ntellit:ncv, 
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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 area of export promotion. By grouping a series of small
 

producers under one roof for export purposes, a trading
 

company can achieve economies of scale which would in turn 

benefit all o1 the individual companies. One example would 

be for the trading company to group small, like-commodity 

producer; in order to approach the export ma rkt t as a single 

seller. Thi ; would allow access to the exports market where 

the volure n,#..dod to support such an activity would he too 

large for alny Single producer to handle. By developing and 
enforciflng th, p.1oduct qual ity standaird,., th, producers 

theistcl%,,y:; would ,,rie it. through hilher and vi~ov conls i stent 

price; than ri igh t otherwl!;i be awilab le to them. 

Other tradinq company activities mlght center on increasing 

the valu, addld (t product!s before they art, xported and 

export iinl-anc in, and related ;crvice:; cou Id be [,-ovided 

throu(h 1inka]ts through the DFI ' s lenrding and support 

operationS. 
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APPENDIX 3
 

INTERVIEW GUIDE
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DISCOUNT FACILITY
 

1. Eligibility Criteria
 

1. Loan Recipient - Productive Sector
 

a) Manufacturer for export
 

D) 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 capital, machinery, fixed assets, includ­

ing refinancing for expansion.
 

3. 	Loan Tenor
 

All: Short, mndium and long term. No outer limit yet
 

st but could be as long at; 15 years for legiti­

mate re'i;onn. 

4. Other Fa I r -; 

a) 	 LoCIn.; mayl, he ori qinated by the bank ;pecifically 

i or d i !,;(,tnt 11(j, includi nq loan; which a bank 

wouI1d i,0t oth,,rw i.w riike, t;uch a.; long term 

cred It :;. 

b) rhirc wi 1 1 ,,wno I imits; on the rate the bank 

Cti ,i' !?'!o it:; (*u!;tom r. 

C) 	 No mnisirii n :e. ha,; been net, and it is unlikely 

that I mx :Iumirl .,iz( w 11 be net. 
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I. 	 Terms
 

1. 	Rate
 
a) Funds provided on fixed or 
floating rates to match
 

movement of underlying loan rate.
 
b) Discount rate will be ratioinally 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 bank, as will the
the 


loan servicinq.
 

b) In selected instances, 
the CFSC may wish to share
 
or assume 
the risk of some 
loans which a bank
 
would not hold in 
its portfolio.
 

III. Administrative
 

1. 	Documentat ion 
a) S~mple but adequate to determine 
proper use 
of
 

discount funds. 
b) More compliicated in cases where CFSC takes
 

commercial ri!;k, as CFSC 	 will have to do credit 
review theme Ives. 

2. 	 Servic In q 
a) Simp]r reports to CFSC 	 when bank takes commercial 

risk. 
b) CFSC will service or closely monitor loans when it 

takc., 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 have 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 considered.
 

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

repaid might also be c isidered. 

OTHER .NANCIAL SERVICES
 

I. 	 Accounts Receivable F :ancing: Short term loans col­

lateralized by accounts receivable. This type of
 
tizancing 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 Fir,,ncing: 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 CFSC would be willing to consider so 
doing, for an annual fee. This 	will be most attractive
 

in situations where a company is almost creditworthy
 

under commercial bank standards, but may lack suf­
ficient collateral or equity for the project.
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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 Lequest of USAID, and it will simulate the projected
 

operations 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
 

uutstanding during the period. This is necessary in order
 

to simu2ate 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
 

fund- in fixed deposits.
 

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
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Direct Lending
 

Data 530 Annual disbursement 

Data 535 Grace periods 

Data 540 Repayment periods 

Data 545 Annual disbursement 

Data 550 Grace periods 

Data 555 Repayment periods 

Creative Financing
 

Data 560 Annual disbursement
 

Data 565 Grace periods
 

Data 570 Repayment periods
 

Data 575 Annual disbursement
 

Data 580 Grace periods
 

Data 585 Repayment periods
 

Other
 

Data 590 Annual disbursement
 

Data 595 Grace periods
 

Data 600 Repayment periods
 

Data 605 Annual disbursement
 

Data 610 Grace periods
 

Data 615 Repayment periods
 

Reserve for Loan Losses - The reserve for loan
 

losses is made up of the accumulated provision for
 

losses taken in every year, less the amount of
 

loans written off in every year. 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 
- This amount is made up of
 
1/ month's operating expenses controlled by

variable AP on 
line 210 and three months' interest
 
payable controlled 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 CFSC. 
All new loans
 
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 borrow additional money only afh: r
 
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 in 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 automaticall'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 paid
 

during the current year. The amount of dividends
 

paid is controlled by specifying the percentage of 

net income to be paid out in 6aLt ii e 620, 

although no dividends will be paid unless the 

current and previous two yc2ai's net income has 

been positive. For purposes of our analysis, no 

dividends have been paid out. 

Income Statement
 

All interet income and expenses are computed on a constant
 

interest rate forecast. The relative rates for each type of
 

interest income and expense can all be controlled
 

independently by the user.
 

Fixed Depos;its -- Fixed deposit income is computed 

on the average balance in the fixed depcsit 

account on the balance sheet. The interest rate
 

is controlled by the variable FD on line 245.
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Loan Portfolios - The income on 
all four
 

portfolios is computed by taking the average
 
balance outstanding in each category every
in 

year. The interest rate 
 for each portfolio is
 

controlled by the variables 
A(26,O), A(27,0), 
A(28,O) and A(29,0) lines 265,
on 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 year.
 
The amount of interust charged is controlled by
 
the %ariable Al c,., line 205.
 

Other Long Term Debt - Interest expense on other
 
debt is c Jrnp)uted on the iverage balance
 
outstanding in every year. The interest 
rate
 
charged is ccntrolled by the variable OD on 
line
 
285 of the program. 

Provision 
tor Loan Losses - The amount taken as a
 
provision for loan is
lo:.s;es controlled by the
 
user with variable PL in line 290, isand taken on
 
the gros;s loans outstanding before the charge off
 

in each yer. 

Operating Expon,5;'w - Operatinq expenses are input 
directly into the model by the useo on datar line 
635. During the fir:t- three years of operating an 
actual dollar amount i.; Input. After the first 
three ver,,r; a per(,entaqe is input which calculates 
admi nistirativ,- expense!; ,as a function of the year 
end balance ,s 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 Lnan
 

Losses, Paid-in Capital, and Increase in Long-Term Debt.
 

The uses of working capital are broken down into two
 

categories: Net Loans Placed (adjusted by the provision)
 

and Dividends Paid. The model computes these amounts in
 

every year by looking at the actual clianges on the balance
 

sheet, the actual amounts on the income statements and the
 

Data lines in the computer model. The net change in working
 

capital is the change in current assets minus current
 

liabilities on a year-to-year basis.
 

Yield Analysis and Ratio Analysis
 

The yield analysis computes the ma3or income statement 

categuries, db d puLceittagc of average 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 year 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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CPHHE N FV1'ANC1L CL CF;NlS"' ::'Es 

5 iEAR G;T':E ;E;I0D ONUSAl LiAN
 

,. l;L O $ i,?*IELD ,AL . KSS L0.41 ii;ED [EFESI', 

INTEUEST IrNIEFFST FO',IS1 1ON NET OF.INC' E 4LrINUF.4,!','E NE7 
YEAR INCOlE E.FENSE ExPENSE LESS MFVISION EXFEUSE 1NZOE 

1984 10 2.4 .5 7.1 12.4 -. 3 

II . 6.' 5 :.4 

1986 11.3 . . .9 o.8 .5 1. 

1987 11.8 3.1 1.1 7.4 4.5 3 

1968 12.o 1.2 1.5 7.9 5.2 2.8 

118, 13.4 3.4 1.9 8.2 5.5 2.7 

1990 13., 3.7 2 .2 3.23 

14.2 3.9 2.1 9. 5.2, 

1992 14.3 4.1 2.1 e.1 5.3 2.8 

19;! 14.3 4.3 2.1 7.9 5.3 2.6 

RATIO ANALYSIS
 

RETURN PETURN DEBT TO FESERVES TO
 
YEAR ON ASSETS I ON [(CulI EMUID GkOSS LC,4'iS
 

IU84 -5.3 -11.2 1.9 .5
 

19 5 1.4 5.4 3,.5 .9 

A;86 1.8 .5 4.9 1.5 

IQEl 2.9 17.1 4.? 2 

1988 2.9 14.9 4.1 2.9 

I' 
 2.7 1.8 4 ,3,6
 

103.2 3.9 4.41 

1991 3 14.3 L,7 4.9 

IC97 2.6 13,. 3,7 5.3 

1 0 NOTE12,o 5,7 

1 NOTE: WE[D O]NAV[;AGE BALAKtES 
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pt"1INEPOl IUtOP. I"CUOE •D?.I bTFT , t'E7. 

.EA;R INCOME EPENISE EXPENSE LESS PPOVISIOI E PEIHSE WNCOIE 

1964 '.c3,1q47~512. - e . -c 

19S6 11.3 4.". . 5.9 5 .9 

1q87 11.9 4.2 1.1 5.6 4.5 2 

1.8. 

1989 13.4 4.2 1.8 7.4 5.5 1.9 

l99v 13.9 4.4 2 7. . 25 

171 14.2 4.5 2.1 7.6 2.4 

1992 14.3 4.5 2.1 7.6 5. 2.3 

1993 14.3 4.e 2.1 7.6 5.3 2.3 

RATIO ANALYSIS 

RETURN PETURN DEBT TO RESERVES TO 

lEAR ONASSETS I ONEOUIT( I EOUITY GROSS LOANS 

1984 -5.9 12.6 .5 

1985 .5 1.9 3. .9 

."480.9 4.7 5. 1.5 

19/87 2 12.8 5.4 2 

1988 1.8 II 5 2.8 

113 5.1 3.6 

199'. 2.5 15.2 5 4.3 

1991 2,4 14.1 4.8 4,9 

IM92 2.4 13,5 4.7 5,3 

011 . 131! 4.7 5. 

I NOTE: ASED ONl ,EGAE bALANCES 
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CAR.6EAtN FIINANC14L SE-:KKES COkFOPAIIDN 
MARKET DEMAND DOWN 25%-ALL PORTFOLIOS
 

VIELD ANAL'SIS::[:;SEI GN AVERAGE GROSS LOANS A14DFIED DEPOSITS 

INTEREST INTEREST PPOVISION NET OP.INCOME ADMINISTRATIVE NET 
YEAR INCOME EXPENSE EXPENSE LESS PROVISION EXPENSE INCOME 

1984 9.9 2.1 .4 7.4 14.4 -? 

1985 10.6 .. 6.1 6.' .4 

1986 11.2 3.6 .9 6.7 6.3 .3 

1987 11.7 3.6 I 7 4.2 2.8 

I 88 12,3 3.? 1.3 7.8 4.7 3.1 

1989 13.2 3. 1 1.7 8.4 5.2 3.2 

1990 13.8 3.1 2 8.7 5 3.8 

1991 14,2 3.2 2.1 8.8 5.2 3.6 

1992 14.3 3.4 2.1 8.8 5.3 3.5 

1993 14.3 3.5 2.1 8.7 5.3 3.4 

RATIO ANALYSIS
 

RETURN RETURN DEBT TO RESERVES TO
 
YEAR ON ASSETS I ON EQUITY I EOUITY GROSS LOANS
 

1984 -6.9 -12.8 1.5 .5
 

1985 .4 1.2 2.8 .9
 

1986 .3 1.5 4.1 1.5
 

1987 2,8 14.9 4.5 2
 

1988 3.1 15.8 
 3.9 2.8
 

1989 3.2 14.6 3.3 
 3.6
 

1990 3,8 16.2 3.2 
 4.3 

1991 3.' 14.9 3 4.9
 

1992 3.5 14.1 2.9 5.3
 

1993 3,5 13.6 2.9 5.7
 

1 NOTE: BASED ON AVERAGE BALANCES
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CL1.RIPEA FWNCIAL SE,VI:ES cOPPOPAi ION 
ARE[ DEMANG UP 2'*J-ALL F'ORrFOLIOS 

ANNEX VI/C
PAGE 86 OF 104 

IELD .IS::?S) : P.'EF.[E UACSS L-A NS All O FIIE[IEPOSITTS 

,'EAR 
'tJTEPESr 
INCOIIE 

11TEFES; 
E:PENSE 

FRD' 15ON 
EFENSE 

E[ OF. INCOME 
LESS PRO'ISlOr 

ADi[ 1ISTATIE 
E.PENSE 

NET 
INCOME 

W." .5 6.9 !I -4.1 

W.5S, 6. 4. 2. 

1986 11.4 1, 7,1 4.2 2.9 
1197 12. 35 1.2 7.4 2.5 

1 1.6 .b 2.1 
I;89 13.4 3.9 1.8 7.7 5. .2 
1990 13.9 4.1 2 7.8 2. 
l:,' 14.2 4. '4 2. 1 1.9 5,1.. 

1992 14.3 4.3 2.1 7.9 513 2.6 

199" 14, 4.4 2.1 7.8 5..1 2.5 

RATIO ANALYSIS 

YEAP 
RETURN 
ON ASSETS I 

RETURN 
ON EDUITY 0 

DEBT TO 
EQUITe 

RESERVES TO 
GROSS LOANS 

!Q64 -4 -'4.6 ;.4 .5 

1985 2.1 9.1 4.2 ,9 

1;86 2.q 16.4 5 1.5 

1 2 2.5 15 4.9 2 

1?89 2.1 12.5 4.9 2.8 

1989 .2 13 4,9 3.6 

l4,11.1 2.8 16.4 4.7 4.7 

1991 2.7 15.1 4.5 4.9 

Ir',42 2.6 14,3 4.4 5.3 

1791. 2.6 I;,1 4.3 5,7 

SNIOTE: BASED UN AVERAGE BALANCES
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ANNEX VI/C
 
PAGE 89 OF 1.04
 

CARIDBtAN ;INA!CIAL SEF.ICES COFFOF TiOtj
 

ADMINISTRTi7E EXPENSES UP :0%
 

*:;ELD ANAL'SIS: :BASED ON .'.,E ,;,S LOANS AND FI)E[ DEPOSITS
 

INTEREST INTE;'EST PROVIS!ON NET OP.INCOliE ;I}NISTRATI,'E fJEr 
YEAR INCOME EXPENSE EXPENSE LESS PROVISION EFENSE INCOME 

1984 10 2.4 .5 7.1 15.1 -9 

485,7 .8 .. 1 .3 

1986 11.3 3.6 .9 6.8 6.1 .7 

1087 11.9 3.4 1.2 7.4 5.5 1.9 

198e 12.' 3.4 1.5 7.9 6." I 

3;89 17.4 3.6 1.8 8 6.6 1.4 

1990 13.9 3.8 2 a 6 2 

1'191 14.2 4 2.1 8 6.9 1.0 

1992 14.3 4.2 2.1 8 6.4 1,6 

1993 14.3 4.4 2.1 7.8 5.4 1.5 

RATIO ANALYSIS 

RETURN RETURN DEPT TO RESERVES TO 

YEAR ON ASSETS I ON EOUITY I EQUITY GROSS LOANS 

1984 -7,9 -17,1 2 .5 

1985 .3 1 3.8 .9 

1986 .7 ,1.9 5.5 i,5 

198? 1.9 12.4 5.? 2 

1988 1.5 9.6 5.4 2.8 

t989 1.4 ,.: 5.6 3.6 

;;2 13.5 5.6 1,3 

191l 1.8 11,7 5,5 4,9 

3.6-W 016 5.7 , 

19,1 1.5 10.1 5.90; 

* NOTE: ISID ON AvEP461 IALANCES
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ANNEX VI/C
 
PAGE 92 OF 104
 

INTEPEST RAIES Ft.LL B'r II. 

)AELD ~AlVs13:~E,?SE ON AEiE4CE r'F~r LOAS A'ND FNED CEPaSITS
 

Mi~lEF:ESI , NTERE.
 PROVISION NET OP.INCOME ADMliNISTRATIVE NET
 
INCOMIE EX~PENSE
fEAR E.XPENSE LESS PROVIS!Ot; ENEE INCOMlE 

19492.4 
 .5 611 12'6. -6.4
5 


1986 10.3 31.6 .9 
 5.8 5 
 .7
 

]Y,10.9 
 34 111 6.4 4.6 
 1.8
 

8B
?I. 
 .4 1.15 6.8 
 5.:
 

1507 12.4 
 3.5 1.8 
 7.1 5.5 
 1.6
 

1990 12.9 
 3.6 
 7.3 5 
 1... 

