Pb - APU- o

Ty
g

“

UNCLASSIFIED

UNITED STATES INTERNATIONAL DEVELOPMENT CCOPERATION AGENCY
AGENCY FOR INTERNATIONAL DEVELOPMENT

Washington, D.C. 20523

CARIBBEAN REGIONAL
PROJECT PAPER

"INFRASTRUCTURE EXPANSION AND MAINTENANCE SYSTEMS
(Amendment # 1)

Loan Number:538-X-030 -
AID/LAC/P-328 &ecr Project Number:538-0138 &
284 538-0138.01 l

UNCLASSIZFIED



/

AGEMCY FOR INTERWATIONAL DEVELOPMEXT ] 1. TRANSACITON QODFE DOCUMENT
A= Addt Amendmnt Nusbrr CODE
PROJECT DATA SHEET C S*_ g:z ] 3

2 COUNTRY[ENTITY

Reglonal Development Office/Carlbbean

s. I’RQ_]_FLT NUMSER

[338-01138

1

4. BUREAUJOF¥ICE

|

-

5 PROJECT TYTLE (maximum 40 ceracters)

LAC l._fuﬁ'ast ructure Expansion & Maintenanc@stems
6. PROJECT ASSISTANCE COMPIETION DATE (PACD) 7. ESTIMATED DATE OF ODIIGATION
{Under ‘B below, enter 1, 2, 2, or 4)
MM DD , YY ' '
lgl 91 '3[0' 9] 'il | _Adniist ¥y [ 81 6] 8 ouaner 31 c. rmt Fy [2 0]
8. COSTS ($000 OR EQUIVALENT $1 = )
. e crrerope FIRST ¥y 86 "LIFE OF PROJECT
A. FUNDING SOURCE. o R CLIC S " —FLiC o
"7 "AID Appropriated Total L —
. {Grany — Cor,1000 20 100 (€ 1,200 3] 30,000 ) (10,000 )| ( 40,000 )
(Laan) (1,800 ){C - (1,800 )[(30,000 (10,000 )| 40,000
Other | 1. 1 N
U.s g T T
~_Host Counry I T -0- -0- 2.100 2,100
Other Donor(s) VY | E - ¢ O -0- -0- ~0- -0-
ToTAL S @] ) 900 I o | 3,000 60,000 22,100 82,100
9. SCHEDULE OF AID FUNDING ($000)
B. . Authorizations .
A. APPRO-|PRIMARY ‘“.P.MMART, .Mﬁx'm DATE E. AMOUNT APPROVED F. LIFE OF PROJECT
PRIATION|PURPOSE |_TECIL CODE THIS ACTION
CODE |1.Grant} 2. Loan 1. Grant 2. loan 1. Grant 2. Loan 1. Grant 2. Loan
1) ESiY 770 (8521 890 | 18,000 ~0- 1,000 7,900 40,000 40,000
(2)
(3 _
w__ !
TOoTALS @ | 13 000 -0~ 1,000 7,900 40,000 40,000

10. SECONDARY TECHNICAL CODES (maximum 6 codes of 3 postions euch)

|

l |

11. SECONDAR PURPOSE CODE

12. SPECIAL, CONCERNS CODES (maximum 7 codes of 4 positions each)

. A Code

B. Amount

-

18. PROJECT PURFOSE. (maximum 480 charac ters)

To create an infrastructure cavironmeat that vill grimulate investment
and productive activity in the Eastern Caribbean.

14. SCHEDULED EVALUATIONS

wein Jofo[sfs] | 1] || sna |

15. SOURCE/ORIGIN OF GOODS AND SERVIGES PESE%E%?SE il(_‘)l? )

t Eastern
IX] Other (Spedg'

16. AMENDMENTS/NATURE OF CHANGE PROPOSED (This is prage 1 of a
The purpose of this amendment is to describe

MM , YY .
O[3]9]3] oo (O [J Loca
5 PP Amendment.
the %ﬁi Christopﬂer and

Nevis bilateral

Southeast Peninsula Area Development Subproject (538-0138.01) which adds §7.9 million
in loan funds and $1.0 million grant funds to the IEMS project authorization.

e }

iémmj /lj : , ] '118}.‘ DATE DOCUMENT RECEIVED
/ . , X 0 -
R N S o o one ok ADIY DOCL
BY Tide— Datefigned
Jagmes S. Holtaway MM , DD . YY MM DD YY
DIRECTOR Jojo]116]21¢] i lolsleit ]

AID 13304 (8-79)


http:538-0138.01
http:uounEr.es

—ii-

AUTHORIZATION
AMENDMENT NUMBER ONE

NAME OF COUNIRY: Caribbean Regional
NAME OF PROJECT: Infrastructure Expansion and Maintenance Systems
NUMBER Ot PROJECT: 538-0138

6-!.58"‘ /\_ -030
1. pur.. ant to Section 531 of the Foreign Assistance Act of 1961, as
amended, the Infrastructure Expansion and Maintenance Systems Project for

the Caribbean Region was authorized on May 6, 1986.

2. That Authorization is hereby amended to add the Southeast
Peninsula Area Development Subproject (538-0138.01) as follows:

(a) Paragraph 1 is deleted and the followinq new paragraph 1
inserted in lieu thereof: "pursuant to Section 531 of the Foreign
Assistance Act of 1961, as amended, I hereby authorize the Infrastructure
Expansion and Maintenance Systems Project for the Caribbean Region
involving obligations of not to exceed Nineteen Million United States
pollars (Us$19,000,000) in grant funds and Seven Million Nine Hundred
Thousand United States Dollars (US$7,900,000) in loan funds over a five
year period from date of authorization, subject to the availability of
funds in accordance with the USAID OyB/allotment process, to help in
financing foreign exchange and local currency costs for the Project.
Subject to future authorizations, the Project Authorization may be
increased by an amount not to exceed Thirteen Million One Hundred
Thousand United States Dollars (US$13,100,000) in grant and loan funds.
The planned life of project is seven years from the date of initial
obligation.”

(b) Paragraph 2 shall be amended to read as follows: "The
Project ("Project") will provide assistance to expand and maintain the
physical infrastructure of the countries of the region and to strengthen
the local institutions which are responsible for providing and
maintaining the infrastructure, thereby encouraging private sector
investment in productive enterprises which create jobs and earn foreign
exchange. The Project will include a Small Activities Fund, the
Engineering and Technical Services Contract component which will design
and monitor infrastructure activities/subprojects, and the following
specific subprojects:

i. St. Kitts Southeast Peninsula Area Development
subproject which will consist of engineering services,
construction services and related commodities and
technical assistance to construct the Southeast
peninsula road and to support ancillary services such

as environmental and land use management, investment
packaging, fiscal recovery, and utility installation.”
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3. A new paragraph 3 is added as follows: "The Government of St.
Chistopher and Nevis for the Southeast Peninsula Area Development subproject
shall repay the Loan to A.I.D. in U.S. Dollars within twenty five (25) years
from the date of first disbursement of the Loan, including a grace period of
not to exceed ten (10) years. The Government of St. Christopher and Nevis
shall pay to A.I.D. in U.S. Dollars interest from the date of first
disbursement of rhe Loan at the rate of two percent (2%) per annum during the
first five (5) years and threc percent (3%) per annum for the next five years,
and five percent (5%) per annum thereafter, on the outstanding disbursed
balance of the loan and on any due and unpaid interest accrued thereon."

4. Paragraph 3, 4, 5 and 6 shall be amended as 4, 5, 6 and 7 respectively,
5. Paragraph 5 Section (b) is amended by adding a new subsection (b ii) as
follows:

(ii) Southeast Peninsula Area Development: Conditions Precedent

to Disbursement For Construction Supervision and Construction Services. Prior
to the disbursement of loan funds for construction supervision and
conniruction services, or to the issuance by A.I.D. of documentation pursuant
to which disbursement will be made, the Cooperating Country will, except as
the parties may otherwise agree in writing, furnish to A.I.D. in form and
substance satisfactory to A.I.D:

(a) Evidence that legislation to establish A Southeast Peninsula
Land Development and Conservation Board, acceptable to A.I.D., has been
approved by Cabinet and passed by the National Assembly;

(b) Evidence that funds have been committed to finance the
installation of a water supply system for the Southeast Peninsula;

(c) Evidence that the Government ot St. Christopher and Nevis has
obtained, or is in the process of obtaining, all necessary rights of way to
lands where construction activities will take place under the A.I.D.-financed
part of the Project;

(d) Evidence that; (i) an employee of the Planning Unit has been
assigned for thirty months to work with the Technical Assistance team which
will assist the Southeast Peninsula Land Development and Cecnservation Board,
(ii) an employee of the Ministry of Agriculture, Lands, Housing and
Development has been appointed Project Manager with respect to all aspects of
the Project, (iii) an employee of the Public Works Department has been given
signature authority for requests for payment by the construction and
supervisory engineering contractors; and, (iv) an employee of the Ministry of
Finance has been appointed to liaison with the Public Management and Policy
Planning Contractor in completing tasks under the financial program of the
Project;
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(e) Evidence that the Southeast Peninsula has heen designated a
Special Development Area and that such fiscal measures as may be necessary
have been enacted with regard to that Area sufficient to finance the costs
associated with the public sector cxpenditures incurred in development of the
Southeast Peninsula; and,

(f) Evidence that Parks and Reserves ILegislation has been
approved by Cabinet and passed by the National Assembly,

6. The Authorization cited above remains in force except as hereby amended.

—

James S. Holraway
Director

(‘- V£ '—..-.1’(‘ oo
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service by major air carriers. Airline estimates place this number
in the rarge of 1200-1400 rooms. St. Kitts-Nevis presently has
about 740 hotel and guest rooms, While overall occupancy rates are
still low, peak season occupancy was nearly 100 percent in the
1984-85 season.

The most effective way to accomplish this
increase in capacity is to provide access to the Southeast Peninsula
which has some of the most desirable potential tourist attractions
and beaches. Access to these natural resources will be a critical
element in expanding the base for tourism and in oompeting
effectively in the Caribbean market. It is the best way to maximize
the overall impact on the tourism sector because it will stimulate
increased utilization of existing tourist facilities and further
development of currently accessible sites while simultaneously
providing opportunities for <creating new facilities on the
Peninsula,

2. The Southeast Peninsula

Most of the Southeast Peninsula is comprised of
hilly terrain joined to the main land mass of the island by a narrow
neck of land which is approximately one-third mile at its widest
section (See Figure 1). At present, the main means of
transportation to the Salt ronds is by boat from Basseterre (4.8
miles) or Nevis (1.8 miles). Due to the collapse, some years ago,
of the jetty in Majors Bay as a result of hurricane damage, all
boats must be beached to gain entry into the Salt Pond area, and as
a result only small craft have access.

Access by overland track is possible by 4-wheel
drive vehicle, but rock falls and washouts make the track frequently
impassable. There are no roads in the Salt Pond area, and the
existing tracks are barely suitable for four-wheel drive vehicles
even when cleared of vegetation.

There are two small hotels on the Peninsula, one
at Banana Bay, the other at Cockleshell Bay. One operates only
during the peak tourist season and the other is closed to business.
When operating, they are totally dependent on transport by boat for
food, materials and fuel. Rainwater is collected and stored for
water supply.

This Project will permit access to approximately
3400 acres on the Southeast Peninsula. Based on the carrying
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capacity of the land as determined by the IRF Land Use Management
Plan, this acreage will support;

- 550 acres suitable for high density uses including
hotels, apartments, condominiums and other commercial activity,

- 600 acres suitable for low density development such as
vacation homes,

- 650 acres of environmentally fragile land for limited
use with precautions for protecting the natural environment,

- 1600 acres unsuited for development, but suited to
natural uses such as hiking trails, parks, scenic overlooks and
wildlife reserves.

All land is presently privately owned. The
landowners have agreed to work closely with the Government in
developing the Peninsula. There is no human habitation except for
the two small hotels, and there is no infrastructure. TwWo very
large salt ponds, remants of a volcanic crater and filled with 15
to 20 feet of organic silt, cover approximately 350 acres. Faults
along the old crater have been filled with fine white sand over
several thousand years, forming beaches which are the finest in St,
Kitts and among the most marketable in the Caribbean.

Limited by the rugged topography and the small
developable area (1150 acres), few uses for the land are viable.
The USAID-financed Land Use Management Plan recommends areas of
various density for commercial developiments (hotels, condominiums,
and residential), for public use (recreation, parks, camping), and
for commercial use (shopping and services).

Upon adoption and implementation of such a plan,
the Government can be assured thal the Southeast Peninsula will
attract visitors and that increased tourism will ocontribute to
further economic development of the nation.
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3. Private Sector Efforts to Develop the Southeast
Peninsula

Over the past years the Government has sought
private sector support for the development of the Peninsula. In May
1981 the Governiment awarded a twenty-five year mandate to Keystone
International to act as its exclusive agent to plan and develop the
Southeast Peninsula., Neither Keystone nor the Government succeeded,
and in October 1983 the Lormad Corporation was appointed exclusive
agent. By mid 1984, Lormad had developed a series of preliminary
development concepts. Lorinad called the planning "sufficient to
attract public monies to complete the master plan and to acquire
committments from public or international agencies to fund the
initial stage of infrastructure.”™ In June 1985 Lormad requested
USAID funding for "all past, present and future costs of planning
this development."

Notwithstanding the previous development
mandates, over the course of the last three years, several major
resort developers of differing nationalities have coome to the
Government of St. Kitts-Nevis with joint venture investment offers,
One of the most serious proposals in early 1985 involved the
Government installing all primary infrastructure and buying che
constructed resort complex from the developers. Clearly, although
there is private sector interest in investing on the Peninsula, that
interest does not extend to development of the primary
infrastructure and would not provide for protection of ‘the
environment.

All offorts to package and turn over the
development of the Sout.~2ast Peninsula to developers have been
unsuccessful. Some potential developers have indicated a
willingness to provide access roads, sewerage systems, power
distribution lines and even desalination plants to service their own
hotel developments, however the provision of the primary road,
electricity, and water service to the boundary of the area remains
the responsibilty of the Government. USAID has examined the
previous private mandates executed by the Government. FEach was a
two-party agreement in which the anticipated results were not
achieved, leaving the Government with no alternative other than to
approach USAID for assistance in both planning and construction.

4. Predesign Progress

Since August 38, 1985, when the Memorandum of
Understanding establishing the design issues for this project was
signed between the Government and USAID, the following predesign
ef forts have been undertaken:
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a. The Environmental Assessment The
Environmental Assessment, completed In December 1985, presented
information required for preparation of the Land Use Management
Plan, provided information essential to planning the environmental
management component of the Southeast Peninsula Area Development
Project, and heightened the awareness of the Government, USAID, and
potential investors to the relationship betweer the environment and
the type of development envisioned.

b. The Land Use Management Plan The Land Use
Management  Plan, completed 1n June 1986, 1identifies the
institutional framework required for the optimal development of the
Southeast Peninsula, as well as the opportunities and constraints to
development of the Peninsula. The Plan proposes a balance between
conservation, recreation, and urbanization which will avert
spoilation, ensure enhancement of amenities, and preserve the
economic value of development,

c. Fiscal Recovery Study The "Potential for
Recovery of Public Investments and Costs: Southeast Peninsula, St.
Kitts"™ report was oompleted in May 198¢€, It ooncluded that
completion of even one major hotel-resort-condomimium complex within
four years from beginning the road construction would generate
sufficient economic activity on the Peninsula and on the rest of St.
Kitts-Nevis so that: (i) by the fourth year, additional annual tax
revenues would exceed additional annual public expenditures by $2.6
million per year; (ii) by the sixth year, the cumulative annual
revenues would equal the cumulative annual expenditures; and, (iii)
from the seventh year forward, Peninsula developments would make a
positive fiscal contribution to the public sector. The report also
addressed the equity issues associated with improving the value of
Peninsula land, which is owned by a few dozen private citizens of
St. Kitts-Nevis, and proposed options for taxation of those property
owners.

d. Southeast Peninsula Investment Mission

The purpose of this mission was to
introduce potential resort property investors to the opportunity
afforded by providing access to the Southeast Peninsula, a
heretofore undeveloped area. Top government officials met with
senior officers of Club Med, Ramada International, Hilton Inns,
Resorts International, Divi Corporation, and other similar
organizations. The investment mission also served to focus on the
investiment incentive package the Government would be offering,



-10-

the type of tourism it is willing to support, and the impact that
these decisions would have on the labor force. The mission
confirmed for RDO/C the findings in the earlier Beekhuis' report on
tourism potential in St. Kitts.

e. Five Year Development Plan., The
Interagency Resident Mission, a regional organization which fccuses
on the macro-economic condition of its member states, provided a six
person team of consultants in January 1986 to work with the
Government to complete its first five year development plan. The
Plan is expected to be approved by Cabinet in September 1986.

5. Relationship to the IEMS Project

The purpose of the Infrastructure Expansion and
Maintenance Systems (IEMS) Project, of which the Southeast Peninsula
Area Development Project is a subproject, is to create an
infrastructure environment that will stimulate investment and
productive activity in the Eastern Caribbean. The IEMS project
paper, to which this paper is a supplement, establishes criteria for
subproject selection.

The central criterion of the IEMS Project is that
the physical infrastructure to be financed by the subproject must be
essential to the development or expansion of productive activity in
agribusiness, manufacturing and tourism, and thereby stimulate
investment and raise productivity. The subproject must also
contribute to the implementation of the Host Country's development
strategy, and the Government must be commited to and participate in
the project. The economic justification must indicate an adequate
economic rate of return, and linkages to Government policy reform
should be encouraged.

The Southeast Peninsula Area Development Project
will sponsor the primary #afrastructure which is the sine~-qua-non
for development of any productive enterprise and particularly
tourism. The Government has sought assistance to accomplish this
task for the past decade through several previous strategies. The
Government has agreed to undertake a considerable administrative
burden and to legislate far-reaching policy reforms. The economic
return in the long run will be of incalculable benefit to the
Government in the absence of alternative uses for the Peninsula.

Thus, the objectives of the Southeast Peninsula
Area Development project are oonsonant with the IEMS project
purpose, and satisfy the criteria. In the near term, economic
activity will be generated during the construction phase of the road
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and hotels. 1In the long term, Jjobs will be created and foreign
exchange earned through the influx of tourists and the growth of the
consequent service industry.

These short and long-term gains are of critical
importance to the Government which requires viable options to
depending entirely on sugar production for employment and economic
growth. The host country's strong interest in the project is
evidenced by their contributions to the year-long predesign work and
their willingness to establish legislation and management systems to
agsure that the project is effectively implemented.