M99 13.? 3.1 2.1 
 7.3 5.11 :.1
 

M92 13.3 3.8 2.1 .4 
 5.3 2
 

1993 143.3 3.9 2,.1 2
1.3 5.3 

RATIO AtIALS1S
 

RETURN RETURN DEBT 1O 
 RESERVES TO

YE4 M ASSETS I ON EQUIT', # EQUITY GROSS LOANS
 #7 

1984 -6.3 
 -13.5 
 .
 

1995 
 .3 1.3 3.7 .9
 

1"86 .74.1 
 .4 1.5)
 

1981 118 
 11.9 .1.6
 

1988 1. 
 015.2 
 2.8 

1989 1.7 10.4 5.3 . 3.6 

11490 2.3 14.4 5.3 4.3
 

1991 21! 133 
 5.1 4.9
 

1992, 411 
 12.7 5,11 
 5.3
 

1991 2.1 
 I?3 .157
 

INOJE: ('ASED ON AVtRAGE BALANCES
 



CARIEAN FINANJCIAL SEPIVICES COFPORATION 
P9OJECTED 5i:LANCE SHEET 

3924 THROUGH 1993 
U.S. DOLLARS 

LOANLOSS PR:VISION SET AT 2.51 
FEAR 1934 i98 1986 1987 1938 ;98? 1990 1991 1992 1993 

F!TEO TECC 

TC A L 

TS 

;cSETS 

25750 
I643?8 
.... 

;4;4 7210 

26667 

2 

43917 

2110351 
;,9123 

1 3I4 

50414 

14"466! 
2674.. 

64:82 

32R4
31355 

74023 

03 4 

77204 

427746 

4.9 

95172 

45071 

3 

105194 

564807 

67C001 

11762 

64Mol8 
76 090 

LG;. F:P*FLJCE7
2.1r . 

'243)000 
r.,- -. SE 'IE 

T:;;L E 55 LS;LE3S :E5E:.E Fq L0SSES 

13T4L ASE L S 

TOTAL ASTS 

~:r:L4L.,IES 

LCI,-!:. HAT 

2 0370 

0 

" ?000002e ;)y'13:)0 

036.4 

4016547 

2735 

7 

650xc-'375750 

67250 

88 i61 

68 c 

545250 
4410894 

103 2134188250 

10173584 

12527274 

!i?5~5 

5643750 
6567031 
100601000000 

133j5753333100 

12867681 

14610160 

136712 

4076SO 
9429141 
9 

1509°95271 

1456302 

14579179 

152,41 

:;52751 
17::--1 
1979441 

70z7 

017163."477&7=7 

164217 

16221A3 

16063 

O,D(
15369188 
2659715 

C,19326903105a1:? 

172771 

19277721 

200196 

150000 
18738601 
323965 

000223272661355335 

20768450 

21315093 

23726 

0 
21234357 
3897576 

254631621403 

2356'060 

24230661 

276"34 

2.527,8 
46.{,108 

29J502846: 2786i7 

2o474979 

272!5939 

U34; LO*J:92 
CG:EP LC,:3T1 DEBT 

L"; TEP,"DEBT 

CTL L13!LUTIES 

L5 12.42 

0 
0 
:4215 

20521!0 

6795315 

0 

0 
-T,.TLb7953! 

6964141 

10300989 

0 

0 
10300989 

10416924 

12000000 

0 

0 
12000000 

12126712 

1200000 

0 
120C.00 

!2!52141 

12C'(.-00 

0 

1;44U94 

!'15557 

1,00 
0 

34NO9 
1534209 

14542I0O 

12000000 
0 

4826776 
16326776 

1764039 

120,V00 
C 

706S 
19s s 

15345572 

3ZZ163 

100'0 

0145-5493S3376 
21363376 

21686539 
P ~ 1 | C ;!r 
FETA..IE E; NINSS 

TCTAL E-U!TY 

15000 
-135602 
13±4398 

2000(.00 
-58979 
1941021 

.00000 
110351 
2110351 

20000 
473448 
2473448 

'0000 
82703a 
2927036 

20"-M 
120i47 
3106487 

t200000 
1735216 
3735216 

2000000 
2291054 
4291054 

2000 
2889469 
4899459 

2000 0 

5549400 
> 
> 

>549403 
z 

TOTA'. LIABILITIESAND EQUITY 4016548 8805161 12527274 
TOTALLIABIITIE 

14610160 14979179 16822043 19277721 21355093 24235011 

55490 

27235939 

G 

< 

F(3 

C.-. 
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ANNEX VI/C 

PAGE 95 OF 104 
Lm~[ .E ) ;!,r' SE .',iCES ."ORF'O;TION
 

LOAN LOH FPC',SION SET AT 2.5j. 

iiELr* L , ' .'ERAE -5:0S LOANS AD t10ED "EFOSIS 

RTEEST INEREST FF '[. 1151 NET O*.INWOME ADMI-reSTRA41'VE NET 
,EAF INCOME EXPENSE EXPENSE LESS PROVISION EIFEIISE INCOME 

1984 10 2.4A .6 .7 4 

7'9" 3.5 I 6.2°;5 

1966 11.3 3.5 1.2 6.6 5 

1987 11.8 3.3 1.4 7.1 4.5 2.7 

198a i. 3.2 1,9 5.2 

1989 13.4 ,3.3 27.9 5.5 2.-3 

1990 13.9 3.5 2.15. 7.9 2.9 

1991 14.2 3.7 2.6 ". 5.21.6 

1992 14.3 3.B 2.7 7.9 5.3 2.5 

1993 14. 3.0 2.7 7.8 5.3 2. 5 

RATIO ANALYSIS 

RETURN RETURN DEBT 70 RESERVES 1O 
YEAR ON ASSETS I ON EQUIT'f I EOUI-t GROSS LOANS 

1984 -5.4 -11.5 1.9 .6 

1985 1.2 4.6 3.1 1.1 

!986 1.;8.4 4.9 1.8 

I8,". 15.8 4,P 2.6 

1988 2.4 13.3 4,3 3.5 

198: 2.4 12.6 4.2 4.5 

IWo 2.0 13.2 4,2 5.3 

1991 2.7 13.9 4 6.1 

1992 2.6 1. 4 6.7 

1993 ., 12.6 ;.9 1.1 

I NOTE: BASED ON AVEFACE BALANCES
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DIVIDEND PA ',01T4T',Z OFNE! ili.6ME 

;.E, iL ' . :: . ], ,4YEP.LCE.,,..:E LOANS A;N[, FI)ED DEOS]IS 

rE 
I;TEREST 
I1NCO E 

!jjTEFESi 
E PEr3E 

PPOVISION 
EXPENSE 

NET OF.INCOME 
LESS PROVISION 

,IMIS.R;TIVE 
EIPENSE 

NET 
INCOnE 

-E4 10 2.4 .5 '.1 12.4 -5.3 

- 0., . .8 6.4 5 1.4 

19h, 11.3 3,5 .9 6.8 5 1.8 

1927 11.8 1.1 7.4 4.5 2.9 
I92E 19K12.' 3,3 i's7.41.5 7.9 5.2 . 

19E9 13.4 3.4 1.8 8.2 
4..5 
5.5 

2.7 
2.7 

13.9 3.6 2 8.2 5 3.2 

I 14.2 3.82.! 8.2 5.2 3 

1992 14.3 4 2.1 8.2 5.3 2.9 

1993 14.3 4.1 2.1 8.1 5.3 2.0 

RATIO ANALYSIS 

RETURN RETURN DEBT TO RESERVES TO 
YEAR ON ASSETS # ON EQUIT EQUITY GROSS LOANS 

1984 -5.3 -11.2 1.9 .5 

1985 1.4 5.4 3.5 .9 

196 1.8 9.5 4.9 1.5 

19a7 2,9 11.3 5 2 

1988 2.7 15.3 4.5 2.8 

1989 2.7 Is 4.5 3.6 

1q90 3.3 18.1 4.5 4.3 

1991 3.1 16.8 4.4 4.9 

I92 2. 16 4.5 5.3 

IY. 2.8 15.6 4.5 5.7 

I NOTE: BASED ON AVERASE BALANCES
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D11i-DEN PAIOU1 AT 0Z OF PAID IkCAPITAL
 

JIELO A N vERAGE LOAhS AND FIIEZ [PiOTS
 

E9S INI:.S 
 INC MOfI11I 5TRP"VE- Er ~ ~-EEAES EPENSE LESS PROVISION EPENSE I .CO.E 

1984 10 ;.4 ,5 
 7.1 12.4 

!985 ,,5 
 .8 6.4 1.4
 

1986 
 11.3 M. 
 .9 6.6 
 5 1.8
 

1987 11.9 
 3.3 1.1 
 7.4 4.5 
 2.9
 

1?8 12.7 35 ..
 .2 6
 

19? 13.4 3.5 
 1.8 8.2 5.5 
 2.6
 
1990 13.9 
 3.8 2 
 8.1 5 
 3.1
 

1591 14.2 4 
 2.1 9,1 
 5.2 2.9
 

1992 14.3 4.1 
 2.1 8 
 5.3 2.7
 

1993 14.; 
 4.3 2.1 
 7.9 5.3 2.6
 

RATIO ANALYSIS
 

RETURN RETURN 
 DEBT TO RESERVES TO
 
YEAR ON ASSETS I ON EOUITY I EOUITY GROSS LOANS
 

1984 11, .­

198! 1.4 
 5.4 3.5 .9
 

1936 1.8 9.5 
 I,9 1.5
 

1987 2, ~ 17,5 
 5,2
 

1988 
 2.6 15.8 
 2.9
 

1999 2.6 15.8 3.2 3,6
 

lQ0 3.1 195 53 43
 

1991 
 2,9 loll 5.2 4.9
 

1992 2,0 17.2 5.2 
 5,3
 

1993 
 2.7 16,5 3.2 ,;
 

*NOtEj BASED ONAVERAGE BALANCES 
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,'.EL:SIS &IA.: ?£, [4 E, £ :..C,: S LM~I.SMPIC;:kEP DEFOEITS 

,EAR 


1984 

192 

i493 

YEAR 


)1934 


1:: 

118p 

1991 


1992 

INCO E 

10 


9J5 


13.4 

13.9 

14.2 

14.3 


14,3 

RETURN 


ON ASSETS i 


.4.1J. 

1.4 

1, 

.l
,9 

2.5 

2.5 


3 

2.7 

2.6 


2.3 


110E E:-EYFErNSE FPhJ,1IS[ON
EXPENSE 


2.4 


"" 
 .80.' 


3.9 

3;.9 
 1.1 

.2'4 1.5 

3.6 1.8 

2 

4.1 .. 

4.3 
 2.1 

52.1 

RATIO ANALYSIS
 

RETL F, 
 DEBT To 

ONEOUl I EQUITN 


5.4 3,5 

9.5 4,9 

17.7 


16.4 3,3 


16.0 
 6 

21.4 6.4 

20.2 
 6.4 


19.5 6.7 


19.1 
 6.8 


IlEr OP. INCC1EELESS POvISICN E;PENSE 

7.1 12.4 

.4 

6.0 
 5 

7.4 4.5 

'.8 .2 

8 .5 

795 

5.2 

7.s 
 3.3 


7.7 ".3 

FESERVES TO
 
3POSS LOANS
 

.9 

1.5 

2.4
 

2.8 

3.6 

4.3
 

4.9
 

5.? 

5.7
 

NET
 
COflE
 

I.
 

1.9 

2.9 

2.5 

.9 

2.5
 

2.4 

# NOTE: 
BASED ON AVEPAGE VALANCES
 

A-92 /C ArthurD. Little, Inc. 
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ECYONOMIC ANALYSIS
 

I. Macroecononic Considerations
 

Tile private sector uaiik or "financiera" to be establil.1ed under 

this project will provide to private investors in the prouuctive 
sectors of the Eliglish-speaking Caribbean a wide array of 
non-traditional financial services, incluuing, ariong others, (a) 
term financing via term loans up to 12 years, and (b)other services
 
which kay consist of working capital financing, leasing, venture 
capital and guarantees. Thje services provided under this project 
are expected to have a significant positive impact on investment, 
employment, GDP, and the bdalance of payments. Any increase in 
investment, employient, GDP and foreign exchange earnings woulo help 
arr2st tLe economic stagnation in the Eastern Caribbean. 'Ahe 
Eastern Caribbedn has ueen i.ard hit by a numlber of adverse external 
economic developments recently, most notably the recession in North 
Anerica arid Western Ltrope anid the appreciation of the U.S. dollars 
against Western European currencies, in particular the pound 
sterling. 

A Investment 

Growth of private manufacturing* investment--oth foreign 
and indigenous--is required if (a) output increases are to be 
achieved, (b) additional employment opportunities to be provided, 
and (c) Loreign exchange to be generated. Already sigiificant 
increases in foreign investment have been achieved in the region. 
These iincreases primatiiy have taken the orin ot icreiyn enclave 
operations, which have iinked foreign private capital and knowhow to 
trainable, highly eaucated, iow cost domestic labor forces. or, the 
other hand, concuidtant increases have not takeii place in investment 
by indigenlous collcern:s. 

lnitidlly, private manufacturing investment in the region 
primariiy tcxk place uin an i iir t-suLst itut ion basis behild 
CARICOM's cuunori external tariff (CXT). rilie states, however, found 
it difticuit to compte behind the tariff walls on worlu i,4rkets. 
Ili responlse+ to the_ difficulty, the states turned to foreign (einclave 
operations. Theuse opurations ijave fared remarkably well. In 
addition to higlh tuality, low cost labor supplies, the operations 

*Uost of the clients of the private suctoL bank are presumeu to be 

iAnutactur ilg concerns. 
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have been attracted 
uy the regioni's political stability, welldeveloped ecorlolIc iiifrastructure, extensive fiscal incentives,
proximity to the U.S., and liberal treatment ander the Multifiber
Agreelment (tPiFA) GatreiiLts. aind textiles anu electroiic components
tiave been especially successful. Foreiyn enclave operations ingatmenits dtiu textiles were established in all states, whileBWrbados, .ontserrat, St. Kitts and St.Vinceit becaiiie active in theasseiitly of electronlic components. By operatingj ol a market largerthai, the CARICOH market, the foreign enclave operations were able to
achieve econohijes of scale aEnd, hience, to grow rapidly. 

Wile the foreign enclave operations have achieved ajeasure of success, inuigenous privute investment has stagnated. Weexpect the services to be provided by the proLpsed private sector 
k)aIk to boost illdigyeous plivate investmeint. Substantialopportunlities for inuipjenous investient lie in the areas of light
industry, agro-procuss lg, aid tourismi. 

Under 
loan 

this project, USAID will be providing a $12 millionand a $4U0,uUU grant; the region's private sector will be
Lurinishingj equity iui.ds of $2 million to the bank. With a totalfilariciai bockin1 imore $14c than million, we project loan volume
of 2.0 mill ion in 1984, and $28.7 millio;i over 1984-93. (see
foiioiilg tdble) . 

Private Sector Bank: Gross Loan Volume 

'iUTAL 2~8,70-1 , 138 

1964 .,6O0,dJu
 
1985 4,200,U0
 
1986 
 3,559,957
 
1987 2,858,217

1988 
 1,696,308
 
1989 2,U79,u75 
1990 
 2,690,089
 
1991 
 2,333,u09
 
1992 
 3,108,698
 
1993 
 3,314,t3b
 

For two reasonis, tise (ItA on gross loan voluie tepresent only aportion of the total investment that tUe private sector bank ise;xpt cteAd to -jeJner tre . Fi rst, a portion of the private sector bank'sloans will1'1( Loto c)ncerus wh4o traditionally have Oot had access tocorsdetrcia] lank crt(iit . The avajlubi .it) of long turm reuit fom
tL It) r i vate sector bank may make these concerns el igible for
;ohrtoc~ai banik imlanicirig that otlewise woULdl1ot have been
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may now also secureavailable. To the extent that these concerns 
funus from cormercial banks, the private sector bank will generate 

of ininvestment above and beyond the value its loans. Second, 
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 sum, we project that for every dollar of loans 
extended by the private sector bank $1.75 of investment will be 

sectorgenerated. Thus, we estimate that over 1984-1993 the private 
bank will generate gross investment of $52.1 million (see following 
table). 

Private Sector Bank: Gross Investment 
(tUS$) 

TOTAL 	 52,148,000 

1984 	 4,550,000 
1985 7,350,000
 
1986 6,244,000
 
1987 5,059,814
 
1988 3,434,000
 
±989 3,817,000
 
1990 4,967,000
 
1991 4,431,000
 
1992 5,980,000
 
1993 6,316,000
 

B. 	 Einployment 

Unemployment and underemployment are two of the most pervasive 
problems in the Eastern Caribbean. Open unemployment rates range as high 
as 27 percent (St. Lucia) and 30 percent (Jamaica). Among some sectors of 
the populace the rates are much higher. For instance, youth uneiiPloyr.,ent 
rates range as high as 50 percent. With the economic deterioration that 
has taken place in the region over the past several years, the 
unemployment problem is becomingj 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 [or labor-intensive 
technology; while labor forces are well trained and highly educated, they 
are low cost, especially in the LDCs. Cosequentl , the income-generating 
capital created by the bank will provide substantial ,iuw employment 
opportunities.
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,.iestimiate the employmient to be generated by the bank, wedeveloped eirical data on investiient capital per job. In 1981, the
Barbados Industrial Develoguent Corporation (BlDC) -- the country'sinidustrial proiiotion agency--attracted investment capital totalling over$5.6 million; the investment capital resulted in the creation of 585 newfull-time jobs. Consecquently,on the average the investm.,ent capital per
job was $9,602 with the figure ranging from $1,327 for an apparelinuustry, $b,462 tor resistors to $15,882 for nachine tools. For the East

C&ribbean LDCs, Jamaica, anu Guyana, we expect the investment that isreytuiLed to create a jub to be somewhat lower than for Barbados because
of lower labor costs in these countries.ln sum, we project that across allthe .EasteriiCaribbean states that each full time job will require on theaverdge i vestment capital of $8,000. Consequently, the investment
capital induced by the private sector 
bank divided by the $8,000 yields

the nuimber of permlanent full time job-years generated by the bank. 

;iployneiit also will be generated temp-orarily when plantfacilities are erected. We estimate that erection of -acilities will be[oujhily 50 p'rcernt ot investment; for instaiice, in Barbados, constructionof facilities Lange trom 30 to 70 percent of total investment. We also
estiiiite that one iian year of construction emiployment will be generated by
$25,000 uf co~istructioi. 

Tb project total employment earnings, we used data on
mAnufacturing wages, as a proxy for wages derived in the full time jobs

created 
by the hank, and construction wages, as a measure of the wages
secured in the temiporary 
jobs produced by the bank.ln Barbados, average

Llmual wages in wanuacturing and 
construction are, respectively, $4,000

anid $5,000. For the 
rugion as a whole, we expect tnat wages will be
roug1,y oije-third 
 lower or $2,700 for manufacturing and $3,400 for
 
constructiop. 

Li sum, over the next teni years, we estimate that the private sectorbank will generate 36,948 job-years of employment and earnings of$100.5iillion (see table below). 'llese Uata are very conservative. They only
account for 
 first round effects. Any multiplier eftects would add
 
sigynificantly to the employment and earnings estimates.
 

http:countries.ln
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Private Sector Bank: .DnloynienL and 
,17pFuI--l Tr gti 

Manu- Con- Manu- Con-
Total facturiny struction 'iUtal facturiny struction
 

Enploynment aiployment .iployment Earnings Earnings Earnings
(Jou-Years) (job-Years) (Job-Years) US$(000) US$(UOO) 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 
1986 
1987 

1,556 
2,163 

1,431 
2,062 

125 
101 

4,289 
5,910 

3,864 
5,567 

425 
343 

1988 2,535 2,468 67 6,892 6,664 228 
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 8,378 408 
1993 3,478 3,352 126 9,478 9,050 428 
1994 3,569 3,569 9,636 9,636 
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 
2001 497 497 1,342 1,342 
2002 233 233 629 629 
2003 79 79 213 213 

C. Real Output
 

As of year end 1981, GDP per capita in the Eastern Caribbean ranged 
from St. Vincent's $660 to $3,700 in Barbados with itost countLies well under 
$1,200. Over 'he past year, little, if any, increases in real output have 
been recor.wj in the reyion. Barbados--the wealthiest country in the 
region--has ,'_ei.special ly hard hit. lie region ,relyiny heavily on 
tourism, light indu;3try, sugar and bananas, has been hard hit by a number ot 
adverse external, as well cs domestic, econunic developmierits. 
In sum, while we do not expect the private sector bank to arrest coaipletely 
the region's economic decline-only a recovery in the industrializeu states 
of the West is capable of doing that--we do anticipate the bank to iioke :4 
start in the right direction. 

http:recor.wj
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Accordiny to our projections, the private sector bankincreases in GNP in 1985 of $1.5 million will producerisiny to $9.7 million in 1994.Thlese projections are based ,on the assumptions (a) that investments becomeindustrial capital in one year's time, (b) a 10 percent depreciation rate,and (c) an estimated yross return on capital of 34 percent. (For
ueLivations ot the ebtimited return on capital, see cost-benefit analysis
which follows.) 

Private bector Bank: Income Generation
 
(Us u00 

2IOTAL 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 
1995 7,934 
1996 6,315 
1997 4,947 
1998 3,790 
1999 2,806 
2000 1,938 
2001 1,352 
2002 
 633
 
2003 
 214
 

D. Balance of Payients
 

Ail the states in the reyion rely heavily on external marketsanu these mIrkets have been depressed. Cunsequently, revenues from theregiL)n' s mniw. ex[.::t;--tourismi, manufacturing, bananas and sugar--areither uow'n :r n.mvy Dclining export revenues together with theregion's traditiun,I heavy reliance on consumer and capital qoods importsmeaiis that the region is now encountering a severe balance of paymentscrisis. Auditional 
exports are a critical need; additional export 
1,oceeus would enable those countries that have adopted austerityproL ais especially Barbados, Jamaica and Dominiica, to consider reflating
Wi th he tonconuitant positive impact on domestic employ~mentopXrtunities. The private sector bank is expected to have a favorable 
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impact Qin foreign 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 nst enterprises in 
the region use labor-intensive production techniques, any imported
capital inputs resulting from the private sector bank's loan activities 
will be kept to a minimum, reducing the drain on foreign exchange 
resc rves.
 

Difficulties arise in quantifying the bank's impact on the 
region's balance of payments. In 1980, manufacturing 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 impact may be 
significant. Consequently, as a rough estimate, the bank will produce an 
improvement in the region's balance of payments equal to 50 percent of 
the investment income generated by the bank. aThis means that over 
1984-2003 foreign exchange savings of $48.8 million will be generated 
(see table below).
 

Private Sector Bank: Foreign Excharne Savingsu.$US( 000) 

TOTAL 48,840
 

1984 0 
1985 773 
1986 1,946
 
1987 2,805 
1988 3,356 
1989 3,555 
1990 3,742 
1991 4,068 
1992 4,219
 
1993 4,559 
1994 4,854 
i:95 3,967
 
1996 3,157 
1997 2,473 
1998 .,895 
1999 1,403 
2000 969
 
2001 676
 
2602 316
 
2003 107 
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I I. Cost-Benefit Analysis 

Under this project, the private sector bank willclients who extend credit towill use this credit, together with any equity contributionsand funding from other sources such as cofnercialinvestment capital. banks, to generateThis capital, in turn, will be utilized to generateificome. Consequently, L[-:cadly .speaking,the economticproject are costs of thisthe funds eimpl.oyed in producing the capital, while economicbenefits consist of the income generated frot the capital.
 

In an economic-cost 
 benefit analysis, incremental costs and benefitsare itleasured. Under this project, the private sectorprovide discounts, (b) engage 
bank will (a)

in direct lending, and (c) furnish
"creative" financiny. aliese activities are not intended to displaceongyinig credit activities in the region; however, to the extent that suchdisplacetent occurs, incremental benefits would not be realized. 
For the
purposes of our analysis, we assune that no dispLicement occurs.
 

TO assess the project's viability, an internal rate
calculateo. EcoLnomic costs the 
of return wasof project consist primarily ofcoi.ipoients: two(u) the gross investment induced by the private sector bankard (b) tne bank's operating expenses. Gross investment, are made up oftle credit extended by the bank to clients, any other fundingbank clients, and client secured byequity contribitions. 

expenses include Die bank's operatingadministrative expenses and interest expenses on loanssecured by the bank to lund its operations.
 

In seeking to delineate the project's 
benefits,from the investmienit capital 
tlhe returns generatedthat the bank created were calculated.this, we hypothesized that the 

To do 
activities. 

bank will engage only in "profitable"'ihis enable us to use the return currently achievedongoing capital investment projects in the region 
on 

computing as a benchmark forthe returns oil the investment capital createdCurrently, by the bank.the region is securing yields in the neighborhoodpercent on investmient capital. These 
of 17

ields, nowever, are after tax.since taxes iJierely represent a transfer fron the enterprise to thegjoveilmeit, yields are understated. Given that taxthe rate50 percent, is roughlya return of roughly 34 percent can be expected onlgenerated the capitaluy the bank. V.) compute the total income that bankthe willgenerate, data on investment 
it was 

capital was required. TO secure such dataassuiied (a) that investiient takes one or,year averageincule-ygeieratint capital and (b) that 
to become 

depreciation is 10 percent per
yea r. 
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Prior to calculating the project's internal rate of return, two
 
adjustments were imade. First, under this project, workers will be
 
enployed (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 externt, 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.
Unemiployment and underemployment is a severe problem in the region; for
instance, in Barbados, a termination of the four year construction uoom 
has resulted in the layoff of many construction workers. Thle opportunity 
cost to the economy as a whole of hiring individuals who were previously
unenployed 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)oermanent full-time employees
 
was included.
 

Second, a comparison of the recent inflation performance in the
 
region's states, whose currencies, for the nst part, are pegged to the
 
U.S. dollar, with that of the 
U.S. suggests that currencies of the
 
region's states, especially tl~e Barbadian dollar and the East Caribbean
 
dollar, are "overvalued." For instance, over 1976-82 the U.S.'s average

arnual inflation rate stood at 8.7 percent while that 
 of the
 
aglish-speaking Eastern Caribbean was 12.7 percent. This suggests that 
a portion of the toreign exchange savings produced by this project should 
be included as a benefit. Heice, as a rough estimate, economic benefits 
of 10 percent of the foreign exchange savings generated by the bank were 
added.
 

Having made these adjustments, an internal rate of return of 34
 
percent was calculated. lijis return is iiominal. Using an expected rate
 
of inflation of 10 percent, a real rate of 24 percent is obtained,
sugyesting that the project is a viaule economic proposition. 



PRIVATE SECTOR PANK: 
 COST-BENEFIT ANALYSIS
 
US $000 

ECOLOMIC COSTS ECONOMIC BENEFITS 
NET BENEFITS 

Y'ar 

Adminis-
trative 
Expense 

Interest 
Expense 

Gross In-
dustrial In-
vestment 

TOTAL 
COSTS 

Gross 
Return on 
Capital (34$) Employment 

Foreign 
Exchange 

TOTAL 
BENEFITS 

ld4 

IQ85 

1986 

1987 

:983 

1989 

1900 

1991 

1992 

1993 

19 

309 

320 

527 

606 

773 

8Q0 

929 

1,103 

1,269 

1,435 

60 

222 

376 

447 

480 

530 

645 

762 

891 

1,047 

4,550 

7,350 

6,244 

5,059 

3,434 

3,817 

4,967 

4,431 

5,980 

6,316 

4,919 

7,892 

7,147 

6,11L 

4,687 

5,237 

6,541 

6,296 

8,140 

8,798 

-0-

1,547 

3,891 

5,610 

6,713 

7,091 

7,484 

8,137 

8,439 

9,118 

155 

1,018 

2,144 

2,955 

3,446 

3,649 

3,882 

4,188 

4,393 

4,739 

-0-

77 

145 

281 

336 

355 

374 

407 

422 

456 

155 

2,642 

6,180 

8,846 

10,495 

11,095 

11,740 

12,732 

13,254 

14,313 

-4,76), 

-5,250 

-967 

2,734 

5,808 

5,858 

5,199 

6,436 

5,1111 

5,515 

9,707 4,818 485 15,010 15,010 

1995 
7,934 3,938 397 12,261 12,269 

1996 

1997 
6,315 3,134 316 9,761s 9,765 
4,947 2,456 247 7,650 7,650 

19981999 3,790 1,882 190 5,86Z 5,862 

2000 
2,806 1,393 140 I1,33S 4,339 

2001 

1,938 962 97 2,997 2,997 

2002 

1,352 671 68 2,091 2,091 

633 314 32 979 979 
2003 

214 107 i1 332 332 

2O(D 

C) 
7-

IC
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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 does 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 o'I fading colonial systems and emerging societies which are being 
increasingly drawn into extra-regional based economv.s. This emergence 
expresses itself in all levels of society from th- [amily to 'he 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 sectors, 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 jobs in North America and Europe.
 
As a result of these changes, the traditional agricultural planter class 
in the Caribbean social order has declined. This is occurring as there
 
has equally been a marKed upward advancement of non-white profesfsionals, 
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 Caribbean population, however,
the is still composed of 
a
large segment of native 
small "peasant farmers", landless 
agrarian
laborers, 
urban workers, and the unemployed. In comparison to the
expanding middle 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-opportunities for
these groups constitutes one of the regior's major social problem.
 

(2) Projected Bereficiaries
 

Although through secondary and ancillary benefits all
levels of Caribran society 
stand to benefit from the 
Caribbean
Financial Services Corporation Project, Ihree target groups can be 
identified: ,xi.ting Isaentrepreneurs, and the laboringI -to-rdi tl businesses, emergingclass, especially off-farm migrants. 

Civen t-e wi de range of s renterprises: conceivably m II-to- rd ium sizeeligible for supr.ort, i is diff icult togeneral i ze about tli'' character istics of thi.c r l-i!!a.., ...
middle, incor(e family owned operations which, excepL for newmanufacturing act ivitions, have we}l estab] ished buineses, albeitsmall in compari son to dvelord countries. 

For the emerging entrrpreneur, it envisionedthey will is thatbe drawn from all 
e 

ethnic groups of the Caribbean withdisproportionat percen'-age abeing from the emerlinq non-wlhite middleclass and the Iwo; affl,,nt Wec; Indian Iw , at-irn ivm(,<t of theactivities are project financirg rMlated, it furtlris enidsionedthat tho.e individuls 
 who are aqgrersi.e in term; of umardmobility and ,du'cation towill .;ifk ac ,.,.s; the (,rodit iocilit ies to
be provided. 

': act ivit ie:; financed tinder this pro ject-directly ex-virald euq doyr,nt:. Lither 
will 

through txpanr. ion of existingproductive entrpr i o:; ,r through the establ ihmenthigher level.- of ,rtployy,/nt 
of new ones,

will I e guneraLtod. 'Tihe m:ajority oflaborer:; in these nterpri;ess will t yldicall 7 b, lower-class West 
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Indians of African descent. Although reflecting significant
 

regional variation, the rates of unemployment among this group,
 
extremely high.
especially young adults (14-24 years of age), are 


true in the LDCs where in addition to
This is particularly 

unemployment the lower class is characterized by high birth rates,
 

high morbidity and mortality, inadequate nutrition and substandard
 

housing. Alt'hough an estimated 90 percent of the laborers have
 
many have regressed into functional
completed primary schools, 


In addition, a gap
illiteracv' through lack of continued exposure. 

exists between educational preparation and the realities of
 

employment opportunities which are often extremely 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
 

in the region is much lower than for working age males.
females 

Reasons for the low female participation are directly related to the
 

early teenage pregnancy and marriage. Moreover,
family pattern of 

women working in urban establishments and as domestics have
 

They remain poorly represented in
continuously received low wages. 

service, and the
managerial positions, white collar jobs, public 


are beginning
teaching profession. Modernizing influences, however, 

to redefine the women's role in Caribbean society. The project will
 

support the expansion of employment opportunities of women. As has
 

in the region's enclave industries, women are
been proven 

particularly adept in refined assembly line work (e.g. food
 

processing, electronics, packing, garment works).
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(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 expressed by the busines 
circnunity itself.
 