The project is economically viable and will begin
to pay for itself by the seventh year, assuring Government adequate
resources to mintain the facilities and repay the USAID loan.
Finally, planning for the project has already provided USAID with
opportunities for dialogue with the Government on policy issues
affecting the economy. Project implementation will provide further
opportunities to work with the Government to enact changes and
discuss additional reforms which may be warranted.

B. Project Objectives

The goal of the Southeast Peninsula Area Development
subproject is to diversify the wconomy, increase foreign exchange
earnings and employment, and to promote broadly based economic
growth through an expansion of the tourism sector.

The purpose of the subproject is to establish the
institutionil, financial, and infrastructural framework for the
physical development of the Southeast Peninsula,

C. Project Components

Southeast Peninsula Area Development will eventually
require a penetration road, utility installation, a land use and
envircamental management program, a fiscal recovery program, and
investment in tourism facilities. As discussed in Section 11.A.4,
the design of the project examined and planned for each of these
elements. The USAID Project consists of the road, the water
utility, the land use and environmental management program and the
fiscal recovery program. Ancillary infrastructure installation will
be ooordinated by Government and the investment component will be
based on a private sector initiative. A discussion of the project
components follows:
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1. 'The Road

USAID will finance oconstruction supervision and
construction of a 6.6 mile road from Frigate Bay to Majors Day at an
estimated cost of US$7,900,000. In accordance with U.S. Government
procedures, the contracts for construction cannot be signed until
all the required loan funds are available. TIf USAID fiscal year
1987 funds are insufficient to finance the road as far as Majors
Bay, the USAID financed portion of the road will end at White House
Bay.

The vertical and horizontal alignment of the road
is based upon a design speed of 50 KPH. Road structure cousists of
six inches of crushed stone base ccurse overlaid with two inches of
asphaltic concrete. Wearing surface is 18' wide with a 3' crushed
stone shoulder on each side. Required right~of-way widths will vary
depending on width of embankment and side slopes. The estimated
construction period is 18 months,

2. The Utilities

a. Water

Water is the most critical  utility
requirement. If it is not provided by the time the resorts are
constructed, investors will incur technically complex and costly
solutions to satisfy their individual requirements. The proposed
water system will include storage resevoirs at Sir Timothy's Hill
and Sand Bank Bay, a water transmission main installed above ground
on a separate alignment, and a boo~ler pumping station. This system
is estimated to cost a minimum or Us$2,000,000. The Government will
be responsible, as a Condi-ion Precedent to signing the construction
and supervisory engineering contracts, to have secured funding for
this system,

b. Ancillary Utilities

Electricity, telephone, and cable
television are of secondary importance and will be installed as the
various companies perceive that demand warrants. In the interim,
resort facilties have indicated a willingness ‘o use generators for
electricity.

Sewage disposal is discussed in detail in
the Land Use Management Plan and the Environmental Assessment.
Sewage collection and treatment facilities will ultimately be












http:waOrrants.al

_———ﬁ

TASLE 2

SUMMARY OF fRUSECT 0SS
BY FISCAL YEAR AND SOUWCE UF PLBNOING

l '::3 w‘ F 1))
Fisca. fear
Source of Funding /Year 1986 5 eI v 7
Loan Gran® Loy Grant o T A R

USAID 1,800 00 8, 150 5 - - - W g & -
Government of St. Kitts-Nevis a/ - - - <, 048 - [ . e L086
TOTAL 1,500 160 &, LU 215 - B3 1 - ¥ ), a3k
a/ Water Systems Estimate of $2.U million is minimss ans incloses

resources, well development transmission, pipeline, ant o 105

stations.
Electrical DisStribution COStS are not included in PO yece
oudget put are included in the Economic Analys:s,
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TABLE 5

SUMMARY OF USAID FUNDING
BY FOREIGN EXCHANGE AND LOCAL COSTS (IC)

(In $000)

Life of Project Funding

Project Component USAID Loan USAID Grant TOTAL

FX LC FX 1C

1. Road Constructiond/

a. Supervisory

Engineering 800 - - - 800
b. Construction 4,600 2,500 - - 7,100
SUB-TOTAL 5,400 2,500 - - 7,900
2. Land Use and Environ-
mental Management
Program
a, Technical
Assistance - - 480 132 612
b. Training - - 45 5 50
¢. Commodities - - 60 14 74
d. Other - - 136 62 198
SUB-TOTAL - - 721 213 934
3. Fiscal Recovery?/
Program - - - - -
4, EBvaluation and Finan-
cial Review - - 66 - 66
SUB-TOTAL - - 66 - 66
TOTAL 5,400 2,500 787 213 8,900

Construction contingency (20%) and inflation (6% per year) are included
in the construction line item,

$150,000 for the fiscal recovery program is being financed from USAID
Project Number 538-0096, Public Management and Policy Planning.
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B. Methods of Implementation and Financing

Activity Method of Financing Amount

Construction Host Country Fixed Unit 7,100,000
Price Contract

Supervisory Engineer Host Country Cost Reimbursable 800,000
plus Fixed Fee Contract

T.A. for Land Use USAID Direct Cost Reimbursable 934,000

Management plus Fixed Fee Contract with

an 8A Firm

T.A. for Evaluation USAID Direct Cost Reimbursable 66,000

plus Fixed Fee Contract

T.A. for Fiscal Recov- Work order under PMPP Contract 150,000
ery Program

USAID has had satisfactory experience with the
Government of St., Kitts-Nevis ability to receive advances and
disburse funds for «civil works under the Natural Resources
Management Project (538-0108). Under this project, all payments
will go directly to the appropriate contract and will not pass
througnh Central Treasury.

C. Loan Terms and Repayment Capability

The USAID loan for the cost of construction supervision
and construction services will be made at the following terms: 25
year term, ten year grace ~eriod with interest rates at 2% for the
first five years, 3% for the next five years, and 5% for the
remaining fifteen year amortization period. The fiscal recovery
study (Annex G.l) has identified the oonditions necessary for
repayment capability and Conditions Precedent to disbursement are
designed to assure that needed guvernment actions are undertaken.

As a small, newly independent country which has been
dependent on a declining monocrop, the Government has had serious
fiscal difficulties. Ninety percent of the present EC$ 82 million
domestic debt arises from the production of sugar (EC$ 2.7 equals
us$ 1.00). EC$ 22 million of this debt i» From the March 1985
purchase of the sugar lands and another EC$ 50 million is NACD debt
incurred from sugar production. The government's budget is already
in deficit and will continue to be so for a number of years, One
estimate places the cumulative deficit from 1986 until 1990 at EC$
90.1 million.
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As noted in the Section VI.C. Economic Analysis, even
the favorable loan terms for this project sharply increase interest
payments on pblic external debt. For example, assuming that the
entire infras:iucture package costs Us$ 11.4 million, the first
quinguennium's annual payments will be US$ 0.22 million, thereby
increasing projected interest payments on external debt for 1987 by
about 30 percent over the currently projected US$ 0.7 million.
Although St. Kitts' debt service ratio is still very low, one must
recognize the large size of this project relative to the St.
Kitts-Nevis economy.

In order to cope with its serious fiscal situation
while assuring its ability to service the loan, the Government of
St. Kitts-Nevis will have to undertake revenue enhancement and
expenditure reduction measures. This is especially important in the
early years of the project, when cash flow from the road will be
negative. RDO/C will therefore encourage the Government to pursue
fFiscal reforms identified in the studies recently made in conjuction
with this project. The Government has already initiated two
preliminary steps towards more rational planning of its fiscal
resources: preparation of a Five Year Development Plan and a
financial assessment report by R. R. Nathan. Steps necessary to
improve the Government fiscal climate will be addressed in the
Southeast Peninsula Area Development Project Agreement as conditions
precedent to execution of the construction supervision and
construction services contraci:s.

The Fiscal Recovery Team calculated that the revenuss
generated from road-induced economic activity will be sufficient to
service the loan for the cost of the road. Cumulative road related
Government revenue and expenditures from the R.R. Nathan study are
as follows (in US$):

TABLE 6

PROJECTED ROAD REVENUE AND EXPENDITURES

(us$)
Year Cumulative Revenue Cumulative Expenditure Balance
1 700,000 3,616,000 - 2,916,000
2 1,000,000 7,231,000 - 6,231,000
3 2,500,000 10,847,000 - 8,347,000
4 4,000,000 14,462,000 -10,462,000
5 12,200,000 18,078,000 - 5,878,000
6 20,000,000 22,001,000 - 2,001,000
7 29,600,000 25,925,000 3,675,000
8 45,700,000 29,848,000 15,852,000
9 61,200,000 33,772,000 27,428,000
10 78,200,000 37,695,000 40,505,000
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Iv. IMPLEMENTATION PLAN

A, Implementation Schedule

Project activities are programmed to take place over a
period of approximately three years from the date of signing the
Project Agreement. The first six months of implementation will bhe
used by the Government of St. Kitts and Nevis to satisfy the
Conditions Precedent to Disbursement for the Construction
Supervision and Construction Services Contracts. During this period
RDO/C and the Government will be finalizing the Invitation For Bids
for construction, securing and evaluating bids, and procuring
services of a Land Use and Environmental Management Contractor.

Subsequent to this  start-up phase, the road
construction will take place over a twenty month period, the Land
Use and Environmental Management Program will take place over a
thirty month period, and the Fiscal Recovery Program will continue
for an additional six to eight months, Evaluations will be
conducted ac two points in the project, the first at eighteen months
to assure adequate progress is being made and the second just pricr
to the PACD to measure the impact of the project on investment and
on the environment.

The Road, Fiscal Recovery, and Land Use and
Environmental Management Components will each be managed by separate
Ministries of the Government of St. Kitts and Nevis but their
activities will be coordinated by the Director of Planning, Ministry
of Agriculture, Lands, Housing and Development: The Superintendent
of Public Works will bhe assigned responsibility for managing the
construction portion of the project and as such will
administratively approve vouchers of ooth construction related
contractors; The Ministry of Finance will be responsible for
managing the Fiscal Recovery Program; And, the Planning Unit will
assign a member of their professional staff to werk, on a full time
basis, with the technical assistance team that reports to the
Southeast Peninsula Land Development and Conservation Board.

Within RDO/C, the Infrastructure Office will have
primary responsibility for Project Management and as such will
coordinate project activities, However they will be dependent on
the Program Economist Office for assistance in managing the Fiscal
Recovery Component and Project Development Division for assistance
in monitoring the Land Use and Enviionmental Management Program,
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TABLE 7

PROJECT IMPLEMENTATION SCHEDULE

Project Agreement Signed.

Review prequalification data for
construction contractors and expressions of
interest for  construction supervision
services,

Re-establish centerline of proposed route.
Issue RFTP to short-listed A/E firms and
notify firms prequalified for construction.
Prepare Request For Proposals for Technical
Assistance Contract.

RFP to 3 or 4 B8A contractors for Land use
T.A.

Finalize IFB for construction contract.
Government satisfies Conditions Precedent
to First Disbursement.

PMPP completes scope of work for long-term
T.A.

Technical assistance proposals evaluated.
Request bids for construction,

Proposals for construction supervision
services received and evaluated.

PMPP Long-term TA begins work on Fiscal
Recovery Program,

Supervisory Engineering contract negotiated.
Technical Assistance contract negotiated.
Bids for construction received.

Governnent satisfies CPs to disbursement
for construction.

Evaluate bids and award construction
contract to lowest responsive bidder.
Technical assistance oontract signed and
contractor mobilized.

Supervisory engineer on site.

Construction starts.

PMPP contract completed.

Interim evaluation conducted.

Construction completed

Final evaluation completed.
Technical Assistance Contract completed.

PACD of subproject.
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B. Procurement Plan

1. Construction Assistance

The road construction and engineering contracts
will be host country contracts utilizing AID Handbook 11
procedures. The Ministry of Agriculture, Housing, Lands and
Development has had experience procuring and managing contracts
under AID Host Country Contracting rules. Their experience has been
gained over the past two vyears with : a $800,000 techncial
assistance contract under the Natural Resources Management Project
538-0108; $l,000,000 of construction contracts under the Basic Human
Needs Trust Fund Project 538-0103; and a $150,000 technical
assistance contract for the Envirommental Assessment and Land Use
Management Plar,

Advertisements have been published in the
Commerce Business Daily for submission of prequalification
documentation by both construction supervision and construction
services contractors. The prequalification documentation will be
evaluated by the Public Works Department of the Government of St.
Kitts and Nevis with the technical assistance of the USAID
engineering coonsultant. Invitetions For Bid will be sent to
prequalified flrms in December. B8ids will be received and evaluated
by the Public Works Department, however, negotiations and final
contract sigrnature will not occur until all Conditions Precedent
have been satisfied and until full funding for the contract has been
allotted.

2. Technical Assistance

Technical assistance services for the Land Use
and Environmental Management Program will be sought under a direct
USAID contract from a Section 8A firm which has experience,
prefcrably in the Caribbean, in ooordinating and staffing the
management and training effort required to develop land use
expertise in St, Kitts. The contract will be for approximately 30
months covering the period from satisfaction of the omnditions
precedent through the PACD. The contract will provide approximately
30 months of long-term technical assistance and 15 months of
short-term assistance as well as a small amount of training,
commodities and local support staff.

Technical assistance for the Fiscal Recovery
Program will be provided under RDO/C's PMPP contract with R.R.
Nathan. The twelve months of long-term assistance will be accessed
through a work order which is the mechanism used to request tasks
under that contract.
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The Land Use Management Contractor will procure
all commodities required to implement the contract using USAID
procurement regulations.

C. Opportunities for Gray Amendment Implementation

Technical assistance for ooordinating and staffing the land
use and environmental management program will be procured from a
qualified BA firm, A request for names of firms and for SBA
approval to neqotiate with three or more of those firms was sent to
AID/W in FY 86 Bridgetown 06718.
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V. MONITORING PLAN

A. USAID Responsibilities

USAID staff will undertake the following actions during
Project implementation:

- review and approve Government submissions for satisfaction of
conditions precedent;

- revies and approve all contractual agreements with
construction, engineering and technical assistance firms;

- approve and process payment vouchers; and

- assure progress is consistent with project design.

B. Core Contractor Responsibilities

The core contractor, through its permanent
Barbados-based staff, will work closely with the RDO/C staff and
shall implement, manage and monitor the proposed project, providing
engineering and technical services as reauired. The Core Contractor
will undertake the following actions during Project implementation:

- Review the 1981 Roughton Southeast Peninsula road design and
cost estimates, making such changes as necessary to permit
construction by US construction ocontractors according to US
standards for environmental and engineering design;

- Provide technical assistance to the Government in the
preliminary planning for a water supply system to serve the proposed
development area;

- Initiate a ground :urvey to restablish the centerline of the
road;

- Prepare contract documents for the provision of supervisory
engineering services and construction services:

- Assist the Government and USAID in soliciting and evaluating
proposals and bids for engineering and construction services;

- Act on Dbehalf of USAID in the implementation of project
activities by providing regular monitoring of construction progress
and cooperating with the Government in assuring that the project is
proceeding according to plan;

- Assist the Public Works Department in the processing of
necessary paperwork required to fund project construction activities:

- Monitor the progress of the technical advisors to the
Southeast Peninsula Land Development and Conservation Board; and,

- Monitor the progress of the Fiscal Recovery Component.,
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C. Supervisory Engineering Contractor Responsibilities

Under a cost reimburseable contract with the
Government, a US engineering firm will act on behalf of and in
cooperation with Government in assuring the construction contractors
compliance with the terms, conditions and technical specifications
set forth in the construction contract.

D. Construction Contractor Responsibilities

Under a fixed unit price host oountry contract, a US
construction contractor will provide all equipment, manpower and
materials necessary to build the proposed road in acoordance with
the IFB documents.

E. Land Use and Environmental Management Contractor
Responsibilities

The contractor will provide the services of resident
long-term and short-term staff to assist the Southeast Peninsula
land Development and Conservation Board 1in carrying out the
recommendations of the Environmental Assessment and the Land Use
Management Plan. See the oontractor's draft scope of work in Annex
K.1l.

F. Fiscal Recovery cuitractor Responsibilities

Under the existing PMPP contract, USAID will provide
services of a long-term (one year) advisor who will work directly
with the Ministry of Finance. The contractor will work with Inland
Revenue staff and initiate and mobilize such short-term expertise as
required to improve the Government's revenue administration.

G. Governmment of St. Kitts and Nevis Responsibilities

The Ministry of Agriculture, Lands, Housing and
Development (MALHD) will be responsible for overall project
ocoordination and will therefore designate a project oordinator
through which all AID/Governmment project documentation shall flow.

1. The Planning Unit within the Ministry will have
responsibility for liaisoning with the technical assistance team
which is supporting the Southeast Peninsula Land Development and
Conservation Board.

2, The Public Works Departiment (PWD) shall be
responsible for administering the construction activities under the
proposed project. A contract between the PWD and the supervisory
engineering contractor will assist the PWD in monitoring and
supervising construction in acoordance with the bid documents.

3. The Ministry of Finance shall be responsible for
coordinating the activities of the Eiscal recovery contractor.
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VI. SUMMARY ANALYSES

A, Technical Analysis

1. Method of Construction

Early in the project design stage, consideration
was given to contruction using Public Works Department force account
labor. Although force account would have provided the Government
with on-the-job training in construction, several factors precluded
its use: lack of trai.ed equipment operators, lack of manpower in
the semi-skilled and foreman levels in the Government civil service;
scarcity of equipment and experience in the private sector; the
extensive lead time required to procure equipment; and the time
required to carry out on-the-job training imethod of construction.
Thus, USAID has initiated competitive procedures to procure the
construction services of a U.S. contractor, including construction
firms in Puerto Rico and the U.S. Virgin Islands. It is likely that
the successful firm will mobilize local contruction labor and
subcontractors, thereby providing expanded experience to the private
sector in St. Kitts and Nevis.

2. Road Design

A "Southeast Peninsula Road Engineering Design
Report” of tMarch 1981 by Roughton and Partners, included design of a
10 Km all weather road from Frigate Bay to Majors Bay where a Roll
On/Roll Off truck jetty and ferry connection with Nevis was
proposed. The report was reviewed and the cost estimate updated by
David Lashley and Partner:  These reports, plans and estimates were
reviewed and updated to U.;. standards and practice, and now form
the technical basis for the proposed project road. Prior to
construction the alignment will be reviewed and if possible altered
to reduce maximum gradients to a more acceptable level.

The vertical and horizontal alignment of the road
is based upon a design speed of 50 KPH. Road pavement structure
consists of six inches of crushed stone base course and a two inch
asphaltic concrete surface. Wearing surface is 18' wide with a 3'
crushed stone shoulder on each side, except where reduced in cut
sections. Required right-of-wav widths will vary depending on width
of embankment and side slopes. The Government will secure the
necessary rights of way before construction begins. Drainage
structures will consist of 36 inch reinforced concrete or corrugated
metal pipe culverts and Armco type pipe at selected catchment areas.
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Most of the alignment follows steep terrain and
requires major side hill cuts. Where required, gabion walls will be
oonstructed to environmentally protect the slope while providing
support for the fill sections. Side slopes will be armored with
surplus rock materials where feasible. The estimated oconstruction
period is 18 months. Provision is included to construct vista turn
outs from the road and pavement widening on steep grades.

3. tility Design

In recognizing the necessity for utilities to
serve the anticipated development on the southeast peninsula, USAID
investigated the feasibility of placing utility ducts in the road
during construction. Underground placement concurrent with road
oonstruction would maximize aesthetics and ensure required service
to hotel facilities. However, cost estimates indicated that nearly
$5.0 million would be added to the project ocost, exclusive of the
electrical and telephone cables which would be installed when
development occurs.

USAID believes that water is most essential, yet
costly, since a preliminary study reveals that, in addition to pipe
that could be placed in the road ($2.3 million), additional
production wells, two reservoirs and a pumping station will be
required. The Government has already had serious discussions with
CIDA on financing additionai aomestic water supplies on St. Kitts,
USAID therefore, believes tha: even partial funding of an overall
CIDA water resource and supply project would, besides placing a
strain on available USAID funds, create costly confusion between
U.S. and Canadian contractors.

Since diesel generators could temporarily provide
electricity to hotels and telephone service could similarly be met
when demand warrants, the assurance of water either through
Government commitment or through its CIDA donor will satisfy USAID's
concern regarding utility installations. As noted earlier, a firm
commitment of funds for the water supply system will be required as
a Condition Precedent to disbursement.

Sewerage. Sewage disposal is discussed in
detail in the LUMP and the EAR. Even with moderately dense hotel
development, sewage wollection and treatment facilities will be
required, probably incorporating a lagoon system with polishing
ponds to insure production of an acceptable effluent which could be
used for irrigation. Ponds would be carefully sited to miminize
both odor and visual effects. These are concerns which will be
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dealt with by the Southeast Peninsula Land Development and
Conservation Board when hotel development begins., Costs would
presumably be met by the private investors., where soil permeability
permits, low density residential developments could utilize septic
tanks with drain fields or soakways.

4, Environmental Design

An Environmental Assessment was carried out for
the proposed project by Island Resources Foundation. The analysis,
with specific regard to road construction, concerned impacts on the
terrain. Recommended mitigations include: provision of emergency
turn-outs and overlooks; erosion control; control of spillage of
surplus material over the slopes; and minimizing scarring of slopes
by excessive cut sections.

To prevent adverse impacts during road
construction it is proposed that an environmental engineer review
the proposed road design with PWD representatives. A field review
will identify remedies to problems likely to be faced during
construction. These remedies can be incorporated into the final
design documents and monitored for compliance during construction.

5. summary

The Project will provide an all-weather road from
the Frigate Bay roundabout, 10.4 km (6.6 miles) to Majors Bay. The
eighteen foot asphaltic concrete surface will be placed on six
inches of crushed stone. Two 3 foot crushed rock shoulders will be
provided except on the cut side.

The Government or other external donors will be
responsible for funding all utility installations. Environmental
considerations will be established prior to the start of
construction and monitored reqularly by the Project's supervisory
engineering staff,

The construction contractor will be paid on a
unit price basis for work described in the bidding documents.
Overall technical monitoring and review will be carried out by the
core contractor. A breakdown of construction costs is found in
Annex K.2. Construction is estimated to require eighteen months.
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B. Financial Analy:sis

USAID reguires that the Southeast Peninsula Development
Project be financiolly self-sustaining. The AID-financed study by
R.R., Nathan "pPotential for Recovery of Public Investments and
Costs: Southeast Peninsula, St. Kitts,” concludes that the
Governmment would need a capital outlay of US$12 million to develop
the Peninsula, which would cover the costs of road construction,
utilities and procurement of lands. ‘The oonsultant found that
completion of only ®...one major hotel-resort-condominium complex
within four years of the beginning of road construction would
generate sufficient economic activity on tne Peninsula...so
that.,.by the sixth year the cumulative annual revenues would nearly
equal the cumulative annual expenditures.” (A summary of the
projected revenue stream can bhe found in Section III.B.)

The Island Resources Foundation "Land Use Management
Plan" examined fiscal recovery of the costs of the road and water
system within the context of the land use management options which
they were recommending. Using conservative assumptions they
concluded that "total tax revenues exceed total road and water
expenditures by the ninth year."

There is clearly uncertainty surrounding timing of the
investments needed to generate revenue from Peninsula development.
There is also a need for Guvernment to outlay funds for public
facilities, road maintenance, and interest expense prior to year six
(or nine). The combination of these two problems resulted in a
decision by the Government of St, Kitts-Nevis to institute a two
phased tax program specifically for the Peninsula. The first phase
will be an amendment to current tax law which will provide for
varying tax rates for special development areas, of which the
Southeast Peninsula would be designated as the first., The tax on
property and land transfer will be increased, and the definition of
transfer will include sales, mortgages and leases. The first phase
will be legislated prior to oconstruction and will capture revenue
from early land speculation. The second phase, which is not vyet
clearly defined, will be implemented after the road has been built.

Fiscal recovery within the time projected will also
depend on the success of hotel development and tax oollection. To
assure adequate revenues, the Government has requested that the PMPP
Project provide long-term technical assistance to the Inland Revenue
Department to improve the tax administration system. To increase
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the probability of attracting hotel investment, the Government is
legislating the  Southeast Peninsula Land  Development  and
Conservation Board and USAID is providing technical assistanoce to
the Board to, amony otner things, analyze the impact of Government
policies on investment decisions.

C. Econoiic Analysis

‘The project since its inception has been ocontroversial,
with avid supporters and fervent detractors. One thread of
discussion on the pros and cons of the project has surrounded the
question of whether there is a reasonable degree of certainty that,
once the rcad and other infrastriucture ocomponents are in place,
private investors will construct tourism facilities. Another thread
of discussion has been whether, realistically speaking, there are
any alternatives to Southeast Peninsula development if the Kittitian
economy is to achieve growth, despite the probabilities involved in
the first question,

Given these questions, RDO/C contracted with a number
of consultants to determine if the project was viable. ‘wo of these
Studies are the "Land Use Management Plan" by Island Resources
Foundation (Annex F.3) and tne "bPotential Ffor Recovery of Public
Investinents and Costs™ by Robert R Nathan (Annex G.l), The R.R.
Nathan study includes a Supplement (Annex @.2) which provides
estimates of fne financial and sconomic viability of the project.

1. Land Use Management Plan Projections

The I:land Resources study, in a section
discussing returns to priva 2 sector hotel investors, indicates that
development of the Peninsula by private investors will provide
between 1.5 percent and 4 percent in annual returns depending on
hotel size, after all other oosts (capital and recurrent) are
acocounted for, and abstracting from inflation. That presentation of
returns is not the normal one with which most of us are familiar.
In that study, the authors indicate that these are the returns after
all costs of borrowing finds are oonsidered. Thus, using the more
familiar definition of "returns," an investor can expect between 11
and 15 percent return on his money (see Table 8b). The mission's
informal contacts with those knowledgeable about the hotel sector in
the Caribbein indicate that profit margins at the top end of this
range are not unacceptable to hoteliers. The study goes on to say
that in light of this assessment, the development of the Peninsula
will have to be very carefully managed or potential investors will
be uneasy  about--and therefore unlikely to put funds
into--investments.
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In order to test the sensitivity of the rate of
return to the assumption that private hoteliers are likely to come
into St. Kitts, we varied assumptions about the opportunity cost of
the funds used by the hoteliers and varied the occupancy rates. The
results are sensitive to those assumptions (see Tables 8a, 8b, and
8c). If a 60-percent occupancy occurs, then the rate of financial
return is about 12 percent for a 250-room hotel. On the other hand,
if 40 percent is the more likely long-term occupancy rate, then the
returns drops to about 7.5 percent. An 80-percent occupancy rate
would bring the rate of return up to 16.5 percent. Therefore,
judging from these data, derived from the Island Resources
Foundation study, a hotel of this size is only barely acceptable as
a risk.

Given the opportunity cost of funds, the Mission
anticipates that an investor who expects less than a 60-percent
occupancy rate will be very unlikely to invest. On the other hand,
large establishments will be better able to market their space and
to therefore count on a better occupancy rate. There have been
strong expressions of interest in the Southeast Peninsula from hotel
investors, most of whom said they were only waiting for the road and
other infrastructure to be in place. The experience with the Jack
Tar (formerly the Royal St. Kitts) resort facility at Frigate Bay
indicates that very high occupancy rates can be achieved on a year
round basis.

2. Fiscal Recovery Projections

The R.R. Nathan study, according to the terms of
reference, was to assess the capacity of the existing revenue
structure to capture sufficient revenues to cover the long-term
osts to the Governinent of providing the infrastructure to attract
investors. If that revenue structure was insufficient to cover
costs, the study was to suggest additional revenue measures to
ensure that the public sector costs of the Peninsula infrastucture
were oovered, In addition, the R.R. Nathan study was to include
various cost-benefit scenarios which the Mission could use to
evaluate the financial and economic viability of the proposed
project.

The stuuy assumes that there will be investment,
offers three scenarios of possible lags in hotel investment, and
ooncludes that there is, in one of the scenarios (the most
optimistic), reason to believe that the existing revenue structure
Wwill be able to cover infrastructure costs, The study also asserts,
on the basis of its conclusions, that there is no need for the
Government to ocontemplate additional revenue measures except as an
equity consideration.
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In fact, USAID believes that there is need to
worry about the public sector's ability to generate sufficient
revenues to cover oosts, and therefore the Government should
seriously consider additional revenue measures tc ensure that the
costs of Peninsula development borne by the Government are fully
covered. That conclusion derives from the now-perilous state of
Government finances and the fact that Government current-year
outlays associated with the infrastructure elements of the project
will not be covered by revenues resulting from Peninsula development
until at least the fifth year. (See Section III.B for Table of
Revenue and Expenditure Projections).

3. Conclusions

From the analyses carried out in the Mission and
by UsAID-financed consultants, the following conclusions are drawn:

(a) If the road and supporting infrastructure are
completed and if the regulatory structure to zone and
protect the Peninsula are put in place and adnered to,
then chere is at least an even chance that hotel
Investors will have 250 hotel rooms in place on the
Peninsula by the fifth year after road construction is
complete, and that another 250 rooms will be in place
by the eighth year;

(b) If this scenario occurs and if 60% room occupancy
rates are anticipated by hoteliers, then the Government
will, beginning in the fifth “year after road
construction, be able to cover same-year recurrent
costs (includicg amortization of construction debt)
from the revenues generated from economic activity on
the Peninsula. (It is estimated that the Government
will be able to cover same-year costs only after the
first year of full occupancy of the hotel.,) Hrrever,
in any scenario, returns will bpbe insufficient until
that first full year and, in light of the Government's
already serious financial problems, the Government
should give serious consideration to putting in place
additional revenue measures from the start to ensure
adequate Peninsula development-generated revenues to
cover these early-year cash flow problems. (Such
measures are also highly desirable from an equity
standpoint.);
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(¢) The financial rate of return associated with
public sector infrastructure osts is estimated at
approximately 17 percent, exclusive of additional
revenue measures, assuming that the scenario discussed
in point (a) (see Table 9). Thus, although in the
first few years after construction begins revenues will
be less than annual payments, these "losses"™ will be
more than oompensated for in subsequent years, if hotel
construction proceeds as in the scenario noted in point
(a) above. This apparently high rate of return for a
public infrastructure project must be balanced by
considering the riskiness of the project. (Indeed, if
hotel construction and therefore tax revenues are
delayed by even three years, the rate of return drops
to about 4 percent.);

(d) It should be recognized that although the
Government is obtaining a very favorable loan from AID,
the 2 percent rate of interest during the first five
years of the grace period and the 3 percent during the
second five years sharply increases interest payments
on public external debt. For example, assuming that
the entire loan funded infrastructure package is US$
11.4 million, the first quinguennium's annual payments
will be US$ 0.23 million, increasing projected interest
payments on Governmnent external debt for 1987 by about
30 percent over the aurrently projected US$ 0.7
million; and,

(e) One measure of the economic rate of return to
development of the Southeast Peninsula is calculated
elsewhere in this paper as being about 40 percent (see
Table 10). This estimate is based on a benefit stream
consisting of annual increments to the economy's
disposable income and a cost stream consisting of costs
of oonstructing, maintaining, and operating all
facilities [recreational and infrastructure) on the
Peninsula over the period. Again, this rate of return
is dependent upon a rapid entry of hoteliers with large
hotels, and drops off if hotels are not built until
later.

In sum, perhaps the most important consideration
is that if economic growth is to occur in St. Kitts and a transition
from sugar is to begin, there are probably no alternatives to the
development of the Southeast Peninsula. Because of the lack of
alternatives and because of the potential financial gains to the
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country, USAID supports the Government in seeking to develop the
Southeast Peninsula and concurs that it is a worthwhile risk. The
project dJdesign attempts to minimize that risk by: requiring the
Government to institute new revenue measures; providing for
improvements in the tax administration system; and, providing for
assistance in land use and environmental management.
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TABLE 8

SENSITIVITY TEST TO PRIVATE
INVESTMENT MODEL

(ALL VALUES IN THOUSAND EC DOLLARS)

IF OCCUPANCY RATE IS 40%

PRIVATE INVESTMENT MODEL (IRF) ANNUAL
IRR YEARS RETURNS
(%) 0 1 2 3-20
50 ROOMS 9.4 -4215.0 251.3 251.3 502.7
125 ROOMS 8.5 -10694.0 586.3 586.3 1172.7
259 ROOMS 7.5 -21900.0 1089.0 1089.0 2178.0
400 ROOMS 6.8 -34877.0 1608.3 1608.3 3216.7

IF OCCUPANCY RATE IS
PRIVATE INVESTMENT MODEL (IRF) ANNUAL
IRR YEARS RETURNS
(%) 0 1 2 3-20
50 ROOMS 14,8 -4215.0 377.0 377.0 754.0
125 ROOMS 13,5 -10694.0 879.5 879.5 1759.0
250 ROOMS 12,2 -21900.0 1633.5 1633.5 3267.0
400 ROOMS 11,2 -34877.0 2412.,5 2412.5 4825.0

IF OCCUPANCY RATE IS
PRIVATE INVESTMENT MODEL (IRF) ANNUAL
IRR  YEARS RETURNS
(%) 0 1 2 3-20
50 ROGMS 19.6 -4215.0 502.7 502.7 1005.3
125 ROOMS 18.1 -10694.0 1172.7 1172.7 2345.3
250 ROOMS 16.5 -21900.0 2178.0 2178.0  4356.0
400 ROOMS 15,2 -34877.0 3216.7 3216.7 6433.3

All data based on the Island Resources Foundation study's
"Private Investinent Model," which is table A-25 in that report
(see Annex F.3). USAID has altered the assumptions by assuming
that full returns would not accrue to the hotelier until year 3,
although there would be 50 percent returns for the first two
years.,

NOTES:



OPTIMISTIC IRR IS 16.8%
MID-RANGE TRR IS 3.5% 4]
TOAN PAYMENIS (ON US$11.4 MILLION IDAN)
RECURRENY Q718
1OTAL QCSTS
CUMULATIVE QOSTS
FISCAL REVENUES (OPT)

CUMULATIVE
FISCAL REVENUES (MID)

CUMULATIVE
FISCAL REVENUES (PES)

CUMULATIVE
NET RETURNS (OPT) -30780
NET REITURNS (MID) -30780V

1u

LOAN PAYMENTS 923
RECURRENT COSTS 3000
TOTAL QUSTS 3923
CUMULATIVE QUSTS 37695
FISCAL REVENUES (OPLIMISTIC) 17000

CUMULATIVE 78200
FISCAL REVENUES (MID-RANGE) 7400

CUMULATIVE 27800
NET RETURNS (OPTIMISTIC)

Ck\JLATIVE ERR
NET RETURNS (OPTIMISTIC) l4u00
NET RETURNS (MID-RANGE) 4400

NOTES:

1.

Puxlic costs are the sum of USAID's project

TABLE Y

" FINANCIAL ANALYSIS OF PUBLIC QOS1S
IN PENINSULA DEVELOPMENT

(ALL VALUES IN THGUSAND EC DOLLARS )

1 2 3 4 5
6l6 616 616 616 616
3000 300U 300U 30uu 300U
3616 3616 36l6 3616 36l6
2616 7231 lussy 14462 18uU78
100 3uu 1500 1500 8200
700 1ouv 2500 4000 12200
700 200
700 “uu S0u 900 9uou
700 200
ERR ERR ERR ERR ERR
-2300 ~2700 -150U -1500 5200
-2300 -2800 -30uUU -3000 -3000
11 12 13 14 15
2965 2965 2965 2965 2965
3500 3500 3500 3500 3500
6465 6465 6465 6465 6465
44160 U626 57041 63557 70022
18600 20100 26800 26500 27600
Y68UU 116900 143700 170200 197800
8300 8600 9200 9500 10200
36100 44700 53900 63400 73600
1200 6luu 5200 7200 7400
ERR ERR ERR ERR ERR
151u0 l66uUu 23300 23000 24100
4800 5100 5700 6000 6700

costs (US$7.9 million) and USAID's estimate of
in Annex G.2.)

millior, (see Aprerdix Table 1 of the Supplement to the PMPP fiscal recovery study,
assumption is made that costs outside USAID's project costs would be covered by loans equally concessional to USAID's loan terms.