It ray be argued that the risk aversion attitude s a reasonable 
response 
 to the business environment which prevails in the
Engilish-speaking Caili,,:,--n and the higher relative risks associated with
new enterprises. In addition, key private sector decision-makers citeissues such as limitations on managerial 
capacity and inappropriate

financing as 
reasons inhibiting decisions to invest in new enterprises.
 

Whiile no one intervention 
can in itself modify the overallenvironment in which investment decisions are made, the CFSC project
shouId make investment opportunties more attractive a-nd stimulate
individual entrepreneurs 
 to consider investing in 
 a
manufacturing/proc]uctive enterprise by making it possible to t.*lor a
financial package to the needs of a specific investment and its expected
returns. Term with longer-term aiaortization (5 years arid 
 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 sector 
in the Region, aue influencing the investment environment.
The latter ir- expressed for example through support for the activities of
the Caribbean Association of Industry 
and Commerce and the affilitated

Chambers of co:ra~erce and Manufacturers Association.
 

The CFSC is seen by regional leaders in the private sector astheir 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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Special Legislation
 

A Barbados Bill 
entitled "Barbados Financial 
Services
 
Act (1983)".
 

An Act to incorporete within Barbados
financial Institution a private sector
for developing financial

within the Caribbean and to 

and commercial opportunities

provide for such 
other matters as
tal, are Lnciden­ancillary, consequential 
or related thoreto.
 

Preamble 
 WHEREAS the Caribbean Association of Industry and
Commerce, hereinafter called the 
"Association", wishes
to set up 
a financial Institution to 
provide venture
capital and term-financing to 
the private sectors 
in
Antigua and Barbuda, Belize, Barbados, Dominica,
Grenada, Guyana, Monserrat, St. K!tts/Nevis, St.
Lucia, St. Vincent and 
the Grenadines, Trinidad and
Tobago, and 
to the private sectors 
In other countries
within the Cai"'Ibbean region; 
and
 

WHEREAS the Association believes that such 
an instItu­tlon 
would provide a catalyst for private sector 
deve­lopment 
In t;,ose countries 
In which the 
institution

would carry 
on Its activities; and 

WHEREAS Initiall y the financial institution 
will be
capitallsed 
In United States dollars and 
for that reason
and because of 
the nature of 
Its activities 
It will need
special legislation to 
enable 
it to obtain and maintain
a large capital 
and reserve 
base, to acquire special

tax Incentives and 
receive 
foreign exchange control
exemptions 
and to 
have special legislation 
In relation
to other matters required to 
support the 
objectives of
 
the Institutloi; and
 

WHEREAS the Association has by 
its petition prayed

special legislation 

for
 
for such purposes; and
 

WHEREAS It Is expodlent to 
grant the prayer of the

petition, NOW THEREFCRE:
 

BE IT ENACTED by 
the Parliament of 
Barbados 
as follows:
 

Citation 
Short title 
 1. This Act may 
be cited 
as the Caribbean Financial
 

Sirvlces Act 
1983.
 

1nterpretation
 

Definitions 
 2. In this Act,
 

1902-54 
 (a) "Companies Act" 
refers 
to the CompanieAct,
 
1982;
 



Nature of 

Corporat!nn 

1982-54 


Business 


restriction 


Application 

of 1982-4 
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(b) "Corporation" means 
the Caribbean Financial
 

Services Corporation created under this Act.
 

3. For the purposes of 
the Companies Act, 
t-he
Corporation 
Is a company Incorporated under 
Division A
of Part I of 
the Compani.es.Act, 
ane, Schedule 
I of this

Act constitutes Its Articles of 
Ircorporation, which 
may
be dealt with In all 
respects pursuant ot 
the Companies
Act as 
If the Corporation had been 
Incorporated 
 under
 
that Act.
 

4. The Corporation shall 
not carry on a domestic
banking bu.siness; that Is to 
say, the business of
 

(a) receiving money 
from the general public of
Farbados on 
current accounts, deposit accounts
 
or 
other similar accounts 
and paying

collecting cheques 

and
 
drawn on or 
paid In on those
 

accounts, or
 

tb) recef-Ing money 
from the general public of
Barbados on savings 
accounts repayable 
on
 
demand or after 
a period ol notice;
 

but 
the receiving, paying or'collecting of money 
on
current, deposit, savings 
or other accounts kept by the
Corporation otherwise In the ordinary 
course of
business, 
and the paying and collecting of 
Its
 

cheques
relating thereto, 
does not constitute domestic banking
business within 
the moaning of 
this section,
 

5. (1) The notices of registered office and
directors 
as 
required under Division A of 
Fart I of the

Companies Act 
shall 
be sent to ;ha Registrar of
Companies under that Act; 
and for 4ho purposes of that
Act, this 
section consltittos 
iho Certificate of
Incorporation of 
the Corporation 
In lieu of the
Corporation's Certificnte of 
Incorporation under section
 
8 of the Companies Act.
 

(2) Except as otherwise expressly provided 
in this
Act, the CompanIos Act applies 
In respect of the
Corporation whether 
or not the Companies Act has been
brought Into operation In whole 
or In port; and where any
matter may be 
or must be deposited with 
or done by the
Registrar under that Act 
It Is to be deposited with 
or
done by the Regilrar of 
the Supreme Court until 
a
Registrar 
Is appointed under the Companies 
Act.
 

(3) Until 
such time as appropriate regulations

have 
boon made nd are 
In force under the Companies Act,
The Minister may 
make such 
reasonabl, regulations 
as are
necessary 
to 
enable the Corporation to, comply with 
the

requirements of 
that Act In carrying 
on Its affairs and

business.
 



Standing Order 
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Corporation 


In other 

countries 


Stated capital 
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(4) Except where 
a contrary Intention Is evident,
 
words and expressions used In this Act and 
the
 

Companies Act have the 
meanings given them In the
 
Companies Act and are 
Intended to be similarly

construed.
 

6i Except as prov:ded In this Act, nothing In
 
this Act affects the rights of Her Majesty, her
 
heirs and successors, all bodies politic and 
cor­
porate, and all others except such 
as are mentioned
 
In this Act, and those claiming by, from or under
 
them.
 

PART I
 

CORPORATE ACTIVITIES
 

7. (1) The Corporation comes Into existence on
 
the day this Act comes Into oper,jl.on.
 

(2) The Corporation shall not commence busi­
ness until Its'stated capital account amounts to two
 
million Barbados dollars or the equivalent amount In
 
other currencies.
 

8. (1) Subject to subsection (2), the
 
Corporation shall 
not carry on or continue to carry
 
on any business or any of Its affairs In any other
 
country In the Caribbean unless under the 
laws of
 
that country the Corporation receives similar incen­
tives, benefits and txemptions as are granted the
 
Corporation under Part 
II of this Act.
 

(2) The shareholders of the Corporation may,
 
by extraordinary resolution, author;se the
 
Corporation to carry 
on any business or any of Its
 
affairs In a Caribbean country in which 
It does not
 
receive substantially similar Incentives, benefits
 
and exemptions 
undor the laws of that country If
 
the directors report that It Is In the best
 
Interests of the Corporation to do so.
 

9. (i) The Corporation shall maintain
 

(a) a stated capil-ul account In any currency In a
 
minimum amount tlmt 
Is equal to or greater
 
than two mil lion Brbodos dollars, and
 

(b) a reserve fund Invested In securities
 
approved by resolution of Its shareholders In
 
an amount determined under subsection (2).
 

(2) Out of Its rot proflis'of each year and
 
before any dividend Is paid, the Corporation must
 
transfer to Its reserve fund an amount equal to 
not
 
less than fifteen percent of 
those profits whenever
 

http:oper,jl.on
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the amount of Its reserve fund Is less than Its stated 
capital account. 

Off-shoro 

bankIn.g 

1979-26 

1979-26 


Residents 


10. (1) The Corporation may carry 
on the business cf
off-shore banking, 
within the moaning of the Off-Shore

Banking Act, 1979, subJeci to such terms and conditions 
as the Minister may prescribe, 
without acquiring a
 
licence to do so 
under that Act.
 

(2) Nothing In this soctioi affects the capacity

of the corporation to carry 
on any other lawful business
 
within or 
outside Barbados.
 

(3)V In respect of any off-shore banking business
carried on 
by the Corporation 
from within Barbados, the
Off-Shoro Banking Act, 
1979 applies to the Corporation
 
with such modifications 
as are necessary to accord with
this Act. 

(4) I.n.tho conduct of any off-shore banking
business, the Corporation may, 
from within Barbados or

elsewhere, engage in any 
generally acceptable banking
 
pct ivities.
 

PART II 

SPECIAL TAXATION PROVISIONS
 

Residents and Non-Residents
 
of Barbados
 

11. 
 (1) For the purposes of this Act, the following
 
are residents, namely:
 

(a) a natural person ordinarily resident In Barbados 
or a citizen with 
a residence In Parbados;
 

(b) any incorporated 
or other body, Incorporated,

formed or organisod In Barbados, the majority of
shares or other ownership of which is beneficially 

the 
heldby persons who are residents within the meaning of 

paragraph (a);
 

(c) any Incorporated or other body, 
wherever Incor­
porated, formed or 
organised, that 
is controlled
 
directly or indirectly by 
a person described In
 
paragraph (a) (b);or 

(d) any Incorporated body 
or other body that

controlled by a body described In paragraph (c), 

Is
 
by the


Government of 
Barbados 
or any agency thereof.
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Non-residents 


Exemption 


from tax 


(e) 	the Crown In right of Barbados;
 

(f) 	a trust
 

Ci) 	 established by a resident as defined in any 
of paragraphs (a) to (e), other than a trust 

for the administration of funds for the
 
benefit of poisons a majority of whom are
 
persons resident outsiao Barbados, or
 

I I)In which residents as defined In any of 
paragraphs (a) to (e) have fifty percent or 
more of the beneficial Interest; or 

(g) 	any Incorporated or unincorporated body that is
 
controlled directly or Indirectly by 
a trust
 
defined In this section as a resident of
 

Barbados.
 

(2). A reforence In this Part to any beneficial
 

Interest or to any thing being beneficial ly owned or
 
held Includesownership through a trsut, legal represen­
tative, agent or other Intormedlarf.
 

12. Persons are not residents for the purposes of
 
this Part If they are not residents within the meaning
 
of subsection (1) of section 11.
 

Tax 	Exemptions
 

13. (1) Except as provided by this Part, no Income
 
tax, c.apital gains tax, or other direct tAi 
 or impoct
 
may be lovlud in B6. bados upon ,he profits or gains of
 
the Corporation In respect of any business It carries on
 

within or from without Barados.
 

(2) 	Except as provided in this Part, no Income
 

tax, capital gains tax or other direct tax or Impost may
 
be levied In Barbados In respect of any securities or
 
assets of the Corporation that are beneficially owned by
 
the Corporation or by a customer of the Corporation who
 

Is not a resident.
 

(3) Except as provided by this Part, no estate,
 
Inheritance, succession or similar tax or Impost may be
 
levied In Barbados In respect of any securities or
 
assets of the Corporation that are boneficially owned by
 
the Corporation or a customer of the Corporation who Is
 
not a resident.
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(4) Except as provided 
In this Part, no tax,
duty 	or Impost may be levied upon 
the Increment in val'ue
of the property or 
other assets in Barbados or elsewhere

of the Corporation othur than upon such of 
them 	as are
distributed 
to shareholders of 
the Corporation who 
are
residents 
by way of a distribution of 
undistributed pro­fits or upon a winding up of 
the Corporation.
 

14. (1) Except as provided by this Part, no tax,

duty, or other Impost may be levied upon the
 
Corporation, 
Its security holders 
or transferees 
In
 
respect of 
the transfer of 
all or any part of Its
securities 
or other assets to a person who a
Is not 

res ident.
 

(2). When the Corporation or 
a person who Is 
not
 a resident transfers shares of 
the Corporation to 
a per­son who Is not a resident or 
to the Corporation, the
transfer Is exempt 
from the payment of 
any tax, duty or
 
other Impost t ,proon.
 

(3) Excepi'as.provided by 
this 	Part,
 

(a) 	no Income tax or capital gains
 
tax, and
 

(b) 	no 
other direct 
tax or Impost,
 

may be levied or collected In Barbados, In respect of
 
any dividends, Interest or 
other returns from any

shares, securities, deposits 
or borrowings of 
the
Corporation 
or any 

the 	

assets managed by the Corporation If
dividends, Interest or 
other returns are 
In respect
of 
shares, securities, deposits, borrowings 
or assets

beneficially owned 
by a 	person who 
is not a resident;

but the onus of establishing ownership 
L.ies upon the
 
Corporation.
 

15. (1) Notwithstanding any 
provision of the
Income Tax Act 
but subject to subsoci ion (2), 
the
Corporation need 
not withhold any portion cf any divi­
dend, Interest or 
other returns payable to 
any person In
respect of any borrowings of the Corporation from thatperson or In respect of securities of 
the Corporation
 
held by that person.
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(2) All dividends, Interest 
or other returns
 

attributable to 
the securities of, 
or the management of
securities by, thr 
Corporation that 
are payable to

resident who 

a
 
is known to be a resident by the
Corporation must be 
reported to 
the Commissioner of


Inland Revenua by the Corporation.
 

16. When a settlor who is not a resident establishes 
a trust In favour of 
the Corporatio 
or in favour of 
person who 

a
 
Is nc+ a resident, the trust 
is exempt from
any tax, duty 
or I.zpost in Barbados, 
If the funds of the
trust 
consist of currency and 
securities (other than
Barbadlan2) 
and the trust 
is under the management of the
 

Corporat ion. 

17. (1) By way 
of Income tax 

tax 

but in lieu of inccme
at the rates specified 
In the Income Tax Act, 
tnere
shall 
be paid to the Commissioner of 
Inland Revenue by
the Corporation tax at the rate of tax levied under sub­sertion (2) on 
the profits, gains, dividends, Interest,
royalties, foos and other Income, gains, profits, reve­nuos -and Incrom-+ .s of the Corporation, hereInafter
referred to 
as "income and profits".
 

18. (1) By 
way of income tax 
but In lieu of Income tax
at the rates specified 
In the Income Tax Act, 
there
shall be paid to the Commissioner of Inland Revenue Inrespect of any ,dividends paid by 
the Corporation on 
Its
shares 
In any Income 
year, within the meaning of that
 
Act,
 

(a) a tax rate of 10% of the
the amount of 

dividend 
In the case of a shareholder who
 
is not a resident, and
 

(b) a tay at 
the rate of 
12112% of the amount of 
the lvidend In the case of 
a shareholder 
who Is a resident; 

and In either case, the 
tax 
shall be withhold from the
dividend and paid by 
the Corporation 
to the
 
Commi ss loner.
 

(2) For the purposes of 
this provision,
Wdividend" Includes any payment from the Corporation for
the benefit of shareholders, by way of participation Inthe earnings 
and profits of the Corporation, whether by
way of money, Issue of 
shares or securities of 
the
Corporation, 
or 
other shares or securities, 
or goods
otherwise; or
but a dividend 
Is only taxable under this
provision In respect of the 
In.ome year In which It Isactual ly paid by the Corporation.
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Tax 

guarantees 


Sorvice 

charges 


Customs 


relief 

Cap 66 


(3) Dividonds paid by 
the Corporation are
taxable income under the not

Income Tax Act 
for any purpose
.except for the application of 
section 25.
 

(4) An amount withhold under this
Corporation from any section' 5y the
dividend paymetn to 
a shareholder
Is, In respect 
of the amount 
so withhold,discharge of a full
 any obligation 
Incurred by 
the Corporation
to the shareholder 
and relating 
to tho dividend.
 
19. When 
In the opinion of 
the Minister 
It Is in
the public interest to 
do so, the Minister may by
agreement give such 
assurance or 
guarantee on 
behalf of
the Government regarding 
the future taxing of 
the
Corporation 
as the Corporation requires.
 
20. Noth'ng 
in this Part exempts 
the Corporation
from the payment of any charge by 
the Government or any
agency 
of thp %jovernment in the 
nature of 
a service


charge or utllliy charge.
 

(2) A service 
or utility charge 
Includes
charge a
or foe levied 
or imposed 
in respect of 
any cor­p'orato documents, registrations 
or 
licences required 
in

Barbados.
 

21. The Minister may 
by order exempt 
the Corporation
from nil or 
so much of 
any duty payable under the
Customs Act 
or of any 
other customs Impost 
or surcharge,
 

(a) In respect of 
any goods imported by 
the
Corporation for 
Its business, 
as the
Minister thinks 
reasonable, 
If the
Corporation satisfies the Minister that
 
the goods concerned
 

(I) are not being made or 
manufactured 
In
 
Barbados,
 

(l) are essential 
as equipment or 
fixtures

for carrying 
on Its business within 
or
from without Barbados, and
 

(Iii) are 
not merely goods 
that will 
be used
 
up or expended 
In the ordinary 
course
 
of Its business.
 

(b) In resp(ct cf any 
building materials, 
building

machinore 
tnd oquipmont Improod by 
the
Corporati'on 
to provide 
the Corporation with the
office spaco 
If requires 
for .its business within
the Carlbbonn and ofsowhor(,

satisfies ;f the Corporation
the Minister 
that 
tlio mtorials,
machinery or 
oqulpmont 
are oss 
ntlal 
to the
construction of 
 tho building and not
are 

obtainable within Barbados.
 

14((it'
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(1) When the Minister 
is satisfied that the
 
Corporation needs 
to use the services of 
specially
qualified 
individuals 
in order to 
do Its business effec­tively from within Barbados 
and that
 

(a) It 
Is unable 
to acquire those 
services
 
In Barbados, 
and
 

(b) It 
!s unable to 
retain or 
hire those

services 
from outside Barbados without
special benefits being made 
available,
 

the Minister may 
authorlse 
a special 
benefit provisio,
for the employment of 
those specially qyallfled

Individuals.
 

(2) A special 
benefit provision
a prescribed percentage of 
Is one by which
 

an employee's 
or contractor's
salary 
or foes 
from the Corporation
 

(a) Is exempt 
from Income or 
other tax 
In
 
Bbrbados, and
 

(b) Is payable
 

(I) 
 In a foreign currency Into 
a trust
account without being 
liable 
to
Income 
or other 
tax 
In Barbados as
to the amount paid or 
any earnings
 
thereon, or
 

In some
(11) other proscribed In
manner 

another currency or 
otherwise
 
without being 
liable 
to be taxed
 
thereon 
In Barbados,
 

notwithstanding 
any provision of 
the Income Tnx Act 
or
the Exchange Control Act.
 

23. 
(I) The dividends, royalties,
securities, Interest, foreign
funds, gains 
and assets generated 
or managed
by the Corporation 
In the course
exempt of Its business
from the provisions of are
the Exchanqo Control 
Act;
but In respect of 
any funds hold by
Barbados the Corpoi 'Ion
dollar accounts Ii.

the Corporation must
with any reasonable rogulation comply
 

s placed thereon by 
the
Central 
Dank of 
Barbados.
 

(2) Section II (2) of

Control Part IV of the Exchange
Act does 
not apply 
to the Corporation 
nor to
company incorporated by 

any

the Corpcratlon.
 

~f 
.7.'1 
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4. (I) The Stamp Duty Act applies In respect of 

OF 13 
the Corporation the
 as though
 

(a) after paragraph (b) of the exemptions 
under
the heading "BILL OF 
EXCHANGE,, In the First
Schedule to 
that Act, there 
were the words
"Bills drawn by 
or payable to 
the Caribbean
Financial 
Services Corporation",
 

(b) after the words 
and figure "NOTARIAL ACT of
kind... ary
$5.00", 
In the First Schedule, there
 wore the words 
and figures:
 

"Documents of 
the Caribbean Financial
 
Corporation
 

every agreement, assignment, bill
exchange, bond, 
of
 

covenant, 
debenture of 
deed
made or 
executed 
In Barbados

of carrying on 

in the course

the business of 
the Caribbean
Financial 
Services Corporation
 

$I0.00".
 
25. Except 
to the extent that they
with or are Inconsistent
repugnant 
to this Port 
or to regulations made
under section 30, 
the laws 01
income Barbados relating
tax and applicable to 

to
 
companies carrying
ness In Barbados on busi­apply, with 
such necessary modifica­tions 
as 
the circumstances 
require,
in respect to the Corporation
of the 
levying, calculating and collecting of
tax 
under this Part, 
the assessment


the amount and determination of
of the tax, and 
In respect of 
appeals

thorefrom,
 

26. For the purposes of 
this Part,
the Corporation any tax paid by
In a foreign Jurisdiction with which 
a
tax convention for the 
relief 
of double
effect taxation
Is a foreign Is In
tax
tax credits In the computation of
for the purposes of allowable

the Income Tax Act.
27. In respect 
of the first ton Income yeas , within
 

the moaning of 
the Income Tex Act,
carries that the Corporation
on 
business wilhin Barbados, 
the Corporation
exempt Is
from tax of 
any kind under that Act 
on the Income
and profits accruing 
to the Corporation.
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Regulations 


PART III
 

CONSEQUENTIAL AND RELATED HATTERS
 

28. (1) The Rates of Interest Act does 
not apply in
 
respect of any borrowings made outside 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 In
 
Barbados, the Corporation shall 
be demmed to be an
 
exempted person 
uner the Rates of Interest Act.
 

(3) 'Whon a loan 
Is made 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 Corporation must comply with 
any general policy

regulations made by the Minister of Finance or 
the
 
Central Bank of Barbados In relation 
to loans of the
 
like nature.
 

29. The following Acts 
do not apply in respect of
 
the Corporation or Its business, namely:
 

(a) the Banking Act;
 

(b) the Companies Act, being chapter 308 of
 
the Laws of Barbadis, 1970;
 

(c) the International Business Corporations
 
(Exemption from Income Tax) Act.
 

PART IV
 

ADMINISTRATION
 

30. The 0iinister may make regulations 

(a) providing for tax 
returns to be submitted
 
by the Corporation and governing the
 
Information to be furnished for the
 
purposes of computing and collocting any
 
tax Imposed pursuunt to this Part;
 

(b) proscribing for 
any matters required to
 
be proscribed for the purpsoos of this
 
Part; and
 

(C) generally to 
give effect to the provisions
 
of this Part.
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Coming Into 
 31. This Act 
comes 
Into operation on 
proclamation.

operat ion
 

SCHEDULE 
I
 

ARTICLES OF 
INCORPORATION
 

(Section 3)
 
1. Name of 
the Company:
 

THE CARIBBEAN FINAN'CIAL SERVICES CORPORATION 
2. 
 The place whore the registered office 
Is to be situated 
Is: 

(ADDRESS?)
 

The classos
3. and any maximum number of 
shares that the Corporation Is@
authorisod to 
Issue:
 

THE COMPANY' IS AUTHORISED TO 
ISSUE AN UNLIMITED NUMBER OF
COMMON SHARES WITHOUT PAR VALUE. 
4. Restrictions 
If any on 
share transfers:
 

NOT APPLICABLE
 

5. Numbor of DIrr. ur.: 

THE MINIMUM NUMBER OF 
DIRECTORS 
IS SEVEN.
 
6. Rostrictions 
If any on business 
the Corporation 
may carry on:
 

THE COMPANY 
SHALL NOT CARRY 
ON A DOMESTIC BANKING
BUSINESS 
IN BARBADOS, 
WITHIN THE MEANING OF 
THE
CARIBBEAN FINANCIAL SERVICES ACT, 1983. 

7. Other provisions 
If any:
 

THE COMPANY SiALL 
COMPLY WITH 
THE REQUIREMENTS OF PART
OF THE CARIBBEAN IFINANCIAL SERVICES ACT, 1983. 
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8. Incorporators: 

Names 
Addresses 

Sidney Knox Neal and Massy Group of Companies, 
Port-of-Spain, Trinidad. 

John Stanley Goddard Goddard Enterprises Ltd.,
C.F. Harrison's Building
Broad Street, Bridgetown, 
Barbados. 

Patterson Thompson Caribbean Association of 

and Commerce 
Barclays Bank Building 
WIldey Plaza, St. Michael 
Barbados. 

Industry 

William Kolsick' S.L. Horsford & Co. Ltd. 
Basseterre, St. Kitts 
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TECHNICAL ASSISTANCE COST ANALYSIS
 

1. 	Project Coordinator
 

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. 	S'stems Development
 

Cost estimates assume a contract with a fir- 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 0 $100/day 9,000
 
(100 x 3 x 30)
 

Miscellaneous 	 5)400
 

$60,000
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4. Market Development
 

Assumes 6 person-months of consultant assistance: 3 1984 3in and in 
1985 and 3 in 1987.
 

- Salary and Overhead @ 600/day 
 79,200
 
(600 x 6 x 22)
 

- International Travel P 1,000/trip 
 12,000
 
(12 x 1,000)
 

- Regional Travel (3 t250/trip 3 750
 
(12 x 250)
 

- Per diem @ 100/day 18,000
 
(160 x 100)
 

- Miscellaneous and Contingency s 7,050
 

120.000
 

5. Evaluation
 

Project eviluation assumes a total 
of six person-months of consultant
assistance With interim evaluations scheduled for March oF 1985 and 1986
with a final evaluation in 1987. 

- Salary and Overhead 0d 6 00/day $79,200 
(690 x Q x 22) 

- International travel @ 1,000 6,000 
(6 x 1,000) 

- Per Diem (,' 100/days 18,000 
(100 x 6 x 30) 

- Miscel laneous and Contingency 4 800 

$108,000
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FINANCIAL PLAN 

U.S.$000 

CATEGORY 

Proj. Coordr. 

E.ce. Search 

Systems Dev. 

Market Dev. 

Evaluation 

1983 

40 

25 

60 

-

-

1984 

-

.-

-

60 

-

1985 

-

-

60 

36 

1986 

-

-

36 

1987 

-

36 

TOTAL 

40 

25 

60 

120 

108 

SUBTOTAL 

INFLATION 
(90%) 

125 

-

60 

5 

96 

18 

36 

10 

36 

14 

353 

47 

TOTAL 125 65 114 46 50 400 
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CENTRAL BANK OF BARBADOS 

COURINEY N BLACKMAN, P 0. BOX 1Ol 
IkID[[OWN, bAksA()():.Governr 

March 25, ].983 

1I
o. . .
 

Mr. P.A. Thompson. I i *'..*- 2 ' 
Executive Director ,1! 

'. ;'Caribbean Association of 
............. .........
Industry and Commerce 


Wildey Plaza
 
St. Michael .. "
 

Dear Mr. Thompson, 

Thanks for your letter dated rebruary 28, 1983 in regard Lk, 

the establishment of a private sector development bank. Sti Icd 

below is Central Bank's position, in pr.incipl:, in regard to 

the queries raised under Foreign Exchange and Lending wit hi n 

Barbados.
 

1. Capital 

Capital subscription can b,&. pcrinJittcd in Ilara 
dollars for Barbadian residents, in regional dol],,r 
for other Caricom residents and in hard funds for 

extra-regional participants. Barbados and reyiluniL 
currencies may be converted to U.S. dollars for 
normal operational purposes.
 

2. Convert ibilty 

As we understand the proposition, it relates to loais 
that will be made by the proposed bank to Barbadian 

interests. The Central Bank's position is as fi Iow'. 

A Barbadian borrower, with exchange control perinHson, 
larcan receive a U.S. dollar loan and hold a U.S. (]] 

account to support payments of principal and Pf t(:l. 
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Mr. P.A. Thompson 
Caribbean Association ot 

of Industry and Commerce 

Where, however, it can 	be demonstrated that a loanin U.S. dollars to a Barbadian resident V.'oulU createsuch extreme exchange risk exposure 
as might preju-­dice the success of the venture, the Central Bank 
would be prepared:
 

i) 	to purchase U.S. dollars from the CAIC bank

in exchange for Barbados dollars, and
 

ii) to enter a fotward contract with the CAICbank for the 
future sale of U.S. dollars.

The CAIC bank would be required to secure 
the
forward contract by effecting an annual prumium 
payment (insurance) to guarantee the 
rate of
 
conversion.
 

3. 
Exemption from Exchange Control Requlations 

The 	Central Bank is 
not 	preparbd to 
give blanketexemption to the CAIC bank. However, the CAIC bankwould be allowed to hold a U.S. dollar account aiidtQ report transactions at periods 
to be agreed.
The staff of the CAIC bank would be subject to the
provisions of the Exchange Control Act, Cap. 7].
 

Lendin 
 within Barbados
 

The 	Central Bank would not require the proposed litiJl:to maintain reserves with the Central Bank provided
that, apart 
from capital subscription, no deposits
are 	 taken from the public. Furthermore, although Lhoproposed bank %ould not be restricted by the Centr, .Bank's directive- on average lending rates, it wouldhave to observe the provisions of the lRatu of Iintuic:tAct, or successor regulations, in regard to loarns :ramd 
in Barbados.
 

Sincerely,
 

. . ,l ~ ;*1. .. .. ... 
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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)".
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BY-LAW NO I
 

A BY-LAW RELATING GENERALLY 
 TO THE AFFAIRS AND BUSINESS OF
 

* 
 THE CARIBBEAN FINANCIAL SERVICES CORPORATION 

ARTICLE 01
 

INTERPRETATION
 

01.00 Definitions.
 

In these and other by-laws of the Corporations unless the context 
otherwise requires: 

(a) "Act" means the Caribbean Financial Services Act, 1983 
as
from time to time amended, and Act isany that substituted 
therefor;
 

(b) "articles " means the articles set out in Schedule I of the
Act, and subsequent articles of amalgamation, if asany, from
time to time amended or restated;
 

(c) "Board" m ans all of the directors of the Corporation; 

(e) "by-laws" thism-ans by-law and all other by-laws of theCorporation from time to time in force and effect; 

(f) "Capanies Act" means the Companies Act, 1982, as from time
to time amended, and any Act substitutel therefor; 

(g) "Corporation" means the company that has adopted these 
by-laws and to which these by-laws apply;
 

(h) "holding company" means a body corporate referred to Insection 442 of the Companies Act;
 

(I) "individual" means a natural person; 

(j) '"eeting of shareholders" includes an annual meeting of 
shareholders and a special meeting of shareholders;
 

(k) "non-business day" means Saturday and any other day that ii apublic holiday as defined In section 39(9) of the 
Interpretation Act as from time to time amenled;(1) recordcW.d address' means in the case of a shareholder hisaddress as recorded in the register of shareholderS; andthe case of joint shareholders the address 

in 
appearing in theregister of shareholders in respect of orsuch joint holdingthe first address so appearing if there are more than one;and in the case of a director, officer, auditor 
or member of
a comnittee of the Board, his latest address as recorded in 

* ­ the records of the Corporation;
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(m) 	 "section" unless otherwise indicated means a section of these 
by-laws; 

(n) "signing officer" means, in relation to any instrument, any 
person authorised to sign it on behalf of the Corporation by 
or pursuant to section 1.02.03; and
 

(o) "special meeting of shareholders" includes a .meeting of the 
holders of any classes of shares and a sp_,-ial meeting of all 
shareholders entitled to 'ote at an annual meeting of 
shareholders;
 

(p) "unanimous shareholder agreement" means a written agreement 
among all the shareholders of the Corporation, or among all 
the 	shareholders and any person 0ho is not a shareholder, or
 
a written declaration of the beneficial owner of all of the 
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.
 

31.01 	 Interpretation.
 

Umless the context otherwise requires, words and expressions 
defind in the Act or in the Companies Act have the same meanings 
when 	used in these bylaws; and in particular,
 

(a) words importing the singular number include the plural and 
vice versa; 

(b) words importing grnler include the masculin?, feminine and 
neuter genders; and 

(c) 	 words importing a person include an individual, partnership, 
association and body corporate and a trustee, executor, 
administrator and other personal representative of any 
person. 