Fiscal revenues are cerived from the same Supplement (and its Appendix ‘mables 2,

construction in a given year would result i
benefits would not occur until two years af

6 7 8 9
Y23 923 923 923
300U 3uuu 300U 3000
3923 3923 3923 3923
22001 25925 29848 337172
1800 9600 16100 15500
20000 29600 45700 61200
1400 6300 520U 660U
2300 860U 13800 20400
luu 1uu
ERR ERR ERR ERR
4800 66UV 131uv 12500
-160U 3300 2200 3600
16 17 18 19 20
2965 2965 2965 2965 2965
3500 3500 4000 4000 4000
6465 6465 6965 6965 bY65
76487 82953 89918 96884 10384y
29900 31900 38600 38400 39500
227700 259600 298200  3366UU 376100
10700 10700 1lu7uu 11400 12100
84300 Y5000  lu5700 117100 129200
7100 800U 8500 9500 1luzuu
ERR ERR ERR ERR ERR
26400 28400 34600 34400 355uu
7200 7200 6700 7400 8100

costs of other utilities (Us$ 3.5
The (perhaps somewhat generous)

3, and 4), but the assumption that hotel

n full public revenue benefits by the following year is altered to assume that such

ter construction is done.

...8{—


http:OPTIMIS.IC

TOTAL COSTS
INFRAS'TRUCIURE
TOURISM FACILITIES
INFRA OPERATING
FACILITIES OPERATING
{NON-PUB QDS'TS)

TOTAL BENEFITS (DiSP INCOME)

NE1 ETNEFIIS

ECONOMIC RATE OF RETURN IS

IF OCCUPANCY RATE IS

NOTES:

1.

This analysis is based on the "optimistic model®
Supplement to that study. ‘The relevant “benefits" line item in that table
that Supplement. Again, as in Table Y, the benefits have been delayed for
addition, the public costs item includes USAID's

public costs differ from tha

TOTALS
222153
33480
53073
3uuuu
105550
158623
433658

39.7%
603%

preceding table herein.

AABLE 10

ECONOMIC ANALYSIS OF PENINSUAL DEVELOPMENT

(ALL VALUES IN THOUSAND EC DOLLARS)

1
36480
33480

3000

4800

-31680

2
3000

300U

230V

=700

in the R.R. Nathan study,

4
24900

21900
300U

21900
1165y

-13242

5
16479

2529
3u00
10950
1347y
47400

25221

15150

3ouu
12150
12150
41700

39750

37050

2190U

3uuu
12150
34050
54%Uu

50750

8
26100

3000
23100
23100
87800

55500

loUU

61592.5

10
29207.5

2107.5
3000
24100
26207.5
8980L

6Y392.5

and therefore on the data in Appendix 'iable 2 in the

is “disposable income, " the explanation for which is in
one year beyond what the Supplement estimates. 1In
grant of US$ 1 million for technical assistance

connected with the project, so the

_6F—
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D. Institutional and Administrative Analyses

1. The Dimensions of the Task

The opening of the Southeast Peninsula for
development activities will tesult in a formidable set of new or
expanded planning, management, and regulatory responsibilities for
the Government of St. Kitts and Nevis. Prior to commencement of
construction projects, Government will establish both a legal and
administrative framework within which an orderly but also creative
process of economic growth and social change can take place without
causing environmental damage. If the Government either
underestimates the dimensions of this task or fails to provide
sufficient support for implementing land managem:nt policies or
environmental protection programs, then the integrated development
strategy proposed for the Peninsula will not be achieved,

The Government of St. Kitts and Nevis therefore confronts the
difficult task of rapidly developing new or expanded planning,
nanagement, marketing, and monitoring skills and services. Even a
preliminary listing of these new or expanded functions will include:

- tourism facilities permitting procedures

- establishment of standards and guidelines (buildings,
sewage, roads, marinas, coastal water quality, erosion
control)

- design ind implementation of an EIA process

- compliance monitoring

- environmental monitoring

- protected and public areas management

- land acquisitiu. and easements

- tax, licencing and user fee policies

- coordination of all of the above

2. Solutions to the Problem

USAID and the Government of St. Christopher and
Nevis recognize that planning, managing and monitoring the Southeast
Peninsula road construction and development of tourism facilities
and amenities constitutes a formidable set of new responsiblities
and tasks for the Government.

Both administrative leadership on the part of the Government
and a good working relationship between the public and private
sector are critical. The respective roles of the public and private
sector in the development of a venture of this sort are not always
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clear. Landownership at tne Southeast Peninsula is almost entirely
in private hands, while the means to secure funds for basic
infrastructure to open the area lies with the government. This
ambiquous situation has been complicated by lack of forml
communication networks between the Government and the Peninsula
landowners, and by the lack of sufficient administrative staff and
procedures on land use.

Completion of the predesign process described in Section
II.A.4 has culminated in a procedural and organizational framework
which views the Government as responsible for:

. building the road

. managing and monitoring the Peninsula's eavironment to
ensure sustainable use for generations to come

. promoting the Peninsula's development potential

. financing the necessary infrastructure

. legislating the necessary tax reform and fiscal
incentives

. legislating the necessary statute establishing a forum

for public/private sector land use and development
options with back-up technical expertise

. mobilizing public support for the national goals
associated with the Peninsula's development

. hiring the necessary personnel to oversee the managing,
monitoring and planning functions

. liasconing on both a formal and informal basis with the

Peninsula landowners.,

The framework for «carrying out these administrative
responsibilities is discussed in the following section,

3. Institutional Framework for SEP Development
Planning

a. The Planning Unit

The Planning Unit of the Ministry of
Agriculture, Lands, Housing and Development is presently undergoing
a revision in its functions and powers which will give the agency
more control over the physical planning process enabling the
officers to ensure that objective requirements are met. Legislation
has been drafted and passed by the National Assembly to this end.

The following are the primary functions and
powers of the Planning Unit:

- The planning and preparation of residential, commercial,
industrial, agricultural, institutional and other development
schemes.
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- The evaluation of any development scheme submitted to
Government for planning approval.

- The drawing up of schemes to develop land and to grant any
person permission to develop land with the concurrence of the
Minister in terms of the Land Development (control) Ordinance
No, 15 of 1966.

- To undertake or supervise development plans or capital
investment plans undertaken by or on behalf of the Government.

- To carry out planning studies related to the various sectors
of the economy on behalf of the Government,

- To prepare or assist in the preparation of physical
developinent plans, economic development plans, and
environmental,

- To monitor on-going development projects approved by
Government.

Additionally, with the opening of the
Southeast Peninsula for development the Planning Unit will have
primary responsibility for 1) liaison with the donor agencies
involved in the project; with the Attorney General's office for
legislative reform; with developers, with the SEP Development Board,
and with other Government departments; 2) establishment of
development standards and procedures for implementation of the SEP
Land Use and Development Plan; 3) implementation of environmental
protection regulations and development standards for the Peninsula;
4, serve as the Secretariat for the Development Board.

The Planning Unit will 1initially receive
all development proposals for the Peninsula, will ascertain the
completeness of each appli-tation and will circulate the same to the
Development Board and othe. government agencies. The Planning Unit
will recommend approval or disapproval all development proposals and
forward its decisions to the Board for submission to the Minister.

The Minister of Agriculture, Lands, Housing
and Development nas ultimate responsibility for the Planning Unit
and its operations, Chief technical responsibility for the
operation of the Planning Unit lies with the Director of Planning,
The Planning Unit itself is divid=d into three divisions: Physical
Planning, Economics, and Statistics. Each of these divisions is run
by a senior technician with technical staff support.

It is recognized, given the wide range of
powers and responsibilities devolving on the Planning Unit that it
is presently understaffed. The significant increase in planning
responsibilities which will occur with the opening of the Southeast
Peninsula for development necessitated increasing the technical
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capabilities and personnel of the Planning Unit. The establishment
of a technical assistance unit to work with the Planning Unit in
support of the Southeast Peninsula is designed to meet these needs.

b. Southeast Peninsula Land Development and
Conservation Board

In order to provid an organisational
framework for consideration of land use options and for reaching
consensus on a formal Land Use Management Plan, it was recommended
that a Southeast Peninsula lLand Development and Conservation Board
be created by enactment of appropriate enabling legislation (see
draft legislation in Annex I). The Board is being established, with
operating rules and regulations, to acocomplish the following
functional objectives:

To provide a forum for public/private sector
discussion on land use and development options
for the Southeast Peninsula;

To make recommendations to Government regarding
adoption of an official Land Use Management Plan
for the Southeast Peninsula based on the
guidelines suggested in this report, and in the
antecedent Environmental Assessment Report;

To review development applications for the
Peninsula, and to make recommendations to
governiient on project proposals submitted.

The initial task of the Board will be to prepare
and submit recommendations to Government on a development strategy
for the Peninsula, using as a benchmark for its deliberations the
guidelines suggested in the Land Use Management Plan prepared by
Island Resources Foundation. The objective is to reach agreement by
the pubiic and private sectors on specific details to be
incorporated into an official Southeast Peninsula Land Use and
Development Plan. That Plan will consist of both land use maps and
policy guidelines which should control overall development for the
Peninsula.

Following the adoption of an official ILand
Use and Development Plan, the Board will function as the authority
responsible to the Minister of Development for implementation of the
objectives set forth in the Plan. The Board will review all
development applications for the Peninsula; these must meet the
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criteria for land use defined in the official Southeast Peninsula
Land Use and Development Plan. Each project proposal must satisfy
the established criteria before the application is forwarded to the
Minister, who provides final approval.

The Board is being created by an act of
Parliament. Legislation will be followed by promilgation of
appropriate rules and requlations, The Board will he composed of
five personsappointed by the Minister and will consist of Government
representatives and non-government persons selected for their
professional skills and/or independent perspective and record of
commnity leadership. It is envisaged that Government
representatives will be from ministries or departments most directly
involved with Peninsula development, =2.g., Ministry of Labour and
Tourism, Attorney General's Office, Planning Office, Ministry of
Finance, or Ministry of Communications and Works.

To guard against disproportionate influence
being exerted by any individial or group of individials serving on
the Board, the term of office will be limited to three years.

c. Tecnnical Assistance Unit

The Southeast Peninsula Land Development
and Conservation Board will examine development issues from the
broader policy level while the Planning Unit will view issues from
the technical perspective required for enforcement of legislation.
The Board and the Planning Unit will be linked during the first 30
months by a Technicil Assistance Unit which will provide the
expertise and manpower rc-uired to get the land use, environmental
and administrative aspects 72f the project off the ground. A scope
of work and budget for tnis component of the project are included in
Annex K.l. The general tasks of the team will be as follows;

i, To provide support to the Board in
carrying out their responsibilities,

ii. To prepare a work plan and assure
timely implementation of recommended actions in the Southeast
Peninsula Environmental Assessment,

iii, To oonduct in-country training and
arrange a tour of model planned communities for key decisions makers.
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iv. to provide analysis to determine the
impacts of Government policies on investment potential for the Peninsula,

V. to develop systems to expedite the
approval process for investment applications.
TABLE 11

MINISTRY OF AGRICULTURE, HOUSING, LANDS
AND DEVELOPMENT

DEVELOPMENT DIVISION

] ]
! Minister ! ' !
! ! ! SEP Board !
¥ [] ]
) 5 Members
[] [] ]
!Permanent Secretary! !
(] [] 1
L ] .' ':
! : b
I v !  Technical !
! Director of ! ! Assistance !
! Planning ! ! Unit !
! ! ! !
! !
! Team Leader
) Technician
: : : Planning Officer
! : ! Short-term TA
] ' ! ! ! !
!Statistics! !Physical Planning! ‘Economist !
] L 1 ] 1 ]
_.-_!-——._. - : L ] - : L
Chief Statis- Physical Planning SNR. Eco.Planner
tical Officer Officer Asst. Eco. Planner
SNR. Statistic- Asst. Planning (In training)
al Officer Officer
Statistical Planning Asst.(2)

Officer
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4, Public Works Department.

The Public Works Department is a division of the
Ministry of Communications and Works and is responsible for the
construction and maintenance of all public roads, buildings, ports,
the airport, and government vehicles in the island of St. Kitts.
The Public Works Department is headed by a British Development
Division-financed consultant who has supervised the department for
the last seven years. The pattern of internal organization of the
Department is as follows:

TABLE 12

ST. KITTS PUBLIC WORKS DEPARTMENT

Superintendent
)

Assistant Superintendent
)

! ! 1
.Asst. Engineer! .Assistant Engineer! -Repair Shop Manager!
(Civil Works (Bldgs. Port) Vehicle Heavy Plant

! ! Foreman Foreman
1 1
. Inspector of Works? : Inspector of Works!
(Roads) (Vacant)
! : (18-20 non-established
Foremen Foremen 1echanics, laborers)
¢
: E :
Foreman Foreman Foreman

The Department which has major responsibility for
all Public Works and Government Repair is a well-run organization
with good staff and management. In addition to the above
responsibilities, the PWD houses Government Stores and does the
purchasing of all parts and machinery for government industries.
From conversation with the Superintendent and other employees, the
stores are well-stocked and parts are not a problem. Most parts,
which are ordered from abroad arrive within seven days. Procurement
procedures appear to be simple.

The Superintendent of the PWD runs a very
efficient operation. Although there is a vacancy at the Inspector
level, the PWD does not secem to have management weaknasses at the
established workers level.
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Both the Superintendent and the Assistant
Superintendent are carcying out their responsibilities with
considerable autonomy. The location of Government stores within
this Divi.ion facilitates PWD's ability to perform tasks
expeditiously.

The Superintendent is a qualified Engineer while
the Assistant Superintendent has 30 years experience with PwD. Both
Assistant Engineers are qualified. The Inspector of Roads has no
professional qualifications but has taken several overseas courses
on road oonstruction and maintenance. Non-established workers
including masons, carpenters and mechanics have various grades of
training; many are graduates of the Technical College.

With a laboring staff of approximately 150
full-time workers, the PWD seems to be adequately staffed for an
island the size of St. Kitts. Absenteeism is not a major problem
except during the Christmas/Carnival season. Workers with PWD do
not, as a rule work on estates, and thus are available full-time
throughout the year.

The Superintendent of the PWD has established a
well-run organization and personally directs much of its efforts.
The Superintendent has a good knowledge of all equipment and heavy
plant and its working condition and efficiency. Additionally, a
well-stocked store insures tii. maintenance of machinery and vehicles
for the duration of the Project.

The Superintendent is assisted by a capable and
efficient staff including an Assistant Superintendent. There will
be a foreman attached to the project and the necessary assistants.
Depending on weather conditions, this aspect of the Project should
be completed in eighteen months.

E. Social Soundness Analysis

1. Socio-Cultural Context

St. Kitts and Nevis, which achieved independent
statehood on September 19, 1983, is by Eastern Caribbean standards a
small oountry with a total population of 44,404 (35,104 on St.
Kitts) and a gross domestic product (GDP) of approximately US$43
million. The total labor force is approximately 17,000 persons. A
small but growing light manufacturing sector, approximately 30
firms, employs 3,000 persons generating approximately eight percent
of GDP. Sugar production occurs entirely on St. Kitts and occupies
12,000 acres out of 19,000 acres regarded as agricultural land.
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Given the decline in world sugar prices, the
Government's efforts to increase export earnings, tax revenues, and
employment opporiunities through expansion of the tourism sector is
quite understandable and defensible. The tourist industry has been
gaining in economic significance for the last five years. Arrivals
have been increasing yearly, particularly since 1983. Over 40,000
people visited St. Kitts and Nevis in 1985, up from 35,000 in 1983.
This performance is among the best in the Caribbean and reflects the
strong market interest in "new"™ destinations.

However, although tourist arrivals have been
increasing, St. Kitts and Nevis is hamstrung by transportation and
accomnodation constraints which limit the growth potential of the
industry. At present only two international airlines serve St.
Kitts on a weekly basis; there is no daily service. In order for
increased service to cccur, the St. Kitts and Nevis hotel sector has
to expand significantly. Given the ecology of the two islands, with
their mountainous interiors, attention has naturally turned to the
unoccupied Southeast Peninsula area, five times the size of the
largest area currently under development at Frigate Bay. For
development of the Southeast Peninsula to commence, however, the
need for a full-length penetration road has been acknowledged as
essential, This project is the culmination of a number of studies
and various engineering design proposals for such an access road.
It is also the culmination of and distillation of thorough research
and discussion on the likely implications of constructing such a
road and what necessary inputs for balanced economic development
should entail,

2. Socio-Cultural Feasibility

It was recognized by all parties that this
project could not be viewed or designed as simply a road
construction project. An undertaking of this sort which opens up
hither to undeveloped areas to intensive capital investment carries
with it many environmental, political, social, legal and fiscal
issues. Hence, this project is holistically designed to provide the
Government and the people of St. Kitts and Nevis with the necessary
institutional and legal Fframework to cope with the physical
development process of the Peninsula.

Thus, road construction is but one component,
albeit the most pivotal, in the entire project. This means,
therefore, that the project is complex and potentially fraught with
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many problems. Successful completion of both road construction and
the implementation of the institutional framework for managing
Southeast Peninsula development will reguire serious commitment on
the part of Government and individuals; it will require an intense
influx of skills and talents, some of which will be provided
locally, but much of which will be technical assistance provided by
outside consultants.

In designing this project one had to be cognizant
of the seriocus personpower constraints affecting its implementation
and ultimate success. The institutional framework was designed with
Kittitian professionals in a manner that all felt would best address
the serious administrative needs without unduly burdening Government
and individuals and without creating a bureaucracy urworkable
because of fiscal and personpower constraints.

However, it is necessary to caution that although
the institutional framework design is both needed and appropriate,
ongoing successful implementation will require political will on the
part of this, and future Governments. There are equity issues,
political issues and hard decisions which will have to be resolved
in the area of land use management and physical development of the
Peninsula. A deteriorating fiscal situation also impacts on
Government's ability to provide the necessary resources to affect
environmental controls and to fund and staff new positions.

3. Participant and Beneficiary Populations

The design process of this project has been a
thoroughly  collaborative one involving  Southeast Peninsula
landowners, prospective investors, regional enviromental
consultants, regional economists and most importantly the political
leaders and chief technicians of the Government of St. Kitts and
Nevis. In fact, the Environmental Assessment Team funded by USAID
included three Kitctitians appointed by the Government: a
hotelier/landowner, the Director of Planning and the Chief of the
Water Department, Additionally Government appointed a local
resources committee to overview the Land Use Management Plan
proposed by Island Resources Foundation and to make recommendations
to Government.