ARTICLE 02
 

AFFAIRS OF THE CORPORATION
 

12.00 	 Registered Office.
 
Tha registercd office of the Corporation shall be at such location
 

within Barbados as the Board may from time to time determine. 

02.01 	 Corporate Seal.
 

Until changed by the Board, the corporate
 
seal of the Corporation shall be in the
 
form impressx0 hercon.
 

1911lfl -- FOP Mlqirf Q Mi rt nnre r~i 
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L12 	Financial Year.
 

The financial year of the Corporation shall be-established by the
 
Board from time to time.
 

03 
 Execution of Instruments.
 

6(l) Deds, transfers, assignments, contracts, obligations, certi­
ficates and other instrunents may be signed on behalf of the 
Corpor....... I- -,- p rson holding the office of Chairman of 
the Board, Mtnaging Director, President, Vice-President, Sec­
retary, Treasurer, Assistant Secretary or Assistant Treasurer 
or any other office created by by-law or by resolution of the 
Board. 

(2) In aJdition, the Board may from time to time direct the 
nannr in 
particular 

Wiich, ardJ 
instrument 

the 
or 

person 
class 

or 
of 

persons by 
instruments 

whom, 
is to 

any 
be 

signeor. 

(3) Any signing offi'cer may affix the corpororate seal to any
 
instrumeont requiri.g th, seal.
 

2.04 Banking Arranc;em.nt.
 

(I) The binking nec']s of the Corporation including, without 
limitirj thv2 g:nrality ot the phrase "banking needs", the 
borro'wir 
 of rrj.'y anJ th2 giving of security therefor, shall 
b2 tran.;wtd with such banks, trust copanies or other 
boJies c'orratie or organis-itions as JOY from time to time be 
d?si.n..La by or unk]r Lhe authority of the Board. 

(2) The banking nc<]s of the Corporation or any part of those 
neds sheli b- trar]ctcd unJr such agreements, instruments 
and dc1,ations of po^ rs as the Board .may from time to time 
preser i1W 

2.05 Votinq Riqhts in Othor BIklies Corporate. 

(1) The signing officers of the Corporation may execute and 
deliver proxies LinJ arrange for the issuance of voting
certificates or oth-r evidence of the right to exercise the
voting rig,,ht, i at-tacing to any shares held by the 
Corporation, hereitter referred to as "voting instruments".
 

(2) 	Votinj instruments sh;ill be in favour of such persons as may
bV dct.-Anrmin<:,e by the officers executing or arranging for the 
voting instru:nent; or any voting rights atttached to shares 
hold by the. Corporation. 

(3) 	In a-)dition, WBard from timeD tothe m-y time direct the 
nnnr n 4ich cL the f-ersons by whon any particular voting
rights or classc'; of votirnj rights are to be exercised. 

• JUNE 1983 -- FOR DISCUSSION PUR[W3S:S rvl[y_­
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J6 Drv.sions 

(1) 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 upon such basis,
including, without limiting the generality of the foregoing,

types of business or operations, geographical territories,

product lines or goods or services, as the Board considers 
appropriate.
 

(2) From time to tim the Board,'or, if authorised by the Board,
the chief executive officer, may authorise, upon such basis
 
as may be considered appropriate in each case,
 

(a) the further division of the business and operations of 
any division into sub-units anm] the consolidation of thebusiness 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 and operations of any

division or sub-unit unJer a name other than tne r ame ofthe Corporation; but tn2 Corporation must ser out its
 
name in legible characters in all contracts, invoices,

negotiable instrLrrents and orJers for goods or* s-rvices 
issued or made by or on bihalf of the Corporation; and
 

(c) the appointon t of officers 
 for any division or

sub-unit, thD dtermination of their powers and duties,
amd the removal of any officer so appointed without 
affecting the officer's rights under any c-rploynent
contract or in law; 
bit the officers appointc-3 for any

division or sub-unit must not, as such, be 
officers of
 
the Corporation.
 

ARTICLE 03
 

BORROWING AND SECURITIES 

I.00 Borrowing Power
 

(1) Without limiting the borrowing powers of the Corporation as 
set out in the Ccxrpanies Act, but subject to the articles and 
any Unanimrous shareholder agree:nm-nt, the Board may from time 
to time on b2half of the Corporation, without authorisation 
of the shareholders, 

(a) borrow monrtey upon the credit of the Corporation; 

(b) issue, re-isu, sell or pled]ge bonJs, debentures, notes 
or other evidences of indebtedness or guarantees. of the
Corporation, whether secured or unsecured; 

(C) 	 to the extent p:'rmitted by the Conpxnies Act, give aguarantee on bonalf of tle: 	 Corporation to secure 
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performance 
of any present 
 or future indebtedness,
liability or obligation of any person; and
 
(d) mortgage, pledge or otherwise create a security interest
in all or any currently ovrnd 
or subsequently acquired
real or personal, movable or 
inmovable, property of the
Corporation 
 including book 
 debts,
franchises and rights, powers,
undertakings, 
to secure
debentures, notes or 

any such bonds,other evidences of indebtednessguarantees oror any other present or future indebtedness,liability or: 
 obligation of the Corporation.
 
2) Nothing in this sc-ction limits or 
restricts the borrowing of money
by the Corporation on bills of exchange or promissory notes made,dra'wn, acceptedJ or endors&c-_ by or 
on behalf of the Corporation.
 

'1 ocl ation
 

The B:eard :nwy frcyrn tim? -to
co.Tm ittee 
time, by resolution, delegateof the Bard, a director to a 

or anCorporjLtion or officer of theany othur Ferson :sall may be designated by theor any BoardcL tU, conferred 
or by the CL:, , ic Vt 

on the Board by section 1.03.00to such extent and inBoard may by such mnner as theroaol ution deterin2 at the time of such delegation. 
,!2 Prolibi ?_ r. .,i P;.istan:,
 

Exctrp , ,'rmit-t>J VfUcr 
 section 1.03.03not, ki't :y th? Corporation shallir
2riirectly, give financial assistance by means ofa lo-,n, guarantL,? or otherwise: 

(a) to a sharehold.er or director 
of the Corporation
affiliated] c~.i or of any
ny
'
 

(b) to an associotaL of a shareholder or director 
of the Cor­poration or anof affiliatc-J company, or 
(C) to any R-rf;on for thu purpose

purch'h;, of a 
of or in connection with ashar,: issu,] or beto issued by the Cor­pration or n affiliated conpny,
 

if there are r[a;oaimbie grounds 
 for believing that 
(d) th2_ Courrxrmtion i.,, or after giving the financial assistancewould L,, uitrible to itspay liabilities as they become due, 

or 

(e) tho reali!-mL-ble 
vlu- of th, Corporation's assets, excludingthe iaojunt ot 
,jny financi,-l. ,s-;itanc,: in th.? form of
or of a loanin to ,,form as;.;t
aagvi rj 

o)ldc t,.Ior ,,nctTr.,r_3 to.sccure ath, finainciail isstanc-2, would
less than be
th:, al- ,t of 
th, Corporation'!; 
liabilities

S Lat,.d ( itd1 i11 cla,:;,s. 

and 
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Iprmitted Financial Assistance
 

T-ne 	 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 money is part of the ordinary business of the 
Corporation;
 

(b) 	 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;
 

(:1) to a subsidiary body corporate of 
 the 	Corporation; and 

(e) to employees of the Corporation.or any of its affiliates,
 

(i) to enable or assisL them to purchase or erect living
accoanodation,for their o,.n occupation, or
 

(ii) in accordance with a plan for the purcnase of shares of
 
the Corporation or any of its affiliates to be held by a
 
trustee.
 

ARTICLE 04
 

DIRECTORS 

Number of Directors
 

(1) 	The, NWard sh3ll consist of the number of directors provided 
for in the articles. 

(2) 	 Wnete the articles do not provid2 for a fixed number of 
director:, tho Board shall consist of not fewer than the 
miniv,.n nx-im-r andinot more th3n tho mximu-n number provid-d
for in tho articles;; and th2 actual number of directors from 
tir2 to timn: shll be established by resolution of the 
shareholders of the Corporation. 

Cual ific',t ions, 

(1) 	The 
 fol lowirrg pe-rsons may not 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 lis been four, by a court to be a 
person of uns;ouril mind. 

P23 LYID nvrfIwCr'Vr-' 
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(1) A director need not be 	 a shareholder of the Corporition.
 

'2Term-of-f
Offide
 

(1) Each director named 
notice 	

in the notice of registered office andof directors filed with the Registrar5(1) of the Act 	 under sectionholds office from the co.mmencament of the Actuntil the first mocting of shareholders. 
(2) Elections of directors shall take place at theof shareholdors 	 first meetingand at each succeeding annual meeting. 
(3) All directors ;n office immdiately before tie meetingwhich elections 	 atare to 	 take place retire at the 	closemeeting.	 of the 

(4) 	A 
retiring .director is eligible for re-election.
 

(5) The number of directors to be elected at any meetingelections 	 at whichare to take place is the number of directorsoffice immediately' before 	 inthe meeting, or as 	 such other numberthe shareholders determine by ordinary resolution.
 

(6) Elections shall be by ordinary resolution.
 

(7) Where the shareholders adopt an amencinent
increase 	 to the articles tothe number or the minimum nuznber ofshareholders 	 directors, themay, at the meteting at which theadopted, elect the 	 amendment isadditional number of directors authorised
by the amandment. 

(8) If 	directors are 
not elected at 
a meting of shareholders at
which elections to take place,
continue in office 

are 
until 

the incumbent directors 
their successors are elected. 

4.03 Vacancy
 

(1) A director ceases to 
-eld office;
 

(a) when he dies; 
(b) when he :esigns, but his resignation is effective onlyat the time his wrlttten resignation

Corporation 	 is sent to theor at 	 the time specified In the writtenresignation, whichever is later;

(c) when he becomes a person referred to in section 1.04.01, 

or 

(d) when he Is removed by the shareholders. 
(2) The shatreholders 

ary 	
may remove a director fro.1 office by ordin­ronolution pass-d at a spacial meeting duly calledthat purpose;	 for 
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(3) 	 If the holders of any class or series of shares of the 
Corporation are entitled to elect. one 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 m_eting of the shareholders at which the director is 
removed or, if not so filled, may be filled by the Board. 

04.04 Board to Manaqe
 

Subject to any unanimous shareholder agreement, the Board shall 
manage the business 3n] affairs of the Corporation. 

04.05 Board to act by Resolution 

The powers of the Board shall be exercised
 

(a) 	by resolution pa'ssed at a meeting at wbich a quorum is
 
present, subject to section 1.04.07; or
 

(b) by resolution in writing, signed by all of the directors
 
entitled to vote on the resolution at a meeting of the Board.
 

04.06 Quorun
 

(1) 	Tnree directors, or such greater number of directors as the 
Board miy from time to time determine, constitute a quorurn of 
the Board. 

(2) 	Where there is a vacancy on the Board th2 re.ajining directors 
may continue to act, if a quorum of directors remains in 
office.
 

04.07 Meeting by Telephone 

A director my participite in a meeting of the Board or of a 
con i t tee of tnc. Hoa rd by means of telephone or other 
connunication:; node ti-nt Eermits all persons participating in tha 
rreting to h-,,ar each other, an] a director participating in such a 
meeting by such means is dcNZmed to be present at the meeting. 

(4.03 Place of MKetincis
 

Meetings of the Board may be held at any place in or outside 
Barrbados. 

.04.09 Calling of ket _ 

Meetingsq of the! Bo-rd shall be hold from time tu timf: at such time 

am] 	plce as the Board, the Croirmn of the Board, the mnaging 
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Director, the President or any two directors may determine.
 

4.10 Notice of Moetings
 

(1) Notice of the time and place of each neting of the Board 
shall be given in th2 manner provided in Article 10 to each 
director not less than 48 hours before the time when the 
meeting is to b 'ield. 

(2) A notice of a Deting of directors need not specify the 
purpose of or the business" to b2 transacted at the meeting 
unless the Co-n-panies Act requires such purpose or business to 
be specificd inclu3ing, if required by the Campanies Act, any 
proposal , 

(a) 	to submit to the shareholders any question or matter 
requirirnj approval of thos .shareholders; 

(b) to fill. a vacancy a-nong the directors or in the office 
of auditor;, 

(c) 	 to issue sTh.-es or to issue bonds, debentures or other 
in'trrient evidencing a debt of the Corporation; 

(d) 	 to zkcl~ire dividaends; 

(e) 	to purcr se, cr'jeem or otherwise acquire shares issued 
by the Corp..ration; 

(f) 	to ruby a co-iission for the sale of shares; 

(g) 	 to approve a mancsgem,,nt proxy circular; 

(h) 	 to approv, a take-over bid circular or directors' 
circular;
 

(i) 	 to approvo any annual financial statements; cr 

(j) 	 to aJopt, .uerJ or repeal by-laws. 

.04.11 Waiver of :(tici 

A director rMy in any inn'er waive a notice of a meeting of the 
Board, o,)] !' ,itter-rLince of a director at a meting is a waiver 
of Nt-,t c (, th_, ,,,tlng, except wh4 ere a director attenjs a 
meetin ,] for t'j, ,,xpr;,,r; puro:;e of objL_'tin3 to the transaction of 
any 	 buwin -,-1 on thi, grouW , that the n-oeting is not lawfully 
cal le . 

s04.12 eirst ' of N'w E11oard1, otin-; 

If a querwi of diro,ctor:; i5 prfescnt, each rnewly elocted Board nty, 
without ipwtlco, lW)Id it first in x2t i w, imnr]diately after 
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meeting of shareholders at which the Board 
is elected.
 

34.13 Adjourned Meeting 

Notice of an adjourned meeting of the Board is not 
required if the
time and place of the adjourned maeting is announced at the 
original meeting.
 

14.14 Regular Meetinqs
 

(1) The Board may appoint a d.,ys anyday or in imonth or months
for regular meetings of the Board at a place and time to be 
named.
 

(2) A copy of any resolution of the Biard fixing the place andtime of the regular meetings shall be sent to each director 
forthwith after being Passed.
 

(3) No other notice is required for any regular meting unlessthe Companies Act requires 
 the purpose thereof the
or 

business 
to be tr6nsacted thereat to 
be specified.
 

04.15 Chairman
 

(1) The chairman of any meeting of the Board is 
the first
mentioned of such of 
thz following officers as have been
 
appointed if he is a director and present at 
the meeting:
 

(a) the Chairman of the Board,
 

(b) the President, or 

(c) a Vice-President.
 

(2) If no officer mntionero in subsection (1) is present, thedirectors present shall appoint one of their number to be 
chairman.
 

14.16 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 theof meeting 

is entitled to a secorW] or casting vote. 

14.17 Conflict of Interest
 

A director ,fo is a pxirty to or 4ho is a director or officeror has a material interest in, any person who 
of, 

is a party to a
material contract with the Corporation shall disclose in writingthe nature anJ extent of his interest at the time and in themanner provid-W by the Canpanies Act; ad a director sointerested s;ial not vote On any resolution to approve the 
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contract except as provided by the Companies Act. 
4.18 Remuneration and Expenses
 

(1) Subject to any unanimous shareholder agreement,shall be paid the directosuch remuneration 
for their services
Board may from time as t­to time determine. 
(2) The directors 
 are entitled 
also to
travelling be reimbursed foar> other expensesattendirxi meeting properly incurred by themof the Board or iany cornittee thereof. 
(3) Nothing contained in this provision precludesfrom serving any directoithe Corporation in any other capacity and rq.ceiving rcmuneration therefor.
 

Conmittet 
 of the koa-ird 
The Board mny ap.point cne or more coqrnit~eesdesignat-j, of the Board,i2l. howeverl....;at to any co.-mitteeBoard cxcept those any of the powers ofthat pertain theto items that,Act, a under thecomnitt.U Companiesof the2 Board has no authority to exercise. 

1.20 Business of Co~rnittc > 
(1) . Subj~ct to section 1.04.10, the powersBoard of a co.nitteeshall of thexi exercised by resolution passesdwhich a quorum is at a meeting atpresent or by resolutionby all aemn>Lxrs in writing signedof the co-niittee who would have beento vote on entitledthat resolution at a meeting of the coamittee.
(2) Meetings of conmittees of the Board may be held at any place 

in or 
outside Barbados.
 

14.21 Adv isor Bc iJes 

The" Board miy from time to time appoint such advisory bodies as,my dec-n itiJvi sable. 

A.22 Procedure of Coxm-ittee 

(1) Unlies otherwise determined 
advisory bLody mry fix 

by the Board, e-ich coanittee andits quor.-n at not lessof its narTnbrs and may 
than a majority

elect its chairman. 
(2) The co:niittee's procedure

rules in other respects shallof procedure that followwould govern the proceedins 
the 

-of theBoard.
 

ARTICLE 05 

OFFICERS
 
.80 ~2ppoinbnont 

1
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(1) 	 Subject to any unanimous shareholder agreement, the Board may 

from 	 time to time appoint a President, one or more 
(to which title may be added words indicatingVice-Presidents 

seniority or function), a Secretary, a Treasurer and such 
or
other officers as th- Board may determine, including one, 


more assistants 	to any of the officers so appointed.
 

(2) The Board may specify the duties of the officers and, in 
with this by-law and subject to the Companies Act,accordance 

business anddelegate to such officers powers to manage the 

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 one person may hold more than 

one office.
 

35.01 Chairman 	of the Board
 

(1) 	The Board may from ti.m to time appoint a director to be 

Chairman of the 	Board.
 

(2) 	If a Chairman of the Board is appointed, he is the chief 

executive officer of the Corporation and the Board my assign
 

to him such powers and duties as the Board specifies.
 

05.02 Managinj 	Dirpctor
 

(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 ias 1>_n appointed, the Managing Director also has 

the powers and dutics of that office. 

.05.03 President
 

(1) 	Th2 President is the ch~ef operating officer, and, subject to 

the authority of the 3oard, has general supervision of the 

business of tie Corporation and such other powers and duties
 

as the Board specifies.
 

(2) 	During the absence or disability of the Chairman of the
 

Board, or if no Qviairm.in h-as been appointed, the President 

also has the powers and duties of that office, unless the 

President is not a director. 

05.04 Vice-President 

A Vice President has such powers and duties as the Board or the 

Chairnvn of the Board specifies. 

.05.05 Secretary 

JUNC 1933 -- FOR DISCUSSION PURPOSES Cx,!.Y-­
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(1) The Secretary shall attend and be the Secretary of allmeetings of the Board, shareholders and' conmitteesBoard and shall enter of the 
or cause to be entered in records keptfor that purpose minutes of all proceedings thereat.
 

(2) The Secretary shall give or cause to be given, as and wheninstructeJ, all 
notices to shareholders, directors, officers,
auditors and members of cot-nittees of the Board. 

(3) The Secretary is the custodian of the stamp or mechanicaldevice generally usW_ for affixing the corporate seal of theCorporation and_ of all books, poprs, records, documents andinstruments belon-jinq to the Corporation 

(4) The Secrctary shall certify any doctunents of the Corporation,except ein som-., other officqr or agent hs been appointed
for any such purpose.
 

(5) The ;:cretary h-A such other powers and duties as the Boardor tW Ciairman of the Board specifies. 

.05.06 Treasurer
 

(1) The Treasurer 
shall keep proper accounting records in comp­liance with 
the cxiponies Act and is responsible for the
deposit of money, 
the safekeeping 
of securities 
and the
disbOrs-ncnt of the funds of the Corporation.
 

(2) The Treasurer shall 
render 
to the Board whenever required
account of an

all his transactions 
as Treasurer ard of thefinancial position of the Corporation. 

(3) The Treasurer has such other powers and duties as the Boardot the Chairman of the Board specifies. 

05.07 
 Other Officers
 

() ~Th,powers and duties of all other officers are such as thetrira of th,ir cngagement call for asor the Board or theChairman of the hoard specifies. 

(2) Any of Uth. powers arvi duties of an officer to whom anassistant hs bWen appointed ny be exercised and performedby his assistant, unless th2 Board or the Chairman of theBoard otherwi.se directs. 

-05.08 Variation of Powers ar)J Duties 

The lBard avy from time to
the Cu;,unic:; Act, vary, 

time and subject to the provisions ofadd to or limit the powers and duties of 
any officer. 

"05.09 Term of Office 

http:otherwi.se
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(1) The Board, in its discretion, may remove any officer of th.
 
Corporation.
 

(2) Each officer appointed by the board holds 
office 	until his
 successor is appointed, or 
until his earlier resignation.
 

05.10 	 Conflict of Interest
 

An officer shall, in accordance with the Conpanies 
Act, disclose
his interest in any material contract 
or proposed material
 
contract with the Corporation.
 

05.11 	 Agents and Attorney
 

Th-! Corporation, by 
or inder the authority of the Board, shall
have pwer frcoi tinm, to tim2 to appoint agents or attorneys for
the Corporatio in or 
outside 	Barbados with such poe,2rs (including
th- power to sub-delegate) of 
managemenc, administration or 
otherwise as may be thought fit. 

ARTICLE 06
 

PROTECTION OF DIRECTORS AND OFFICERS 

06.00 	 Duty of Manaqement
 

In disch3rginj his duties and 
 exercising his pzwers, it is 	theduty of every director anj officer of the 	 Corporation to acthonestly and in gooeJ faith with a view to the best interests ofthe Corporation -an 
to exercise the care, diligence and skill that
a reasonably pruJent person would 
 exercise in comnparable

circumstances.
 

06.01 	 1ndoi ty
 

Subj.ct 
to the 	Corp-nies Act, tle Corporation shall inde.nnify a
diit.ctor or 
officer, a former director or officer, 
or a person who
acts or 
 acted at tli; Corporation's reqcuest as a director orofficer of a bciy corporate of %,ich th, Corporation is or was a
shareholder or cr Jitor, anJ his birs and prsonal representa­tives, 	aginst all costs, 	 charges and expenses, incluiinq an
amount 	-iid.to ittle an action or 
satisfy 	a judgment, reasonably

incurred by him in res>_ct 
thereof. 

ARTICLE 07
 

SHARES
 

07.02 	 Allotment ofShares
 

Subject to the Companies Act, th2 articles and 
any unanimous
shcrehold.r agren nt, the Lbord noy from time to 	 time allot orgrant 	 options to purcha;e, any or all of the 	authoris-d and 
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uni,Ssued shares of the Corporation at such times 
and to such
persons and for such consideration as 
the Board determines, but no
snare my be issued until 
it is fully paid as provided by the
Companies Act.
 

j COMmissions
 

The Board 
ay from time to time authorise the Corporation to pay areasonable 
conission 
to any person in consideration
purchasing or agreeing to purchase 
of his 

shares of the Corporation,
whether from 
 tne Corporation 
or from any other person, or
procuring or 
agreing to procure.purchasers for any such shares.
 

2 istration of Transfer 

Subject to the Conpaiies 
Act, no transfer of a share shall beregisteral in th2 re jister of the Corporation except upon 

(a) presentation 
of the cortificae' representing th2 share with
an en'Jorsom-rnt that complies with the Compxnies Act madethereon or d.] iveredJ therewi th duly execute<d by anappropriite p[r'noh as providcd by t~he Comainies Act, togetherwith s;uch reasonable assurancv that the endorsenent is
genuin- an] effec-tive as the Board ,nay from tirn2 to time 
prescr i be, 

(b) paymnent of all applicable taxes and any reasonable fees 
prescriba- by th2 ioard, and 

(c) compliance with such restrictions on transfer as are author­
is-d by th, articles. 

7.03 Transfer Aient.; ar]:]Peistrars 

(1) The Board rivjy from tirrO to tirn appoint one or more agents tomaintain a c-entral wcjister and one or more branch securitiesrc; ist r!; in respct of each class of shares of the 

(2) An a'joiat my 1- dcsignu-YJ as transfer agent or registaraccording to hi; functions anJ one person my be d-signated
both reji.;ttir an, tran;fur agent. 

(3) Ih.-, Wxocird nviy at any tirR, terminate the appointment of an 
agri t.
 

.7.04 Non-p .(-,. 1it1
 of rut ,
 

SubjeCt tu 
 th0 ('tli),e1.i At, the Corporation miy treat thereLgist,,(. ]t],id r I any share as the, p rson exclu;ively entitledto vote, to rI\: I X)t ics; , to receiye any dividernd qr other[X1 Io '; I rLtIf in t )! th ,o u 1c *u ,.n Oth orw i :;o to exe rc ise a lltlm- t i ht. s andl (iwan owner of tte sh ore. 

1'JUN[ 19d 3 --I.'O1 Di ";IUN ItIPRl)U;E: OLY-­
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1.05 Share Certificates
 

(1) Every registered holder of one or more shares of theCorporation is entitled to a share certificate stating the

nu.Lber and class seriesof 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 in accordance with
section 1.02.03 and need rnt be under the corporate seal,
 
unless the Board otherwise dletermines.
 

(4) Share certificates representing sh3res of a class for which a
 
transfer agent or 
rejistrar has been appointed are not valid
unless countersignWd by or 
on behalf of the transfer agent or
 
registrar.
 

(5) The signature of 
one of the signing Officers or, in the case
 
of a certificate.for shares of 
a class for which a transfer
 
agent or registrL hs been appointed, the signature of the

transfer agent or registrar, ani 
 in the case of a share

certificate 
that does not require a *1 nual signature under
 
the Caranies 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
 
dee.T,_/ to b the signature of the officer and any share

certificate CXt:CUt( j a, prcVidc-d in this provision is valid

notwithstandn1 g thJt one or both of the officers whose
facsimile sijnitLurL, appears thereon 
no longer holds office at
the- date of iSSL 2 of the certificate. 

37.06 e1p]ac(-rent of Shar, L'ur_ tifi(-nt(-!; 

On such t,rm2 as to indciii ty, reimburs-ment of expenses andevidencw of los.an] of titl, , the Board my from time to timepre:;cr be,_., oW'ther nerally or in any particular case, thQ Board
 
or any officeL or ,; ,nL c::;ignated by the Board, in its or his

discretLion, miry, 
on piynnt of a reasonable fee, direct the issue

of a rww !:fjlr, cvirtLficate or other cYrtificate 
 in lieu of arn]
upon cr-,l1,l,,tion of a certificate that hMs 
been mutilated or in
suh.;ti t :on for a rtificat,.
c1- claimed to have been lost,

destroyJ.or w.rrrjffu l]y taken.
 

!1.07 Joint ha,-,~ru.
 

1) IL two or nnre p r '4vi are re i,;t,..,red S joint Iv)drs of anyshire, th , (onr ration is not oun] to is ;u O trore than one 
shre cvrtificat o in rct th,.zAcof, an-nk, livery of the 
c rtifli'ate to on , of thn:e, xfrson n " sufficient delivery to 
all of tL-In. 

JUNt 1903 
 --FR LIZ ,C:;:;ION JIiOSES Oy­
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(2) Any one of 
the persons who are 
registered 
as joint holder of
any share may 
 give effectual receipts
certificate for the shareissued in res,.ect of the share ordividend, bonus, return for anyof capital or other money payable orrights to acquire shares of the Corporation issuable inrespect of the share. 

(3) In any dispute as to which of the joint owners ofis entitlcJ to vote, any sharethe right to vote the share accrues tothe joint owner first named on 
the share certificate.
 

.08 
 Deceased Shareholder, 

In the event of the death of a holder, or ofholders, of one of the jointany share, the Corporation is not requiredentry to make anyin the register of shareholders in respect thereof ormake any dividend or other topayments in respect thereofproduction except uponof all such docanents as-'are requiredco-mpliance by law and uponwith the reasonable requirements of the Corporation andits transfer agents.
 

ARTICLE 08
 

DIVIDENDS AND RIGHTS
 

.30 Dividends
 

(1) Subject to tha Companies Act, the Board Toy from time todeclare divid-ncjs payable time 
to the shareholders accordingtheir respcctive torights and interests in the Corporation. 

(2) The declaration of a dividend in favourshares dol-s of any one class ofrot imply any right to any other class of sharesto receive the sa.f2 or any dividern. 

(3) DivideJs my 1e paid in money or property or by issuingfully piJ !niures of the Corporation. 

13.01 Rec,.erdDate? for Dividen.ls ar Riqhts 

(1) Tnhe Board avy fix in ydnce a date, preceding by not morethan 5.3 days; tfl2 ,1Lt2 for the payar: ent of any dividend ordate for th1 isr;u Of riqtS 
the 

to subscribe for or acquire
shares ,-f Corp:oration, 

(a) as rcord dAte for J,2 determination of the personsentitledJ to receive f-iynent of a dividn. or to exerciset0- r ight to .;L,,r i he for shares of th,.- Corporation, 

(b) as a record -it,, tor the dete:rmintiont'nttl of the E:rsons . to t'civ(yek y:r. t of i (ilvidorrJ or to excrcise
th- tic jht to ,.u :cri1 f(,r ,harkes. 

(2) Notice of any record datuj !,Ijll, in th, mlitr7 - : 'ck(d by 

'Fro I 1o 

http:Dividen.ls
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13.02 


g9.03 


.39.01 

.09.02 


.09.03 


riJUNC 

less than 7 daysbefore the
the CompanIes Act, be given not 


record date.
 

(3) 	If no record date is so fixed, the record date for the 
the persons entitled to receive payment of

determination of 

to exercise the right to subscribe for shares
 any dividend or 
 on
of business on the day
of the Corporation Is the Close 

which the resolution relating to the dividend or right to 

subscribe is passed by the Board. 

Unclaimed Dividends
 

Any dividend unclaimed after a period of 6 years from the date on
 

which the dividend was payable is forfeited and the dividend
 

reverts to the Corporation.
 

ARTICLE 09
 

MEETINGS OF SHAREHOLDERS
 

p,
Annual Meetings 


The annual meeting of shareholders shall be held at su:h time in 

each year and, subject to section 1.09.02, at such place as the 

Board, the- Chairman of the Board, ot the President may from time 

to time determine, for the purpose of considering the financial 
Act to be placedstatements and reports required by the Companies 

m-eting, electing directors, appointing
before the annuat an
 

auditor and for the transaction of such other business as is
 

properly brought before the meeting.
 

Special Meetings.
 

The Board, tho Chairman of the Board, or the President may at any 

tima call a special meeting of shareholders. 
Place of Motings 

Mnatings of shareholders shall be held at such place in Barbados 

the Board shall determine, or, if all the shareholders entitledas 
vote at the meeting so agree, at soa place outside Barbados.to 

Notice of Metings
 

the time and place of each miting of shareholders
(1) 	 Notice of 
shall be given, in the manner provided in AzticlO 10 an3 not 
less than 21 and not more thsn 52 days beforo the date of the 

mvtIfng, to each director, to tho auditor, and to each 

shc eholder who, at the close of business on the record date 
for notice, is shown on tho rogistar of aharoholdors as the 

holder of one or more sharos carrying the right to notice of 
and to vote at the meeting. 

(2) 	Notice of a moating of shareholders callod for any purpose 

1903 rtn tmigsftnR(V PIRPORM ONLY..-. 
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other than considerationauditor's report, election of the financial statements andof directors and reappointment ofthe incumbent auditor, shall state the nature of the business
of the meeting in sufficient detail
to form a reasoned to permit the shareholderjudgment thereon and shall state the textof any special resolution to be submitted to the meeting. 
).04 Shareholders List 

(1) For every meeting of shareholders, the Corporation shallprepare a list of shareholders entitled to receivethe meeting, arranged In alphabetical order and 
notice of 

number of shares held showing theby each shareholder entitled to vote atthe meeting. 
(2) If a record date for the meeting is fixed pursuant to seetion1.09.05, the.shareholders listed shall be those registered atthe close of business on-that record date.
 
(3) If ro record date id fixed,' then' the shareholders listedshall be those registered at the close of business onimnediately preceding the day 

is given 
the day on which notice of the meetingor, if no such notice is given, then on the day onwhich the meeting is held.
 

(4) The list shall be available 
 for examination
shareholder during usual by any
business
office hours at the registeredof the Corporation or at the place thewhere centralregister of shareholders is maintained and the meetingat
which the list was prepared. 

for 

(5) Where a list of shareholders 
persons shown 

has not been prepared, thein the register of shareholders atrequisite time as thethe holders
the right to 

of one or more shares carryingvote at that meeting shall be deemed to be thelist of shareholders.
 