4, Equity Issues

The entire design thrust of this project, as a
development project, rather than simply a road construction project,
is to ensure as far as possible, that the opening up of the
Southeast Peninsula for development is done in such a manner as to
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ensure long-term benefits for the majority of the population of St.
Kitts and Nevis, including the environmental protection of this
patrimony. Hence, project design has entailed a number of analyses
resulting in a series of recommendations, many of which have been
incorporated as conditions precedent in the proposed road project.
Importantly, Government has agreed to a tax reform package which
includes amendment to the present law to provide for varying tax
rates for special development areas of which the Southeast Peninsula
would be designated the first. Taxes on land transfers and property
are to be increased and are to be assessed on a revised market
value. This first phase of taxation will be legislated before
construction of the road and will capture revenue from early land
speculation.

5. Social Impact and Spread Effects

Robert Nathan Associates, Island Resources
Foundation and Neidcorp have all analyzed the growth potential of
the Southeast Peninsula. These organizations have examined the
following: the prospects for recovery of public investment in the
road and other infrastructure; the potential for significant tax
revenue; the tourist development potential; the prospects for
overall Peninsula Development; the hazards facing the environment:
and the effect of the development on the labor force.

While all these analyses postulate that construction of
the road and the opening of the Southeast Peninsula to development
will result in considerable private investment, the generation of
revenue, increase in job opportunities and moderately optimistic
miltiplier effects, it is difficult to forecast or measure this
potential in a reliably quantifiable manner. Wwhat can be postulated
is that significant tourist investment on the Southeast Peninsula,
provided an equitable tax and revenue system is put into place,
would measurably assist the poor fiscal situation of St. Kitts and
Nevis, provide revenues which could benefit social welfare in many
areas and have widespread positive social impact.

Secondly, ocomponents of the project are designed to
ensure that investment on the Southeast Peninsula benefits as wide a
base of the local populace, Government, and indigenous private
sector as possible. Institutional development is designed not only
to provide for objective criteria and balanced land use, but also
for providing Kittitians with the necessary skills to oversee this
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balanced development, At the end of the project the foundaticns
for: environmental protection and monitoring, land use inanagement,
improved tax administration and better physical planning will be in
place and can be built on. Discussion of these components and areas
of concern are further discussed in Annex J.

F. Environmental Analysis

In oonformance with USAID Reg. 16, Environmental
procedures (22 CFR Post 216), a series of studies were prepared in
conjunction with the proposed penetration road under the assumption
that the project was an "area development action,” mnot just a road
oconstruction project, requiring lmg-term planning to avoid
environmental deterioration of the basic amenities of the Southeast
Peninsula,

An Initial Environmental Examination (IEE) was prepared
by the Regional Environmental Management Specialist (REMS) in June
1985 which recommended (1) that an Environmental Assessment (EA) be
undertaken in order to define and package the data base of
information on which development decisions could be made and to
prepare an Environmental Protection Strategy for the Southeast
Peninsula; and (2) that a Land Use Management Plan (1UMP) follow the
EA, which would serve as a basis for deciding upon future
environmentally sound development options.

The EA, conducted in October 1985 (Annex F.2) concluded that
during road construction unreasonable degradation of the terrestrial
and marine environments would not occur if precautions were taken
primarily to oontrol erosion and redice sediment inputs (e.g. from
spoil areas) to the adjacent marine environment. In the long term
and following road construction, imports by people and development
resulting from improved areas were also identified as potentially
serious threats to the Peninsula environment.

Therefore, factors such as strengthening the institutional
and legal basis to manage the environment of the Southeast Peninsula
and St. Kitts in general, were recommended in a more comprehensive
resource protection plan described in Chapter 5 of the EA. The
Government reviewed the EA and endorsed it in early 1986. Two key
agsumptions linked to the eventual execution of such a resource
protection plan are (1) that the Government's capacity to manage its
environmental resources be improved through major structural
adjustments in an institutional and legal sense; and (2) that some
manageable growth scenario for the Southeast Peninsula be promoted
in a socially and environmentally-accepted context.,
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The Land Use Management Plan (Annex F.3), prepared during
March - April 1986, elaborates a comprehensive set of nex and
expanded planning, management, and regulatory responsibilities for
the Government which will be implemented during road construction
and operational upon completion of the road. The Government is
prepared to establish both a legal and administrative framework for
environmentally sound economic growth on the Peninsula. USAID is
prepared to make available those necessary financial resources to
support the implementation of appropriate environmental protection
measures and a coherent land management and development policy,
including technical assistance, commodities and training.

Major program elements of the environmental protection plan
will be executed by the Government with the assistance of a
contractor, It 1is anticipated that the major duties of this
contractor would include: (1) institution-building with respect to
the proposed Southeast Peninsula Land Development and Conservation
Board; environmental education (Appendix D of EA); technical
assistance in the environmental sciences and on policy matters
pertaining to Southeast Peninsula development; identification of
trainees and training mechanisms for designated Government staff in
environmental management; and legislative reform, or its
facilitation by the Attorney General of St. Kitts and Nevis.

1, Remedial Environmental Protection Measures During
Road Construction

Appendix M and Section 4.1 and 5.1.1 of the LUMP
describe, in general terms, the measures necessary to protect the
coastal environment from road construction impacts. In sum, these
include:

(a) prevention of or mimimizing the effects of erosion

(b) entrapment of sediments (i.e. eroded materials)

(c) coordination of erosion and sediment control and management
of water run-off from selected sites along the proposed road
alignment.

The appropriate time to identify potentially
critical sites with respect to the above required measures would be
prior to finalization of the engineering plan and design. An
engineer from Louis Berger International and representatives of the
Public Works Department will review the IFB documents including
profile drawings, to ensure that, where possible, adequate measures
to address environmental oconcerns have been included. Quality
control/quality assurance of implementation of such remedial
measures will be the responsibility of the A&E Construction
Supervision Contractor, who will be selected prior to construction
commencement.
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2. Iegal and Instutional Elements of the land Use
Management Strateqy

The Government will approach the problem of
arriving at a mtually acceptable development strategy for the
Southeast Peninsula tnrough adoption of a Land Use Management Plan
and some appropriate development option such as the "manageable
growth scenario" elaborated in the LUMP. Chapter 5 and Appendices B
and C of the LUMP analyze the existing institutional framework
within which the Peninsula development activities may be planned and
executed. The basic components of the actiuvn agenda to implement
desired institutional and legislative changes are described in Table
5.1 of the LUMP, but are surmmarized herein as follows:

- Establishment of the Southeast Peninsula Land Development and
Conservation Board;

- Of ficial adoption of the Land Use and Development Plan;

- Training of Planning Office staff in environmental management
principles and of the Education Office in environmental
education;

- Preparation of Southeast Peninsula development guidelines
(especially the Developers Handbook), EIA procedures, and a
Recreation/Amenities Plan;

- Establishment of a parks and public recreation management
framework for designated Peninsula lands.

Each of these talks will serve as benchmarks of progress, or
discrete outputs of the project. The completion of each of these
tasks will be facilitated or directly accomplished by the Ministry
of Agriculture, Lands, Housing and Development, including any
necessary legislative reform mentioned in Table 5.1 or other
pretinent sections of the LUMP,

The institutionalization of the environmental management
process nust evolve within a West Indian time frame, that is
gradually over the Life-of-Project. Hence, there is a need tc be
flexible by not attempting to establish a rigid institutional
structure for the Board and other agencies, which will be eventually
mobilized to address the field and policy management needs of the
Peninsula.

In terms of a timeframe in which this action agenda for
expansion and upgrading of selected Government sectors, for
legislative reform, and for implementation of a regqula*ory framework
associated with development of the SEP, it is anticipated that all
basic elements will be in place by the end of the road construction
phase., For this reason, the environmental management/technical
assistance contract will be for a period of 30 months,
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VII. Conditions Precedent Covenants

The following conditions and covenants will be included in
the Loan/Grant Project Agreement:

A, Conditions Precedent

1. First  Disbursement. Prior to the first
disbursement of the Assistance, or to the issuance by A.I.D. of
documentation pursuant to which disbursement will be made, the
Cooperating Country will, except as the Parties may otherwise agree
in writing, furnish to A.I.D. in form and substance satisfactory to
A.I.D.:

(a) An opinion of oounsel acceptable to A.I.D.
that this Agreement has been duly authorized and/or ratified by, and
executed on behalf of, the Cooperating Country, and that it
constitutes a valid and legally binding obligation of the
Cooperating Country in accordance with all of its terms; and,

(b) A statement of the name of the person holding
or acting in the office of the Cooperating Country specified in
Section 9.2, and of any additional representatives, together with a
specimen signature of each person specified in such statement.

2. Construction Supervision and Construction
Services. Prior to any disbursement of loan funds for construction
supervision and construction services, or to the issuance by A.I.D.
of documentation pursuant to which disbursement will be made, the
Cooperating Country will, 2xcept as the parties may otherwise agree
in writing, furnish to A.I.». in form and substance satisfactory to
A.I.D.:

(a) Evidence that legislation to establish a
Southeast Peninsula Land Development and Conservation Board,
acceptable to A.I.D., has been approved by Cabinet and passed by the
National Assenbly;

(b) Evidence that funds have been committed to
finance the installation of a water supply system for the Southeast
Peninsula;

(c) Evidence that the Government of St.
Christopher and Nevis has obtained, or 1is in the process of
obtaining, all necessary rights of way to lands where oconstruction
activities will take place under the A,I.D.-financed part of the
Project:;
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(d) Evidence that; (i) an employee of the
Planning Unit has been assigned for thirty months to work with the
Technical Assistance team which will assist the Southeast Peninsula
Land Development and Conservation Board, (ii) an employee of the
Ministry of Agriculture, Lands, Housing and Development has been
appointed Project Manager with respect to all aspects of the
Project, (iii) an employee of the Public Works Department has been
given signature authority for requests for payment by the
construction and supervisory engineering contractors; and, (iv) an
employee of the Ministry of Finance has been appointed to liaison
With the Public Management and Policy Planning Contractor in
completing tasks under the financial program of the Project;

(e) Evidence that the Southeast Peninsula has
been designated a Special Development Area and that such fiscal
measures as may be necessary have been enacted with regard to that
Area sufficient to finance the costs associated with the public
sector expenditures incurred in development of the Southeast
Peninsula; and,

(f) Evidence that Parks and Reserves Legislation
has been approved by Cabinet and passed by the National Assembly.

B. Special Covenants

1. Project ivaluation. The Parties agree to
establish an evaluation program as part of the Project. Except as
the Parties otherwise agree in writing, the program will include
during the implementation of the Project and at one or more points
thereafter:

(a) Evaluation of progress toward attainment of
the objectives of the Project;

(b) Identification and evaluation of problem
areas or constraints which may inhibit such attainment;

(c) Assessment of how such information may be
used to help overcome such problems;

(d) Evaluation, to the degree feasible, of the
overall development impact of the Project.

2. staffing and Meetings of the Southeast Peninsula

Land Development and Conservation Board. The Government of St.
Christopher an% Nevis agrees to appoint representatives to the
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Southeast Peninsula Land Development and Conservation Board, to
assure that the Board meets on a regular basis to address Peninsula
development issues and to implement a Southeast Peninsula Land Use
and Environmental Management Plan.

3. Maintenance Costs, The Government of &t.
Christopher and Nevis agrees to provide on a continuing basis
adequate funds for the maintenance of the road to be oonstructed
under the Project.

4, Land Use Management Plan. The Government of St.
Christopher and Nevis agrees to prepare a national land use
management plan,

5. Provision of Utilities. The Government of St.
Christopher and Nevis agrees to provide, or cause to be provided,
installation of the utilities required to meet projected derand on
the Southeast Peninsula.
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VIII. Evaluation Plan

The progress of this sub-project will be closely monitored on
an ongoing basis by the USAID Project Committee and the IEMS
contractor within the umbrella project monitoring framework. RDO/C
will hold monthly reviews with the IEMS core contractor to assess
all aspects of performance.

Additrionally, there will be two formal evaluations of this
sub-project. The first evaluation will be conducted not later than
eighteen months after the signature of the Project Agreement. The
final evaluation will be carried out not less than three months
before the PACD of the subproject which is September 1989,

The first evaluation will focus principally on contruction
status, institution building and policy elements of this
sub-project., Specifically, it will assess the progress being made
with the establishment of a functional Southeast Peninsula Land
Development and Conservation Board. The evaluation will examine how
the Board is carrying out the following responsibilities:

A, evaluation of residential, oommercial, industrial,
agricultural and other developmental schemes;

B. Recommendation in respect to; 1. allotment, reservation
and 2zoning of land for different purposes; 2. control
of pollution and mintenance of the environmental
quality of the Southeast Peninsula, including ooastal
conservation; 3. development and implementation of an
environmental protection plan; and, 4. preparation of
schemes to develop lands;

C. Conduct of planning studies; and,
D. monitoring of private sector development schemes.

The evaluation will assess implementation of the Board's
workplan and review the status of Government's actions regarding:

- the environmental edication program;

- a "Developer's Handbook";

- Environmental Impact Assessment procedires;

- Plans for: Brosion Control and Sediment Reduction,
Wildlife/Endangered Species
Management,
Beaches and Dunes Management,
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A National Conservation Strategy,
Land Acquisition (recreation, parks,
utilities, etc.)
Marine Resources Management,
Recreational Development and
Management,
Parks and Protected Areas,
Reforestation,
Tourism Amenities/Utilities; and,

- Assistance in drafting promulgation of laws for parks

and reserves enforcement.

The evaluation will also review implementation of legislative
and policy measures required to facilitate enterprise development.
This evaluation will therefore assess the operations, systems and
Eéqcedures of the Board, its staffing patterns and its potential for

Ing an effective organization for managing the competing demands
of economic development and environmental protection. This mid-term
assessment is expected to recommend whatever modifications are
necessary to assure the establishment of the institutional,
financial and infrastructure framework for the physical and economic
development of the Peninsula.

The final evaluation to be completed prior to the PACD,
will be an impact evaluation and will review lessons learned. It
will seek to determine the extent to which this subproject has
contributed to the development of the tourism sector as a means of
broadening the economic base of the country. In this connection,
this evaluation will ascertain the degree to which private sector
investment can be attribued to project activities., It will also
examine the impact of construction activities on the environment.
Finally, it will assess how successfully the Board's functions
(above) have been institutionalized.

The level of effort required for the initial evaluation
will be a minimum of 1.5 person months each for a Transportation
Economist, an Institutional Development Specialist and an
Engineer/Environmental Specialist,
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OF INFRASTRUCTURE CLUSTER PaOJECT WAS DEFERRED AT ACTION
PLAN AND INFRASTRUCTURE PID REVIEWS UNTIL AFTER
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1. APPRECIATE THOUGHTFUL CABLE REQUESTING MOST
CONCESSIONAL TERMS FOR SUBJECT PROJECT.

2, ST. KITTS'NEVIS NOW QUALIFIES FOR 25 YEAR TERMS WITH
1¢ YFAR GRACE PFRIOD. INTEREST IS 2 PERCENT DURING
FIRST FIVE YEARS; 3 PERCENT DURING SECCND FIVE YEARS;
ANDIS PFRCENT DURING THE FIFTEEN YEAR AMORTIZATION
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IS NOT APPROVED. SHULTZ
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5C(1) - PROJECT CHECKLIST

Listed below are statutory criteria applicable to projects. This section is
divided into two parts. Part A. includes criteria applicable to all

projects. Part B. applies to projects funded from specific sources only: B.l.
applies to all projects funded with Development Assistance loans, and B.3.
applies to projects funded from ESF.

CROSS REFERENCES: IS COUNTIRY CHECKLIST UP-TO-DATE?
HAS STANDARD ITEM CHECKLIST BEEN REVIEWED FOR THIS PROJECT?

A. GENERAL CRITERIA FOR PROJECT

1. FY 1986 Continuing Resolution
Sec. 524; FAA Sec. 634A

Describe how authorizing and Subproject is part of IEMS Project
appropriations committees of (538~0138) Congressi®nal Notification
Senate and House have been or which was sent forward and expired on
will be notified concerning March 8, 1986.

the project;

2. FAA Sec. 611(a)(l). Prior to Yes, this has been done,
obligation in excess of
$500,000, will there be (a)
engineering, financial or
other plans necessary to
carry out the assistance and

(b) a reasonably firm Yes
estimate of the cost to the
U.S. of the assistance?

3. FAA Sec. 611(a)(2). 1If This subproject requires one plece of
further legislative action is new legislation and an amendment to
required within recipient current legislation. We have received
country, what is basis for a draft of the new legislation. No
reasonable expectation that funds will be committed until both
such action will be completed actions have been enacted by the
in time to permit orderly National Assembly. The terminal date
accomplishment of purpose of on this action is 180 days.

the assistance?

&,
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FAA Sec. 611(b); FY 1986
Continuing Resolution Sec

301 If for water or
water-related land resource
construction, has project met
the principles, standards,
and procedures established
pursuant to thc Water
Resources Planning Act (42
U.S.C. 1962, et seq.)? (See
AID Handbook 3 for new
guidelines.)

FAA Sec. 611(e). If project
1s capital assistance (e.g.,
construction), and all U.S.
assistance for it will exceed
$1 million, has Mission
Director certified and
Regional Assistant
Administrator taken into
conslderation the country's
capability effectively to
malntain and utilize the
project?

FAA Sec. 2uY. 1Is project
susceptible to execution as
part of regional or
multilateral project? If so,
why 18 project not so
executed? Information and
conclusion whether assistance
will encourage regional
development progranms.

FAA Sec. 601(a). Information
and conclusions whether
project will encourage
efforts of the country to:
(a) increase the flow of
international trade; (b)
foster private initiative and
competition; and (c)
encourage development and use
of cooperatives, and credit

ANNEX B
PAGE 2 of 9

Not applicable.

Yes, the Mission Director has
certified that St. Christopher and
Nevis has the capacity to use: and
maintain the project.

No.

The subproject provides the
infrastructure base for foreign and
local investment in private sector
enterprises.



8.

9.

10.

11.

unions, and savings and loan

assoclations; (d) discourage
monopolistic practices; (e)

improve technical efficiency

of industry, agriculture and

commerce; and (f) strengthen

free labor unions.

FAA Sec. 601(b). Information

and conclusions on how
project will encourage U.S.
private trade and investment
abroad and encourage private
U.S. participation in foreign
assistance programs
(including use of private
trade channels and the
gervices of U.S. private
enterprise).

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

1986 Continuing Resolution

Sec 507. Describe steps
taken to assure that, to the
maximum extent possible, the
country 1s contributing local
currencies to meet the cost
of contractual and other
services, and foreign
currencies owned by the U.S.
are utlliized in lieu of
dollars.

FAA Sec. 612(d). Does the

U.S. own excess foreign
currency of the country and,
if so, what arrangements have
been made for its release?

FAA Sec. 601(e). Will the

project utilize competitive
selection procedures for the
awarding of contracts, except
where applicable procurement
rules allow otherwise?

ANNEX B
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The subproject will utilize U.S. firms
as construction supervisors,
contractors, and land use management
contractors.

Not applicable.

No.

Contracts for subproject activities
will be let according to the Federal
Aquigition Regulations as amended to
reflect AID special circumstances.



12.

13.

14.

15.

16.

FAA 1986 Continuing
Resolution Sec. 522. 1If
assistance is for the
production of any commodity
for export, is the commodity
likely to be in surplus on
world markets at the time the
resulting productive capacity
becomes operative, and is
such assistance likely to
cause substantial injury to
U.S. producers of the same,
gimilar or competing
commodity?

FAA 118(c) and (d). Does the

project comply with the
environmental procedures set
forth in AID Regulation 16.
Does the project or program
take into consideration the
problem of the destruction of
tropical forests?

FAA 121(d). If a Sahel
project, has a determination
been made that the host
government has an adequate

system for accounting for and.

controlling receipt aid
expenditure of project funds
(dollars or local currency
generated therefrom)?

FY 1986 Continuing Resolution

Sec. 536. Is disbursement of
the assistance conditioned
solely on the basis of the
policies of any multilateral
institution?

ISDCA of 1985 Sec. 310. For
development assistance -
projects, how much of the
funds will be available only
for activities of
economically and socially
disadvantaged enterprises,

ANNEX 3
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Not applicable.

Subproject design included a full
environmental assessment and project
implementation will include an AID
financed environmental management
program,

Not applicable,

Not applicable.

No.

Not applicable.
funded.

This Project is ESF

o\
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historically black colleges
and universities, and private
and voluntary organizations
whiclk are controlled by
individuals who are black
Ame_.icans, Hispanic
Americans, or Native
Americans, or who are
economically or socially
disadvantaged (including
women )?

B. FUNDING CRITERIA FOR PROJECT

1. Development Assistance
Project Criteria

a. FAA Sec. 102(a), 111, Not applicable.
113, 281(a). Extent to
which activity will (a)
effectively involve the
poor in development, by
extending access to
economy at locali level,
increasing
labor-intensive
production and the use
of appropriate
technology, spreading
investment out fron
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,
egpeclally by technical
asslstance, to assist
rural and urban poor to
help themselves toward
better 1life, and
otherwise encourage
democratic private and
local governmental
institutions;

U~
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(c) support the
self-help efforts of
developing countries;
(d) promote the
participztion of women
in the national
economies of developing
countries and the
improvement of women's
status, (e) utilize and
encourage regional
cooperation by
developing countries?

FAA Sec. 103, 103A, 104,

105, 106. Does the

project fit the criteria
for the type of funds
(functional account)
being used?

FAA Sec. 107. 1s

emphasis on use of
appropriate technology
(relatively smaller,
cost~saving, labor-using
technologies that are
generally most
appropriate for the
small farms, :mall
businesses, and small
incomes of the poor)?

FAA Sec. 110(a). Wwill

the recipient country
provide at last 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)?

ANNEX B
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Not applicable.

Not applicable,

Not applicable.



FAA Sec 122(b). Does
the activity glve
reagsonable promise of
contributiug to the
development of economic
resources, or to the
increase of productive
capacities and
self-sustaining economic
growth?

FAA Sec. 128(b). If the

activity attempts to
increase the
institutional
capabilities of private
organizations or the
government of the
country, or if it
attempts to stimulate
sclentific and
technological research,
has 1t been designed and
will it be monitored to
ensure that the ultimate
beneficlaries are the
poor majority?

FAA Sec. 281(b).

Describe extent to which
program recognizes the
particular needs,
desires, and capacities
of the people of the
country; utilizes the
country's intellectual
resources to encourage
institutional
development; and
supports civil education
and training in skills
required for effective
participation in
governmental processes
essential to
self-government.
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Not applicable.

Not applicable.

Not applicable.



2. Development Assistance

Project Criteria (loans Only;

a,.

b.

FAA Sec. 122(b).

Information and
conclusion on capacity
of the country to repay
the loan, at a
reasonable rate of
interest.

FAA Sec. 620(d). If

assistance 1s for any
productive enterprise
which will compete with
U.S. enterprises, 1s
there an agreement by
the reciplent country to
prevent export to the
U.S. of more than 20% of
the enterprise's annual
production during the
1ife of the loan?

3. Economic Support Fund Project

Criteria

a.

FAA Sec. 531(a). Will
this assistance promote
economic and political
stability? To the
maximum extent feasible,
is this assistance
consistent with the
policy directions,
purposes, and programs
of Part I of the FAA?

FAA Sec. 531(c). Will
assistance under this
chapter be used for
military, or
paramilitary activities?

ANNEX B
PAGE 8 of 9

Not applicable.

Not applicable.

Economic and political stability will
be enhanced by diversifying the
economy and making i1t less vulnerable
to downward trends in sugar prices
thereby safeguard employment
opportunities and foreign exchange
earnings.

No.



C.

1SDCA of 1985 Sec. 207.

Will ESF funds be used
to finance the
construciion of, or the
operation or maintenance
of, or the supplying of
fuel for, a nuclear
facility? If so, has
the President certified
that such country is a
party to the Treaty on
the Non-Proliferation of
Nuclear Weapons or the
Treaty for the
Phohibition of Nuclear
Weapons in latin America
(the "Treaty of
Tlatelolco"), cooperates
fully with the IAEA, and
pursues nonproliferation
policies consistent with
those of the United
States?

FAA Sec. 609. If

commodities are to be
granted so that sale
proceeds will accrue to
the recipient country,
have Special Account
(counterpart)
arrangements been made?

ANNEX B
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None.

Not applicable.
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MISSION DIRECTOR'S GRAY AMENDMENT CERTIFICATION

"I, James S. Holtaway, as Director of the Regional Laevelopment
Office/Caribbean, hereby certify that the procurement plan was developed
with full consideration of maximally involving Gray Amendmernic
organizations in the provision of required goods and services and that
the Southeast Peninsula Area Development Project is appropriate for
minority or Gray Amendment organization contracting,”

James S. Holtaway
Director

C/éfl L4 /\74746@27( ”U; £~

-~j(’/l222~"—447 /é// ;7576

Date ‘




ANNEX C.2

CERTIFICATION PURSUANT TO SECTION 611(e) OF THE

FOREIGN ASSISTANCE ACT OF 1961, AS AMENDED

I, James S. Holtaway, as Director of the Regional Developrent
Office/Caribbean, having taken into consideration, among other things,
the maintenance and utilization of projects in the Caribbean Region
previously financed or assisted by the United States, do hereby certify
that in my judgement the Government of St. Christopher and Nevis has both
the financial capacity and the human resources capability to effectively
utilize and maintain goods and services procured under the proposed
capital assistance loan and grant project entitled Southeast Peninsula
Area Development Project.

This judgement is based upon the implementation record of
externally financed projects, including USAID-financed projects, in St.
Christopher and Nevis and the quality of planning which has gone into
this new project,

% AL 'Q/ %@Z?&w,/,
/ #

James S. Holtaway
Director

Jqﬂ?@z@, [ 6,/ 788

Date



PRIME MINISTER
ST. KITTS AND NEVIS

GOVERNMENT HEADQUARTERS,

Ref.No .. PMfS1[1....... P. 0. BOX 186,

ST, KITTS, W. L

11th September, 1986.

Mr. James S. Holtaway,
Director,

USA1LD,

P.0. Box 302,
Bridgetown,

Barbados, W.1l.

Dear Mr. Holtaway,

The purpose of this letter is to request that the United States
Government assist the Government of St. Christopher and Nevis to
diversify its economic base by opening the Southeast Peninsula for
tourism development. This expansion will offer an opportunity for
employment creation and foreign exchange earnings which will partially
relieve this country of its dependence on sugar production.

During the past twelve months the Government of St. Christopher and
Nevis has been working with USAID to design the Southeast Peninsula Area
Development Project and to examine the long range environmental, fiscal,
and institutional impacts of opening 20% of this country's land area to
development. The project as designed will include: a penetration road;
water, power and telephone utilities; a financial program; and, a
development council supported by a land use unit. We are requesting that
USAID provide financial assistance for the road and technical assistance
to the financial program and the land use management unit. The estimated
cost of this assistance will be US$8,900,000.00.

The penetration road will be an all-weather road from Frigate Bay to
White House Bay. The road structure will consist of six inches of
crushed stone base course and a double bituminous surface treatment. The
wearing surface will be eighteen feet wide with shoulders wide enough to
accommodate the installation of utilities. 1Installation of waterpipe,
conduits and manholes for the utilities will be financed by our
Government whereas the more costly upgrades in supply will be financed by
other donors or the utility services themselves. The actual utility
conncctions will occur when user demand is imminent.

/The Government

Page 1 of 2
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Ref. Na ...

ANNEX D
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PRIME MINISTER
ST. KITTS AND NEVIS

GOVERNMENT  HEADQUARTERS,

PM/S1/1 P, 0. BOX 186,
ST RITTS, WL
Mr. James S. Holtaway, - 2 - 11th September, 1986.
USAID,
Barbados.

The Government of St. Christopher and Nevis assures the United
States Government of its full cooperation in carrying out the Southeast
Peninsula Area Development Project.

The Government of St. Christopher and Nevis further confirms its
decisions in respect of the establishment of the Southeast Peninsula
Development Authority, and the financial program as communicated to you
in my letter of 19th August, 1986. The manpower, financial, and other
inputs required of us will be provided in an expeditious manner.

We look forward to a continued, combined effort by both governments
to yield a productive and beneficial program for the people of St. Chris-
topher and Nevis.

Yours gincerely, \)
J > !;\ e
A K AS
,,/;f// P
: enngdy A. Sigfyronds
Prine’ Minister.



PROJECT DESIGN SUMMARY
LOGICAL FRAMEWORK

Sub-Project Title & Number: Southeast Peninsula Area Development Project No. 538-0138.01

Life of Project:

From FY 1986 to FY 1Y8Y
Total U.S. Punding: US$ 8.9m
late Prepared: 09/05/86

NARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE INDICATORS

MEANS OF VERIFICATION

IMPORTANT ASSUMPTIONS

Program or Sector Goal: To diversify
the economy, increase foreign
exchange earnings and employment,
and to promote broadly based
economic growth through an expan-
sion into the tourism sector.

Measures of Goal Achievement

1. Initiation of resort facility
construction.

2. Decrease in unemployment or
shift of workers from sugar
industry.

1. Monitoring of issuance of
building permits and changes
in land owmership.

2. Statistical records of the
planning unit.

Assumptions for achieving goal
targets:

Continued availability of persomal
disposable income for international
travel by North Americans and
BEuropeans.

Project Purpose: To establish the

institutional, financial and infra-
structure framework for the
physical and economic development
of the Southeast Peninsula of

St. Kitts.

Conditions that will indicate purpose

has been achieved: End of project status.

1. Road constructed, utility installation

underway.

2. SDA taxation established, taxes
assessments issued, collections
received.

3. Southeast Peninsula Board meeting,
LUMP accepted, decisions being
made, zones established, investment
applications being processed.

4. Environmental Management Program
underway.

1. Completion of construction

2. Enactment and enforcement
of fiscal and taxation
laws.

3. Enactment of Board legis-—
lation, minutes of meetings,
regulations gazetted.

4. Regulations established,
publicity distributed.

Assumptions for achieving purpose:

1. GOSKN adherance to
recommendations set forth
in the Environmental
Assessment, LUMP report, and
the Fiscal Recovery Report

2. Funding committed by other donar
sources and utility companies
for utility installation.

Outputs

1. Construction of road

2. Establisiment of an environmental
management program.

3. Functional Land Development and
Conservation Board.

4. Special Development Area
taxation which is billed and
collected.

5. Initiation of utility installation
and hotel/resort construction.

Magnitude of Outputs

1. 4 miles.

2. An environmental education program;
a “"Developer's Handbook™;
Environmental Impact Assessment;
Ercsion control and sedimemt
reduction plan;
Wildlife/Pndangered species Mngmt.
plan;

Beaches and dunes management plan;
National conservation strategy;
Marine Resources Management plan;

Parks and Protected Areas plan; and,

Reforestation plan.

3. Rules and Regulations of Board
promulgated, LUMP accepted, 24
meetings recorded.

4. 30 bills issued & collected
for two consecutive years.

5. Water system installed, electricity
and phone system installation

underway, one new resort complex
completed.

Through regular visits and/or
periodic reports of LUMP unit.

Assumptions for achieving
outputs:

1. Enactment and enforcement of
land Use legislation.

2. Active investment by pivate
sector developers

3. Construction of the road
and utilities along the SEP.

¢ 30 1 93eq
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Inputs: Implementation farget (lype and Quantity) Assumptions for Providing Inputs:

AID FOSKN TOTAL USAID disbursement records, Road and Utilities need mainten-
Ministry of Communications ance prior to PACD,
Technical Assistance 612,000 - 612,000 and Works Maintenance Records,
planning units staff assignments.
Training 50,000 - 50,000
Cormodities 74,000 - 74,000
Other
Construction 7,900,000 - 7,900, 000
Land Use Program 198,000 100,000 298,000
Water Supply System - 2,00U, 000 2,800,000
Evaluation 66,000 - 66,000
Total 8,900,000 2,100,000 11,000,000
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LAC/DR~1EE-85~38
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St. Kitts

Southeast Peninsula Access Road
538-0138

James J. Talbot

REMS/CAR

Positive Determination
Concur with Recommendation
None

James §, Holtaway, Director

RDO/C
Mike Deunetre, RDOQ/C
USAID/Haiti

James J. Talbot,

Wendy Stickel, LAC/Dxr/CAR

1EE File

/m j, ',L/M}‘m bare MAY 291985

James S. Hester

Chief Eunvironmental QOfficer

Bureau for Latin America
and the Caribbean



INITIAL ENVIRONMENTAL EXAMINATION
Project Location: St. Kitts
Project Title: Southeast Peninsula Access Road
(538-0138)
Funding:
IEE Prepared By: \/M,LL.\@“’“
Jafles J. falbot
Redional Environmental Management
Specialist/Caribbean
Date: May 13, 1985
!
Recommended Threshold Decision: Positive Determination
Concurrence: A% a(\ %&0
James S, Holtaway
Director
USAID, Regional Developmen: Office/
Caribbean
Date: May 17, 1985

Chief Environmental Officer, LAC Decision:

Recommendation Approved : Date:

Recommendation Disapproved: Date:
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James J. Talbot
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Washington, D.C. Office
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WASHINGTON, D.C. 20036
1202) 265-9712

Caribbean Headquarters
RED HOOK BOX 33, ST. THOMAS
U.S. VIRGIN ISLANDS 00802
(809) 775-6228

LAND USE MANAGEMENT PLAN

FOR THE SOUTHEAST PENINSULA
ST. KITTS, WEST i DIES

(July 1986)

Prepared For
The Government of St. Kitts and Nevis

Prepared By
The Island Resources Founds: ion
St. Thomas, U.S. Virgin Islands

Edward L. Towle, Ph.D.
Team Leader

With Funding Support From
U.S. Agency for International Development
‘ Regional Development Of fice/Caribbean
Bridgetown, Barbados

Team Members:

Ivor Jackson, M.A. Bruce G. Potter, B.A.
Barbara J. Lausche, J2.D. Luis A. Torres, B.A.
N.J.0. Liverpool, LL.B., Ph.D. Judith A, Towle, MPA
Jerome L. McElroy, Ph.D. Werner Wernicke, M.S.
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A.6.2 Private lnvestment Models

The Private Investment Models are an attempt to illustrate the kinds
of return which might be expected by an "average" investor in a new

resort in the Southeast Peninsula. This model is a tool for under-
standing some of the constraints facing private investors and de-

velopers. Although built from a variety of local and regional fac-
tors, the model illustrates the low rates of return usually reported
for resort developments throughout the E£astern Caribbean, such as the
1985 Horvath and Horvath/American Express report on tourist resorts in
Latin America and the Caribbean. In spite of the model's relatively
small size, the development of this model received more attention than
any other aspect of the economic analysis.

The reason for this attention is that the model is pessimistic about
the opportunities for profitable investments in resort properties in
the Southeast Peninsula. The four scenarios presented here (Table A-
25), representing four different size hotels, show average internal
rates of return over twenty years of 1.5% to 4.4%. The inverse rela-
tion between hotel size and rate of return is primarily explained by
the model's constant room rate and the arguable assumptions that amen-
ities in larger resorts are more expensive, while variable costs re-
main relatively constant. Although these cost assumptions could be
varied, the assumptions employed are consistent with current regional
experience, and the basic construction cost ($EC 190/square foot) is
already extremely low.

These low returns do not mean a carefully planned and managed resort
cannot realise a substantial profit in St. Kitts; it does mean, how-
ever, that private investers must be able to assure that their invest-
ment plan is superior to oi“er, more "average' hotel developments in
the region. Forms of mixed hotel/condominium ownership would appear
to be especially attractive options, since larye portions of the re-
sort development costs are borne by individual private investors (who,
if U.S. taxpayers, often gain tax advantages).

From the private investor's perspective, the critical factor in a-
chieving a profitable hotel is the ability to charge room rates con-
siderably above the average for tourist hotels in the Eastern Carib-
bean. Maintaining a high occupancy rate (over 80%) and designing
unique management models (labour intensive with low capital and energy
costs, such as Ocean Terrace Inn in St. Kitts or Young Island Resort
in St. Vincent) are also promising development alternatives. The
cautionary note provided by the Private Investment Model is that the
total environment of the Southeast Peninsula must be attractive to re-
latively wealthy iourists. However, in order to insure maintenance of
a sustained level of environmental quality, the private sector will
have to rely on Government services and assistance because potential
returns do not provide confidence that nrivate support can obtain en-
vironmental amenities on the Southeast Pen.nsula for a prolonged per-
iod of time.
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The Private Investment Model assumes an average land cost for prime
resort property of $50,000 per acre, which is in line with recent land
sales on the Southeast Peninsula. One implication of the model is
that this level, which would represent a massive windfall to most of
the Peninsula's current landowners, may be above the level which a
prudent developer would pay, given the other potential problems he
would face. In addition, developers would encounter problems getting
commercial credit to bankroll a resort development in St. Kitts, given
the area's unproven tourist potential.