09.05 ord Date for Notice 

(1) The Board may fix In advance a date, Preceding the dateany mmting of shareholders of
by not more than 50 dayslost than 21 days, record date 

and notas a for the determinationthe shareholders entitled to notice of the meeting. 
of 

(2) Notice of the record date shall,the Carponles In the manner requiredAct, be given not less than by7 days before therecord data. 
(3) If no rocord date is fixod, the record datedtltorgination for theof the shaholders entitled to reci. noticeof tho m.ting shall ba theat close of business on'the dayImr-odiatoly Precoding tho day on hhichor, if no notica is giveno the notice Is giventhe day on wbich the meeting is 

hold.
 

ST JUNE 1903 -FOR DISCUSSION PURwSAp~~t Owe 10 
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J6 	 .Meetings Without Notice 

(1) 	 A meeting of shareholders my be held without notice at any
time and place permitted by the Companies Act. 

(a) 	 if all the shareholders entitled to vote thereat arepresent in person or by proxy or duly represented, or if
those not present or represented waive notice of or
otherwise consent to the meeting being held, and 

(b) 	 if the auditors and the directors are present waiveor
notice of or otherwise consent to the meeting being
held;
 

unless the shareholders, auditors or directors present atte.=4for 	 the purpose of theexpress 	 objecting to transaCtion any business on the grounds that the. meeting not 
of 

is lawfully
called.
 

(2) 	 At a meeting described, in subsection (1), any business maybe transacted that the Corporation is entittled 'to 'transac: 
at a 	meeting of shareholders.
 

(3) 	 If the meeting is held at a place outside Barbados,
shareholders not 	 present or duly represented, but who havewaived notice of or otherwise consented to the holding of themeeting, shall also be deemed to have consented to the
holding of the meeting outside Barbaidos. 

37 	 Chairman, Secretary and Scrutincers
 

(1) 	The chairman of any meetings of shareholders shall be the ..first'ventloned of such of the following officers as havebeen appointed and who 	 are present at the mwating ar, ashareholder of the Corporation, namely: the President,
Chairman of the Board, or a Vice-President. 

t.e 

(2) 	 If no officer mentioned An subsection (1) Is present withinfifteen minutes from the time fixed for holding the rneeting,the persons present and entitled to vote at the meeting shall
choose ono of their number to be chairman.
 

(3) 	 If the Secretary of the Corporation is absent, the chairmanshall appoint some person, who need 	 not be a shareholder, to 
act as secretary of the meeting.
 

(4) 	If desired, one 	or more scrutineers, who need not 	 'beshareholders, nay be appointed by a resolution or by the
chairman with the consent of the meeting. 

9 PersonsEntitled to be Present 

(1) Subjoct to the Companies Act, the only porsons entitled to ba 

14C 1983 --FOR DISCUSSION PUnhOSES ONLY-­
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present at a meeting of sha.-eholders are those entitled to
 

notice of the meeting and the directors and auditors of the 
Corporation.
 

(2) 	 Other persons may only be admitted on the invitation of the 
chairman of the meeting with the consent of the meeting.
 

.09 	 Quorum 

(1) Subject to the Companies Aqt, a quorum for the transaction of 
business at any meeting of shareholders consists of two 

persons present in person, each being either a shareholder 
at 	 the meeting or a duly appointed
entitled to vote 

proxyholder or representative for a shareholder so entitled.
 

(2) 	 If a quorum is present at the opening of any meeting of 
may
shareholders, the shareholders present or represented 

proceed with the business of the meeting notwithstanding that 

a quorum is not present throughout the meeting. 

(2) 	 If a quorum is not present at the opening of. any meeting of 

shareholders, the shareholders present or represented may 

adjourn the meeting to a fixed time and place but may not 

transact any other business.
 

).10 Right to Vote
 

Every person named in the list referred to in section 1.09.04 is, 
at the meeting to which the list relates, entitled to vote the 

shares shown thereon opposite his name, except to the extent that
 

(a) 	 if the Corporation has fixed a record date in respect of the 
meeting, the person has transferred any of his shares after 
the record date, or if the Corporation has not fixed a record 
date In respect of the meeting, the person has transferred 
any of his shares after the date on which the list is 
prepared, and 

(b) 	 the transferee, having produced properly endorsed oerti­
ficates evidencing the shares or having otherwise established
 
that he owns the shares, has demanded, not later than 10 days 
before the meoting, that his name be included in the list; 

in which case the transferee 1z entitled to vote the transferred 
shares at the meating. 

09.11 Representatives
 

(1) 	 Every shareholdor entitled to vote at a mieting of share­
holders may by means of a proxy appoint a proxyholider and one 
or mere alternate proxyholdars, who need not be shareholders, 
to attend and act as his representative at the meeting in the 

annec and to the extent authorised and with the authority 
confrrod by thh proxy. 
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).13 


).14 


oroy the shareholder
be in writing executed 

(2) A proxy shall of the
conform with the requirementsani shallhis attorney 

Companies Act and the regulations 
thereunder.
 

a body corporate or association 
may
 

(3) Every shareholder that 
is 


governing body,
 
authorise, by resolution of its directors or 


individual, who need not be a 
shareholder, to represent it
 

an may
and that individual 

at a meeting of shareholders, 


powers that the
 
exercise on the shareholderI behalf, all the 

ait both an individual and 
could exercise wereshareholder 

shareholder.
 

in subsection (3)
 
(4) The authority of an indivirdual referred to 


with the Corporation a
by dopositingshall be established 

certifine copy of the authorising 
resolution or In such other
 

the Corporationto 4o4e Secretary of 
manner at s satisfactory 

or the chairman of the meeting.
 

of roxiesTime for Deposit 

in notice calling ameeting of share-
Board vy, a(1) The of the meeting or

preceding the time 
holders, spacify a time, 

by not than 48 hours exclusivemore any adjour - fn t thereof 
days, before which proxies to be used at the 

of non-business 
meeting must be depositad.
 

if, before the time for 
shall be acted upon only

(2) A proxy itthd meeting at which is
in the notice ofdeposit specified 

proxy h3s been depositod with the 
to be acted upon, the 

the Corporation named in the 
Corporation or an agent of 

in the notice, the 
if no such time is specifiednotice, or, 

by the Secretary of the Corporation, 
proxy has been received 

or adjournment
 
or by the chairmiin of the meeting any 


thereof,before the time of voting.
 

Joint Shareholders
 

one of them 
parsons hold shares jointly, any

if two or more 
in person or duly represented at a meeting 

of shareholders
 
present 
 vote the shares; but 
may, in the absence of the other or others, 

byor
those persons are present, in parson

if two or more of 
one the shares jointly held by
 proxy, and vote, they shall vote an 


themo. 

Votes to Govern 

everyveting of shareholders question shall, unless 
(1) At any or by theby the articles or by-laws

otherwise required cast 
Companies Act, be determined by a majority of the. votes 

on the question. 

either a 
(2) In 1.S3 of an equality of votes upon show of hands 

is not entitled 
upon a poll, the chairman of the meetingor 


ONLY-­
i ltatqr.q mr 
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 to a second or casting vote.
 

* 	 Show of Hands
 

When a vote 
by show of 	hands has 
been taken 	upon a question,
unless 	a ballot thereon is required or demanded,
 

(a) a 	declaration by the chairman of the meeting 
that the vote
 upon the question has been carried or carried by a particular

majority or not carried, and
 

(b) an entry to that effect in the minutes of the meeting.
 

is prima facie proof of that fact without proof of the nurber or
proportion of the votes cast 
in favour of or against any
resolution or other proceeding in respect of the question; and the
result of the so
vote taken, is the 
decision of 	the shareholders
 
upon the question.
 

6 Ballots
 

(1) On any 	question proposed for consideration at' a meeting

shareholders, whether not 	

of 
or a show of hands has been taken,

the chairman m-3y require a ballot, any 	 oror shareholder 

proxyholder 	who Is entitled vote the question may
o on 

demand a ballot.
 

(2) A ballot required or demanded under subsection (1) shall be 
taken in such manner as the chairman directs. 

(3) A 	requirement or demand for 
a ballot may 	 be withdrawn at anytime before the taking of the ballot.
 

(4) If a ballot is taken, each shareholder present in person or
by proxy Is,in respect of the shares that he isentitled to
vote at the n.eting, entitled to the number of votes provided
by the Companies Act or the articles; and the result of the
ballot 	so 
taken Is the decision of the shareholders upon the
 
question.
 

).17 	 Adjournment
 

The chairman at a meeting of shareholders may, with the consent of
the meeting and subject to such conditions as the meeting decides,

adjourn the meeting fron time to time and from place to place.
 

L18 	 Resolution in Writing
 

A resolution In writing signed by all 
the shareholders entitled to
vote on that 	resolution at 
a meeting of 	shareholders is as valid
 as 
if it had boon passud at a meting of the shareholders.
 

ARTICLE 10
 

I* . 9RM 
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NOTICES
 

Notices
 

document; and
co.munication
The word "notice" includes any or 


"given" includes sent, delivered or served, 
as well as given.
 

21 Method of giving notice 

is to be given pursuant to the Companies Act,

(1) when a notice 
 or
 

the regulations thereuder, the articles, the by-laws 

or
officer, auditor


otherwise, to a shareholder, director, 

the Board, it is sufficiently given
member of a comnittee of 


if it is given personally to the person to whom it is to be
 
if mailed to him
is aiven to his recorded address or
given or 


prepaid, transmitted
 
at his recorded address by any m:!ans of 


or recordA comnunication.
 

it
 
(2) A notice so given shall be deem---d to have been given when 


or given in the
 
is given personally at his recorded address 


to his recorded address;
of nail addressed
ordinary course 

given shall be deemed to have been given at
 and a notice so 


or mail.

the time it would be received in ti? ordinary course_ 

or recorded com­of transmnitted
(3) A notice given by m-ans 

to hive been given when dispatched
munication shell be deecm-d 


or conveyed to the appropriated coTrnunication company or
 

agency or its representative for dispatch.
 

the recorded

(4) The Secretary of the Corporation may change 

or

address of any shareholder, director, officer, auditor 

grTber of a coamnittee of the Board in accordance with any 

information bejieved by him to be reliable. 

'.02 Notice to Joint hareholders. 

If two or more persons are registered as joint holders of any 

share, any notice mTry b Yddressed to all of the joint holders, 
those holders is sufficient noticebut notice aJdressed to one of 

to all of them.
 

.'.03 Covutation of 'Ti,,T 

anyIn co.nputing tUco date when notice must be given under 

provisison requiring notice of a specified number of days or other 

period for any mi_.ting or other event, the date of giving the 
of the rmeting or othernotice is to be exc] uded and the date 

event is to be inicludhd. 

J.04 UNJe1 jvrd Notice 

If any notiLe gO;%n to J 1lLu~hCldAcr puJrsuanlt to n.?c*ion:s 1.1 .01 

IS reournA] on thret, consecutive occasions because Ihe cannot be 
an-, furt.hrr noticesfouni., the CorporaLion is not required to giv 

ANNEX X 
PAGE 27 OF 29 



PAGE 28 OF 29
 

.*io DRAPr 

BYLAW NO. 1to the 
shareholder until be informs the Corporation in writing of
 
his new address.
 

..05 Omissions and Errors
 
The accidental 
omission 

director, Officer, auditor 

to give any notice 
co any shareholder,
or m.mber of
the non-receipt of any notice by any 
a committee of the Board,any nOtice not affecting such person,


the Substance or any error in
Invalidate of the notice
any thing done does not
at any rx-eting
notice or held pursuant
otherwise founded thereon. 
to the
 

"6 Entitlementb perationof Lw 
Every 
person 
who,
shareholder by operation


or otherwise, becaiies 
of law, transfer, 
death
entitled of a
to
by every notice in r,?pect any share is boundof th2 shire that
shar.qholdur frcan Whan he 

is duly given to thedcrives his title before(a) he furnishJ the 'Corporationevidence with proofof entitleTnt of authorityas prescribaJ orby the Companies Act,a nd 

(b) his r tae an dshareholders, -atdres s .re entered 
on the register 
 of
whether thenotice 
was given before or
event upOn after the happening of thewich he becal so entitled. 
.37 o
Waiver 
 f Notice
 

(1) Any shareholder, proxyholder
mom ,,r director, officer,
of a connitteo auditorentitl aJto 
of te Board, or

attend or any Other
a rn_-eting person
Waive of shareholders
any inotico, ay ator waive any timeor abridge 
 the time
notice, r~juLir((j for any
the requlat.ions to b:?given to himothe reg Ulereunder, under the Ccxpanies;Act,i ns the articles, the by--laws or 
(2) A waiver 
or abridg(ment pursuant
givei hefore, at to subsection
or after the m.eting (1), whethernotice j_ or otherrequire] eventto Ih given, of which

givir)j or cures
in to_ time of 
any default
th_- notice, as the_ 

in the
 
case may be.
(3) A waiver or 
abrid.3q-:?nt 
nust he 
in writing, but a Waiver of a
notice of 
a m_,tingj
comnittcv,of the Broard may b 


of shareholders, 
of the Board, or of a
given in any manner.
 

ARTICL' II
 

,-00 Effe--. 
EFFD 'IVE DATE _ , t 
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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
matters provided for this 
to thein by-law are repealed on thecomencement of this by-law.
 

(2) Subsection (1) does not affect the previous operation of anyby-lawv so repealed, nor does it affect
 

(a) the validity of any act done under,privilege, obligation 
or any right,

or liability acquired or incurredunder any such by-law before its repeal,
 

(b) the validity of any contract or agreement made pursuantto any such by-law before itds repeal, or
 

(c) the validity of any articles or predecessor maorandumor articles obtained pursuant to any such by-law before 
its repeal.
 

(3) All officers and persons acting under anyrepeale-J undor subsection (1) shall 
by-law

continue to act as
if appoint-d under this by-law. 

(4) Any resolution 
with continuing effect, either 
of the
shareholders, th2 Board or any co.nnittee of the Board,that ws posse d under any repaled by-law continues,until amended or repealed, to bethat the valid to the extentresolution 
 is not inconsistent 
 with this

by-law.
 

tMeN; iy it: DIR EC1 P'O;S,711IS DAY OF 19 

CONFIPME BY THE SflAREIOLDERS IN ACCORDANCE WITh THE ACT, THISDAY OF 
 19
 

JUtilE: 19,3 -- FOR , r. . 
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AGCY FOR INTERNATIONAL DEVELOPMENT 
ADVICE OF PROGRAM MANGE 

Da~te: 

Country : Caribbean Regional 

Project Title : Caribbean Financial Services 
Corpo:at ion 

Project Number 538-0084 

FY 83 CP Reference None 

Appropriation Category SelectLd Levelopment Activities (SDA) 
E!nd Economic Support Funds (ESF) 

Life of Project Funding SDA ­ t9,OC0,000 (L) 

t 400,000 (G) 
ESF - $4,000,000 (L) 

Intended FY 83 r-bligation : A]2,000,000 (L), 400,000 (G) 

Loan Terms . 20 year term at 2% interest 
on oitstanding balance 
from first disbursument 
through grace j:criod, 3% 
interest through remainder 
of term 

This is to advise that A.I.D. intends to obligate $12 ,,000,000 in loan and 
400,000 i- grant funds in 1Z 1983 for the c- ribN2an Financial Services 

2orporation project. 'Tis is a new project which was not included in Lhe FY 
1983 Congressioaal Pre'sentation. 

The t)IiYJsC of the project i to establish a priv,,1e sector dfevelopment
fir::ce in!3titutio" to ,rovioc teim finiancing an] other firnncial services not 
trula tion-Yly available to private sector prc.Ouctive (,ntorprisetr in the 
Vh1 l i;h-:.pik ing Qtiribly2an ini order to stimulate privaite sector (1'veloptent of 
p)r:ucv',1e emPloyinent aind investment opX)rtuni ties. 

The $4 iidllion of 'n:*. iic],v<.,dI L, this project i'.part of the ., million of ESF 
f icd by the Conqress to be used for develo 1vxmnt projects. 

AL. ":Activity Data Shc.ct 
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