For public policy makers, the lesson of the Private Investment Model
is that investors in the Southeast Peninsula will need to be carefully
cultivated and encouraged. Government should exercise some discretion
to reward developers who can demonstrate positive prior experience in
the Caribbean and who can guarantee design features, recreational
amenities and operational efficiencies sufficient to assure that the
overall quality of the tourism facilities in the Southeast Peninsula
are not degraded. Government shouid not require or expect that inves-
tors will be able to provide substantial additional concessions be-
cause large prcfit margins do not exist.

On the other hand, it is critically important for Government to main-
tain a high level of basic public services in the Southeast Peninsula,
in order to sustain an attractive envircnment for both the high income
tourists who are necessary for the success of the major resorts in the
area and for local recreational users who presently have very limited,
lower quality options. Several other sections of this report outline
the public services required of Government if it is to fulfill its
proper role as a "partner" in Southeast Peninsula development stra-
tegies. Failure to provide these services from the outset will place
the entire venture at risk and ultimately involve costly remedial ac-
tion. It is a sobering truth that Government's amenity support on the
supply side is just as crucial for a successful development scenario
as the number and affluence of tourists on the demand side.



{revised)
Tables A-25. PRIVATE INVESTMENT MODEL.

Analysis of costs and returns for hotels from 50 to 400 rooms.
(Dollar amounts in EC$1,000's.)

Assurptions: Operating Costs
Sq Cost HAmenity Land Costs Firiance C% of Total Sales) Uccupancy Rates Tourist Hotael Spending/Day
Cesa: Roons ft. 7¥t Fcter Rcraz SECCMD Costs Payroll Food Other # Roomn 8/Rouom Total= Roowt Foodt Migc.
I 3a 300 1930 1.10 8.0 135.0 9.52 232 202 122 0% 1.? ECs 270 172 04 14
II 123 300 190 1.13 20.0 125.0 9.5 232 202 432 60 1.7 2?0 172 84 14
I 230 300 190 .20 40.0 120.0 9.32 232 202 44 60 1.7 2?0 172 84 14
Iv 400 300 190 1.23 64.0 100.0 9.3% 232 202 432 602 1.7 2?70 172 B} 14
Cash Flow Factors: Arinual Amounts:
Yearly Total Operating Costs Gross PreT ax
Total Conts: Amortizaticn Salaes Payrll Food Uther Income Profit
I 4215 478 %026 1156 1.0% 2111 754 2?6
II 10694 1213 12565 2890 2%13 5403 1789 546
(994 21900 2463 2%130 3?60 3026 11037 3267 784
v 34877 3955 40206 9248 8042 16094 4823 8?0
YEAR -—— T T e e e --
flcdel Cash Flowm Zaro 1 2 3 4 S 6 ? 8 9 10 11 12 13 14 13 16 1? 18 19 29
I -4213 329 130 130 276 2?6 2?6 2?6 276 276 2?6 2?6 276 276 2v6 276 2?76 276 276 2?6 4543
Il -10694 -1967? 988 b :1: 346 546 546 S46 540 546 546 546 345 S4¢ 346 346 S46 S« S4¢ 546 10893
III -21900 -4243 2244 2244 vEq 784 704 784 784 764 -1 784 764 704 764 784 7?84 704 704 764 21334

IV -34877 -?172 3543 3343 -y 8?0 8?0 870 -rd+] 870 8?70 870 8v0 a?vu evo 8?70 8?0 e?0 8?0 870 31109
INTERNAL RATE OF RETUEN:
I .42

II 3.9
III 2.?2
1v 1.52

These conservatiuve assunptions reflect returns of approvinately 42,
after inflation, based on the expectation that: 1) land
values 1iil double in 20 Yearsi and (23 the value of the resort is
one~half its original cormstruction cost Cin real terws) after 20 yaars.

)
Note: Columns 2-7 represent construction and land acquisition costs for various sized hotels. =
For example, costs for a 50-room facility averaging 300 square feet/room are estimated at o0 ™
EC$190/sq. ft. for construction plus a muitiplier factor of 1.10 for common areas and infra- - w
Structure plus 8 acres of land at EC$135,000/acre. L
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. 1301 Pennsylvania Avenue, N.W.
ROBERT R' N,romﬁu Washington, D.C. 20004
Telephone: 202-393-270C
Talex: 2484082, Cable ‘. TECON
TWX: 710-822-1995

July 24, 1986

Roy Grohs, Economist

Regional Development Office/Ca:ibbean
Agency for International Development
Nicholas House

Bridgetown, Barbados WI

Dear Roy:

Enclosed is a brief statement embodying the additional
data and information you requested to supplement our main
report. The paper covers mainly the definitions and methods
that were used and presents summary tables for the various
scenarios and for the benefit-cost comparisons. The
appendices cover the essential details. The procedures
generally are as in our main report.

There are a number of roints that should be noted as you
use these data:

(1) Scenario I follows the pattern of development
postulated in our main report but extends it to
20 years. Scenarios II and III assume progres-
sively later starts =nd a slower rate. of
development. Rather than invent additional
scenarics, IV and Vv were borrowed from Ed
Towle's LUMP. But, in order to maintain
comparability I used our methods to calculate
the benefits and costs. The five scenarios
cover a wide range of possibilities.

(2) Matching GDP with project investments and costs
in the calculation of the internal rate of
return is not entirely consistent with the
common usage of that measure. But if one
thinks of the general public as the decision
entity and considers only economic benefits the
concept makes some sense as an internal rate of
economic return. Since part of the GDP is
taxable we decided that disposable income (GDP
net of taxes) might be a more appropriate
measure of economic benefit but it still leaves

t.7
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Roy Grohs; Economist
July 24, 1986
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a little unease about comparing government cost
to public benefits. I have less cf-a con-
ceptual problem comparing government costs to
government tax revenues,

(3) All of the benefits except from road con-
struction are derived through induced private
investment and entrepreneurship which does not
enter the calculations of IRR or of the other
measures we provided. This generates some very
favorable cost-ben2fit calculations. But then
one can argue that this should be expected for
without the road there would be no significant
economic activity on the peninsula.

You will note that we used three different measures for
comparing project costs and benefits: (1) the internal rate
of return (IRR) which you requested; (2) the net present value
(NPV) of the investment which is the sum of the present value
of each of the specified annual benefits less the sum of the
present value of all annual public costs; and, (3) the bene-
fits per unit of cost (B/C) which is the sum of the présent
value of each of the specified benefits divided by the sum of
the present value of annual public costs,

By any of these mecsures the ranking of the scenarios for
any of the combinations of benefits and costs remains unchanged
and all except the pessimistic one (III) are acceptable. Ed
Towles' low Manageable Growth scenario (V) is barely acceptable
by these measures.

I hope this provides you with the necessary information
that you need. We do have the data on the computer so that if
you need to change anything or wish to add another scenario it
could be done quickly.

We are now in the process of working on the supplementary
budget and hope to be able to get it to you early next week.
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Roy Grohs, Economist

July 24, 1986
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Please call m> if you have any questions (202-393-2700}).
My best regards to you and Kim. It was a pleasure working
with both of you on this project and I hcpe we will have an
opportunity to work together again in the future.

Sincerely,
7

Oswald P. Blaich
Principal Associate

OPB/pdb

Enclosures

@,

A\
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Talle J. Sammary of iavestment and Becurring Costs: All Scenarios
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. Internal Rate of Return (IRR)
. Net Present Value (NPV)

. Benefits per dollar of cost (B/C)

Each reasure is estimated independently for GDP, DI,

and TR for each scenario and for each cost assumption (Table
4).



-

Table 4. Summary Cost-Benefit Measures =-- Public

Full cost Minimum cost

IRR Npv2 B/c? IRR NPV B/C
: (percent) ($ million) (percent) (percent) ($ million) (percent)

Gross donestic product

I. Moderately optimistic 80.8 721.1 13.2 108.6 754.0 29.8
I1. Moderately pessimistic 32.8 177.3 4.0 45.3 210.2 9.0
II1. Pessimistic 16.8 48.4 1.8 25.2 81.3 4.1
IV. Early development 122.5 1,084.1 19.3 165.9 1,117.0 43.6
V. Managcable growth 27.1 201.0 4.4 36.2 233.9 9.9
Disposable income
I. Moderately optimistic 76.8 649.1 12.0 103.5 682.0 27.0
II. Moderately pessimistic 31.1 156.0 3.6 43.4 188.9 8.2
III. Pessimistic 15.8 38.9 1.7 24.2 71.8 3.7
Iv. Early devclopment 116.7 978.6 17.6 158.6 1,011.5 39.6
V. Manageable growth 25.8 177.4 4.0 34.8 210.3 8.C
Tax revenues =
o]
1. Moderately optimistic 23.2 72.4 2.2 35.1 105.3 5.0 °
II. Moderately pessimistic 4.2 (19.1) 7 15.1 13.8 1.5 w
II1I. Pessimistic (4.7) {(41.1) .3 6.5 (8.2) .7 e
IV. Early development 33.3 133.7 3.3 48.1 166.6 7.4 =~
V. Manageable growth 7.0 (14.7) .8 14.8 18,2 1.7 o
a. All benefits (B) and costs (C) are discounted at 10 percent for 20 years. Parentheses
indicate negative values. g

£°0 XANNV
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APPENDIX A. MODEL FOR ESTIMATING
GDP AND ASSOCIATED MEASURES

A simple, idealized modei of a small nation's open
economy is used to estimate the impact of tourism increases
on the economy and the fiscal situation. The total value
added to the nation's economy, its gross domestic product
(GDP), is divided into two parts: one which is totally
dependent on the nation's endogenous activity and one which
is totally exogenous to the nation's economy.

This model is expressed by the following relationships:

(1) Yt = Yex + Yend

(2) Yend = f(Yt)

where Yt = total domestic product (GDP)
Yex = exogenously determined product
Yend = endogenously determined product

The primary interest in this study is to examine the
impact of construction and tourism changes, exogennusly
determined, on the gross domestic product.

1. This type of modal was employed in Charles L. Levin,

The Theory and Method of Income and Product Accounts for
MetrogoIItan Arcas, (Ames, lowa 3tate EoIquo, 2058) .

L\)
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Transformed into functlons that i{ndicate the relatiops
ships of change the above equations become:

(3) AYt = AYex + AYend
(4) AYend = f(AYt)

The economy cannot be subdivided readily into variables
\that are either totally endoyenous or totally exogenous, but
they can be approximated. Thus, foreign investment, exports,
and guvernment expanditures are taken to approximate vari-
ables that are exogenously determined; consumption, on the
other hand, is assumed to be totally endogenous.

Substituting changes in consumption, AC for AYend in (3)
and (4) yields:

(5) AYt = AYex + AC, and

(6) 4AC = f£(AYt)

At this point the economy's marginal propensity to
consume MPCL, locally produced goods, can be substituted for
f in (6), yielding:

(7) aC = MPCL(AYt)

Equations (5) and (7) are employed below to estimate
the multiplier. Substituting for AC in (5) the followirg

are obtained:

(8) AYt = AYex + MPCL(AYt)
(9) aYt - MPCL (4Yt) = AYex

N












Condo guest spending

Beds per unit

Sed occupancy

Visgitor-days/max,/bed

Spanding per visitor

fpending mubject to
hotel tax

Multiplievs
auy
Tax revenuae
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4,0

45 percent
6%
$275.00

0

1.20 (guest spending)
.18 (gquest spending)
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APPENCIX TABLE 4. (CONTINUED) cOSTY - BENLFIT CmpaARISUN
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PINIPUP CUST - 1Cx -8.2 -21.8

GCP PER COLLAR ((STY -2/

FUutl cCST - 8% 2.2 0.1
RINIPUP COUST -~ g2 5.1 0.3
PININUF COST - )1CZ 4.1 0.3
DISPCSABLE INCGME PLR DOLLAR casy _iy
FulL CGCST - 8% ‘ 2.0 0.1
PIMIRMUP CUSTY - o7 3.4 U.2
FuLl Cost1 - 102 la? 0.1
PINIPUP CUST - 1CZ 3.7 0.3

17 PRESENT VvALUE 0OF YaX REVENUF LESS PRESENTYT VALUE OF CESIGNATED COS5TS.
-2/ PRESEMT vALUE OF (KOSS DUMESTIC PRODUCY DIVIDECL 8Y PRESENT VALUF
CF DESIGNATEL CUSTS.
-3/ PRESELMY vALLL OF CISPGSABLE INCOME DIVIDED BY PRESENY VALLF UF
CESIGMATEL CC(STsS.
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APPEANDIX TABLE 5. (CCNTINUEC) INTERNAL RATE OF BEIUEA AABLYSIS

2C  YEARS 10 YERRS
) 2
FLLL Cust
GRCSS ECreSTIC PRLOUCT 122.5 122.1
DISPCSARLL IMCCPE 116.7 11¢6.3
TAX FEVERUE 33.3 6.7
PINIPUN CCSTY
GKRCSS CCresSTIC PRUCUCT 165.9 165.9
CISPCSABLE INCCPME 1%8.06 158.¢
TAx Rievwtnut 48.1 44,7

T P e e T - = T T - - - T o - & - " W G Erw a T W W e %

04 Jo nf afhey

200 Xanny



[ JRIS (T1IY ]

cesccceneea

SI8CT Yo am

SIIC8UBY Jactie

FULL ()T
Isvisyr
BECLPBINC (31

ayy

SI30030P1L: InC(P:

]
BACUBPIDL (31
cor
0L3PGYs0LL
183 93}
CICCuntED a

PRGN LY YEap

isl(rt

Sl3CEunl sacree

ettt (LY

QEIPOILBLL InLLPH

SLLLOAIDL (30
(34
aliresrart:
188 PavERW

LIV ¥ 4]

APPINDIN Tadis o,

Por3IaY Yo 1

0 tc ]
YIADY rismy
- - 1.000 C.%28 (.82 C.lvwe
T
LIUN) 78,8 4% c.c
6.0 P 3 2.4 Sad
A N L 1o 11
cse. 0 .. 1€.2 “t.e
A Y L 1.t -, 4
PR “et €.t .t
LR | o [ €.2
. [N} a0 “1.
AR .. [N . “r.e
c.7 1. 1.t .
< A -
- - 1.€Cu  L.8uvy C.eer (.t
tc.c I u.t
A RS ] L ¢ .
e, 2 S 1. P
e “.® 1c.c Je ¢
Ing.0 o.1r 1. (R
LN waN St ..t
St €. LSS [N
1.2 So4 CE I } PO R
10ve.d ‘.0 [T SN el.t AR
197,90 LN 1. . e_r

1tintings i

bl PRLIIE) POt A3 TN

B L R e O L R T T T iy

Dt R R R i L O A R

[} i " [1Y < (1] e e
&«. 1 +881 0.a18 {.3F) €.%0C C.E G.tr) E.02% C.O\? S.%8 e.)%e 8.°4Y C. 48" Q208 8 1% 2N
1PiatCe) €0 gORLARY
e.» 1.1 6. .8 (9N 1 t.¢ .C e.s o.s [ 3% ] 8.0 s.e e.e
7.3 i.8 1.t 1.1 1.7 i.e . [ ) [ ] [ .. | R €.t
[ X 11,8 LN 2.0 tl.a ar.n (XN ] [N LA P ] AR 1Y
.y 8. LAY ¢ 7.9 LA ] LA T s, s r.a [ ) al.n [ 3 2N ]
19, 1.9 1e.s 1.1 (R [N ] ... [ ] 12.8 [ Y tee
.= Ca" [ X s.Q
(] [} 3.1 e.)
[ TON [ TR ) [ 199 ] | L9 ]
| ) 2. te.q 0.
. 13,0 V1.9 2.e Y
........ B LT LT T SR
Ay 1e LR 4 (¥ ] 11 e
C.a93) 8.921 S8.%Ca Ca%3) 6.% ) C.84% G.¥80 (. iNT L1 B.inNGE G.ian Tel1% €. 10 Q.19 8.188 R.l00
P ILL oY (0 ECiraPYy
. e.c c.2 ..z ..l [ c.c s.u [ 19
1.y 1.2 [} e st [N iuw L.e a.v
€. K.t A PR ) o * 1.4 [ Y ) L 3 IR ‘NN
ad.? e, [ N LLYS AR ) bl 2 ) Ny b PO
1.2 1ian .1 (W | ic.e (TN e 10.¢
C.C .t v. 8 € on s.8 + ek .8
PO ) €.s C.n €2 [ e.2
’¢.9 ta.e [ sl L3 Y .9
[ Y [P (Y0 ) adL? Ni.e ALY AN ) AR P | A\l ] ..
Vot tdod 2. 1.2 1c.t iC.e | TN Y LIS Q.a ..l

SR Remcca i ccecrcecrmas e ———

on Jo ¢ aduy

'O XANny

<



AFPENDIX TAGLE 5. (CONTINUED) COST - BENEFIT COMPARISON

--—m-----—---———---------—-.—-_------—--------.---------------------e-----------.

MET TAX FEVLALE _1/ 20 1C
(3 FILLECAS) VEARS YEAPS
FULL CCST - &x 170.4 46.13
PINIPUP CUST - k2 206.7 74.1
FULL CCST - 16X 133.2 8.4
MINIPUP CUST - 102 l66.0 64.1

GCP FPER CCLLAF COSY _27

FULL CCST - &x 21.8 11.3
PIMIPUP CuLST - €2 5C.b 2%.1
FUuLl CCST - ju2 19.3 10.¢
PININUP CLST - 1C2 43.0 2.8

CISPLSAbLE INCCPE PrEk CuLLAK COSI 37

FLULL CCSTY - ey 19.8 10.72
RIMNIPULP COST - E2 . 45.9 22.%
FULL (L1 - Ja2 17.06 9.7
PINIMUP CUST - Q0% 39.06 20.¢

- e armw- -—— .----—-—--—-—-—---C‘--—--------—--—---------------_--------------.

-1/ PRESENT vALLr (F 12X WEVENUE LESS PRESFNT VALUE UF DESIGNATELC COSTS.
-2/ PRESENT verur GF (K€SS OUPESTIC PRODUCY UIVIDEL BY PHESENT VALUF

CF DESIGMAN2TLL CLSTS. .
=37 PEESEM] vapLUt Or LISPCSABLE INCOME DIVIDELD BV PRESEA] VALUE UF

CESICMAYED CLSTS.
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APPtADLIX TABLE 6. (CONTINUEE) INTERNAL RATE OF EETURM AMBLYSIS

- e > - P - P D P D S D WD R G R D L G e G D D R A D R N W G S A G WP S W O WD WP W WP W D an W W WD W D W

20 YEAPRS 10 YEARS
(2) (1)
fLLL Custe
GRESS CCRMESTIC PEUDUCT 27.1 -4.4
CISPCHAFLE INCCPE 25.8 ~4.1
TAX REVEMLE 7.C -167.3
PINLIPLN CCST
GkCSS CCMrLSTIC PRODUCT J6.2 17.1
CISPOSAbLE IMNCCPE 34,8 15.1
TAXx PEVEMUE 14,8 -15.2
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NET TAX REvente 17
(3 FILLIONS)

FULL €OST - gy
FPIMNIMUP COSTY - €3
FULL cOsST - )02
PIMIMUP CuST - 1C2

CCP PER COLLAF cesy

FuLL cCcst - gy
FINIMUF COST - | ¥
FuLl cecst - )92
RINIMUP COST - 10%

_2/

5.3
12.4
‘04
Gev

CISPCSABLE INCCNE PER DULLAR CCST 3/

FULL cCsT - py
FiNIRUP COST - @y
FuLL ccst - 1¢2
FINIPUP CusT - 1C%

-1/ PRESEMNT vapie

-2/ PRESEMNT vALLE
OF DESIGMATEC CGSys,

=37 PRESEMT vapue
CESIGNATED CCSTs.,

OF YAX REVENUE LESS PRESENT VaLUE OF DESIGNATED casvs.
CF GROSS DOMESTIC PRODUCT DY'VIDEL BY PRESENT vaLUE

CF OISPOSABLE INCOME DIVIOED BY
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No. of 1986
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Short title
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commencement.

Interpretation.

Establishment of
a South-East
Peninsula Land
Development and
Conservation
Board.

Powers and
Functions of tha
Board.

ANNEX I

Page 1 of 3
The South-East Peningula Land Saint Christopher
Dsvalopment and Conservaiion and Nevis.

Act, 1986

SAINT CHRISTOPHER AND NEVIS

No. of 1986

AN ACT to provide for the deveglopment, conservation
and management of the South-East Peninsula, to
establish a Land Development and Conservation
Board with specific powers and functions,
and for matters connected thercto.

BE IT ENACTED by the Queen's Most Excellent Majesty, by
and with the advice and consent of the National Assembly of
Saint Christopher and Nevis and by the authority of the same
as follows:-

1. This Act may be cited as the South-East Peninsula Land
Develoorent and Conservation Act, 1986 and shall come into
operation on such date as the Minister may by Order publish in
the Gazette.

2. 1In this Act, unless the context otherwise requires --

""Board" means the South-East Peninsula Land Development
and Conservation Board established under section 3
of this Act;

"Minister" means the Minister for the time being charged
with the subject of Planning and Development;

"South~East PeninsulaY means the area as defined in the
Schedule to this Act.

3. (1) There shall be established a South-East Peninsula
Land Development and Conservation Board.

(2) The Board shall be comprised of five members appointed
by the Minister, one of whom shall be appointed Chairman of the
Board.

(3) The members of the Board shall be appointed to serve
for a period not exceeding three (3) years and shall be eligible
for re-appointment.

(4) The Board shall regulate its own proceedings and may
establish Committees and co-opt persons to serve on any Committee.

4. The powers and functions of the Board shall be -

(a) to evaluzte residential, commercial, industrial,
agricultural and other developmental schgmes;
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No of 1986 The South-East Peninsula Land Saint Christopher
Devalopment and Conservation and Nevis.
Act, 1986
2.

(b) to allot, reserve and zone land for different purpoicl;

(c) to control pollution and maintain the evironmental
quality of tle Sout-East Peninsula, including coascal
conservation; |

(d) to develop and implement an environmental protection
plan; '

(e) to draw up schemes to develop lands and make reconmen-
dations in respect of the development of land in terms
No.15 of 1966 of the Land Development (Control) Act;

’ (f) to carry out planning studies relating to the various
sectors of the South-East Peninsula;

(g) to monitor developmental schemes and if necessary to
make further recommendations; and

(h) to do any other matter incidental or consequential to
the aforementioned powers and functions or to evaluate’
any matter required by the Minister.

South-East 5. (1) The Board shall prepare a South-East Peninsula
Peninusla Development and Land Use Management Plan to include the following -
Development

Plan. (a) the gutdelines to be used in determining the suitabilicy

of particular developmental activities in the Peninsula;
(b) proposals dealing with the following subiects -
(1) land use;
(11) transport facilities;

(111) preservation and management of the scenic and
other natural resources;

(iv) recreation and tourism;

(v) waste disposal facilities and power plants;
(vi) 1living resources;
(vii) human settlements;

(viii) agriculture and industry within the South-East
Peninsula;

(ix) coastal conservation;

(x) any other developrental matter submitted by
the Minister. )

(2) The Board shall submit the Pland and any schemes evaluated
by it to the Miuister {n accordance with the provisions of the
No.15 of 1966. Land Development Control Act,



5o, of 1986

Offences.

Regulations.

NEX, I

- Z age 3 of 3
ine South-Fast Feninuuls Lani Seiut Christopher
Developiant and Conservction ~ad Nevis
Act, 1986,

3.

(3) The Board may, with che approval of the Hinister make
the Devglopment and Land Uee Management Plan available for .
public inspection and {nvite sulmission of comments or recommen-
dations thereon in writing.

mzde
(4) Upon approval of the Plan by the Minister by Order
publighed in the Gazette, the Plan shall regulate developmental
activity in the South-East Peninsula.

6. (1) Any person who -

(a) fails to comply vith the requirements of the Development
plan;

(b) resists or obstructs the Board or any officer in th;
exercise of any power conferred or as directed by the
Board in conformity with any other Act;

(c) fails to comply with the provisions or Regulations made
under this Act;

(d) makes any statement,.which to his knowledge is false or
incorrect, in any return or information furnished by
hi:. . compliance with a notice {ssued by the Board,

shall be guilty of an offence under this Act and shall on
conviction after summary trial before a Magistrate, be liable to
a fine of not less than one thousand five hundred d¢llars and not
exceeding twenty-five thousand dollars or to imprisonment of
either description for a tern not exceeding six months or to
both such fine and {mprisonment.

(2) Every person who 15 guilty of an offence under this Act,
shall in addition to the fines prescribed under this section,
be liable to a fine not exceeding one hundred dollars for each
day on which the offence is continued after conviction.

7. (1) The Minister may in consultation with the Board,
make Regulations to give effect to the principles and provisions
of thts Act.

(2) Without prejudice to the generality of powers under
sub-section (1), the Minister may make Regulations relating to the
laying out, maintenance and improvement of roads, the laying out
and sub-division of land for building purposes, the erection,
construction and alteration of buildings and structures, the
class and design of buildings or structures to be erected in any
specified part of the South-East Peninsula and for zoning any
area or the use to which any land may be put.

Speaker.

Passed the National Assembly this day of ,1986.

Clerk of the National Assembly.
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SUCIAL ANALSTS

1. Socio-Cultural Context

St Kitte and Nevis, which achieved incependenc statehood on
September 1Y, 1483, is by Eastern Caribbean s andaras a small country
with a total population of 44,404 (35,1U4 un St, Kitts) and 4 gross
domestic product (GD¥) cof approximately Us$43 million, ‘the total labor
force is approximately 17,000 persons. A simall but orowing light
manufacturing sector, approximately 30 tirms, employs 3,000 persons
generating approximately eight percent of GDP. Sugar proauction occurs
entirely on St. Kitts and occupies 12,000 acres out ot 19,000 acres
reqarded as agricultural land. Sugar, theretore, dominates the economy
and, witn its molasses bv-product, accounts tor 17.5 percent of GbP end
70 percent of total exports.

Given the secular decline in world sugar prices, the
Government 's continuing search ror increased eXport earnings, tax
revenues, and expanded employment opportunities by enlargement and
enhancement of the tourism sector is quite understandaple and
defensible. A recent Government document sums it up:

The careful developuwiic of Tourism in the State is of
vital impo-t-ace. It isS necessary in order to provide
a wide variety of services and attractions to the
visitor. It is also important in that it proviaes
employment and income to our Nationals while retaining
as much as possible of our socio-cultural tabric
intact.

(St. Kirts and Nevis Government, Ministry of ‘tourism,
1982)

The tourist industry has been gaining in economic
significance for the last five years. Arrivals have been significantly
increasing yearly, particularly since 1983, Over 40,000 people visited
St. Kitts and Nevis in 1Y85, up from 35,000 in 1983. ‘his performance is
among the best in the Caribbean and reflects the strong market interest
in "new" destinations.

However, although tourist arrivals nave been recently
increasing, St. Kitts and Nevis is haistrung by transportation and
accomodation constraints which limit the growth potential of the
industry. At present only two international airlines serve St. Kitts on
a weekly basis; there is no daily service. In order tor increased
service to occur, the St. Kitts and Nevis hotel sector has to expand
significantly. Given the ecology of the two islands, with their
mountainous interiors, attention has naturally turned to the relatively
unoccupied Southeast Peninsula area, five times the size of the largest
tourist investment, the Frigate Bay Development Corporation. For
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development of the South-kast Peninsula to commence, however, the neod
tor a full-length penetration road nas generally been acknowledyed as
essential. 'lhis project 1s the culmination ot a number of studies and
various engineering design proposals 1or such an aceess road. [t 1s also
the culmination of and distillation oL thorough research and discussion
on the likely implications ot contructing such a road and what necessary
inputs for balanced economic development should entajl,

2. socio-Qultural fFeasibility

It was recognized by all parties Lhat this project
could not be viewed or designed as simply a road construction project,
An undertaking of tnis sort whicn opens up hither to undeveloped areas to
intensive capital investment carrjes with i1t many environmental,
political, social, legal and tiscal 155ues,  lence, this project is
holistically designed to provide St. Kitts and Nevis and the people of
St. Kitts and Nevis with the nucessary institutional and legal framework
to cope with the pnysical developient process.,

Thus, road construction is but one component, albeit
the most pivotal, in the entire project. ‘lhis means, theretore, that the
project is complex and potentially traught with many problems,

Successtul completion of hoth road construction and the implementation ot
the institutional framework tor managing Southeast Peninsula developinent
will require serious commitment on the part of Government and
individuals; it will require an intense influx of skills and talents,
some ot which will be provided locally, and much of which will be
technical assisiance provided by outside consultants.

St. kitts and Nevis is among the smallest of the QECS
countries in the Eastern (- ribuean and suffers from scarcity of trained
professionals to man critic:.! areas in the Government bureaucracy. ‘lbo,
as a small country the numbers of public-spirited citizency of stature is
then, and most professionals in both the public and private sectors and
stretched and serve on numerous statutory comnittees and voluantary
organizations. ‘hus, in designing this project one had to be cognizant
of the serious bersonpower constraints atfecting its implementation and
ultimate success. fhe institutional ftramework was designed with
Kittitian professionals in a manner that all felt would best address the
serious administrative needs without unduly burdening Government and
individuals and without creating a bureaucracy unworkable because of
fiscal and personpower constraints,

In fact, it is envisioned that an entity such as the
Southeast Peninsula ILand Development and Conservation Board with its
technical arm could eventually serve as an authority for the entire
country, not only the Peninsula, providing the necessary support system
the Planning Unit certainly needs.
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4. BEquity Issues

The entire design thrust of this project, as a
development project, rather than simply a road construction project, is
to ensure as far as possible, that the opening up of the Southeast
Peninsula for development is done in such a manner as to ensure long-term
benefits for the majority of the population of St., Kitt-Nevis, including
the environmental protection of this patrimony. Hence, project design
has entailed a number of analyses resulting in a series of
recommendations, many of which have been incorporated as conditions in
the proposed road project. Other recommendations have been presented to
the Government of St. Kitts and Nevis as choices to be made.,

Additionally, and equally important, was an examination of the tax
system as it affects the interest of landowners on the Peninsula. 1In the
Memorandum of Understanding, USAID requested that St. Kitts and Nevis
examine private sector oriented methods for recapturing some of the
windfall profits which will be made as a result of public sector funding
of the road and ancillary services. St. Kitts and Nevis has been asked
to propose tax reform and has been assisted in this effort by fiscal
reform experts from the ATD-funded Public Management and Policy Project
based in Antiqua.

5. Social Impact and Spread kffects

Robert Nathan Associates, Island Resources toundation and
Neidcorp have all analyzed the growth potential of the Southeast
Peninsula. ‘'hese organizations have examined:

The Prospects for recovery of public investment in the road
and other infrastructure.

The potential for significant tax revenue.

The tourist development potential.

The prospects for overall Peninsula Development .
The hazards facing the environment.

The effect of SEP development on the labor force.
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While all these analyses postulate that construction of
the road and the opening of the Southeast Peninsula to development will
result in considerable private investment the generation of revenue,
increase in job opportunities and moderately optimistic multiplier
effects, it is difficult to forecast or measure thic potential in a
reliably quantifiable manner.

What can be postulated is that sitnificant tourist
investment on the Southeast lPeninsula, provided an equitable tax and
revenue system is put into place, would measurably assist the poor fiscal
situation of St. Kitts and Nevis, provide revenues which could benefit
social welfare in many areas and have widespread positive social impact.

Secondly, significant components of the project are
designed to ensure that investment on the Southest Peninsula benefits as
wide a base of the local populace, Government, and indigenous private
sector as possible. Institutional development is designed not only to
provide tor objective cirteria and balanced land use, but also tor
providing Kittitians with the necessary skills to oversee this balanced
development. At the end of the project the foundations for:
environmental protection and monitoring, land use management, an impovedu
tax system and better physical planning will be in place and can be built

upon.

Thirdly, there is plenty of scope for negative social and
environmental impact in the development or the Southeast Peninsula. 10
mitigate possible negative consequences an extensive environmental
assessment was completed by Island kesources Foundation followed by a
thorough proposal tor a Land Use Management Plan. ‘the latter includes
not only proposals for institutional management and monitoring but
proposals on: land classification and zoning, legislative changes,
environmental planning development planning controls and guidelines
including utilities, sewage, and solid waste disposal. ‘The Government of
St. Kitts and Nevis now has at its disposal a large volume of information
and an agenda to allow it to institute the necessary measures which would
ensure balanced growth and development on the Peninsula.

Additionally, the project is providing the Government with
human resources and the expertise to begin to implement these measures
and manage their implementation. Long-term successful implementation,
however, will be predicated on the preceived importance of these measures
by the Government and people of St. Kitts and Nevis,
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Fourthly, a component of the project will be environmental
education., ‘he contractor for the environmental component of the project
will be charged with working with the Ministries of Education and of
Agriculture, lands, Housing and Development to make the population more
aware of their environmental heritage, the need for protection of certain
areas, and to develop appropriate recreational facilities for the
populace. It is hoped that a well-conceived public education program in
conjunction with environmental monitoring and enforcement will assist
concerned Kittitians and Nevisians to preserve the unique environment of
the Southeast Peninsula.

)
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THE SOUTHEAST PENINSULA LAND DEVELOPMENT AND CCNSERVATION BOARD

Technical Assistance

. 30 months of long-term TA ($10,000 x 30)
30 months of host country TA

30 months of local hire clerk Lypist

. 15 months of short-term TA ($12,000 x 15)

W
L] .

Subtotal Technical Assistance

Training

1. In-Country
2. Site Visits

Subtotal Training
Commodities

4 wheel drive vehicle, insurance & fuel
airconditioner

personal computer & supplies

office furniture for 3

meeting table and chairs for 8

office supplies

rubber dingy/motor for field work

copy machine

O~V W
L] -

Subtotal Commodities
Other

1. environmental education programme materials
2. office rent, phone, electricity

Subtotal Other
Subtotal direct costs
G&A (8%)

Subtotal

Fixed Fee (8%)

Subtotal

Contingency and Inflation

GRAND TOTAL

300,000
100,000

22,000
180,000

$612,000

5 10,000
40,000

$ 50,000

18,000

1,000
10,000
10,000
10,000
10,000
10,000

5,000

$ 74,000

$862,000

$ 69,000

$931,000
$ 3,000

937,000
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TASKS OF TECHNICAL ASSISTANCE

Land Use Management

Provide support to the SEP board in carrying out their
responsibilities.

(a) to evaluate residential, commercial, industrial, agricultural and
other developmental schemes;

(b) to allot, reserve and zone land for different purposes;

(c) to control pollution and maintain the environmental quality of
the Southeast Peninsula, including coastal conservation;

(d) to develup and implement an environmental protection plan;

(e) to draw up schemes to develop lands and make recommendations in
respect of the development of land in terms of the Land
Development (Control) Act;

(£) to carry out planning studies relating to the various sectors of
the Southeast Peninsula; and,

(g) to monitor development schemes and if necessary to make future
recomu.ndations;

Environment

Prepare work plan and acsure timely implementation of recommended
actions in the Southeast Peninsula Environmental Assessment including:

(a) an environmental education program;

(b) a "Developer's Handbook";

(c) Environmental Impact Assessment procedures;

(d) Plans for: Erosion Control and Sediment Reduction,

Wildlife/Endangered Species Mngmt.,
Beaches and Dunes Management,

N
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National Conservation Strategy,

Land Acquisition (recreation, parks,
utilities, etc.)

Marine Resources Management,

Recreational Development and Management,

Parks and Protected Areas,

Reforestation,

Tourism Amenities/Utilities, and

(e) assistance in drafting promulgation of laws for parks and
reserves enforcement,

3. Training

a. Tarough in-country workshops and/or one-on-one discussions,
train appropriate Government staff (Planning, Education, Information
Service, Agriculture, or Fisheries) in environmental fields relevant to
their areas of expertise.

b. Organize a two week tour of model U.S. planned communities which
display attributes of the Southeast Peninsula (e.g. recreational, small
scale, etc.). This tour will be attended by the Minister of Agriculture,
the five members of the SEP board, the Permanent Secretary of Finance,
the Attorney General, and two private sector persons who are likely to be
influential investors in Peninsula property.

4, Investment Analysis

Provide analysis to determine impacts of Government policies (various
hotel aids ordinance provisions, taxes, surcharges, regulations, and
waivers of these) on investment decisions and on Government's revenue
collection requirements.,

5. Administration

Examine investment approval procedures and, to the extent possible,
establish systems to expedite the approval process through the many
Government offices which have approval authorities,
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III.

Iv.

ROUGHTON DESIGN 1/

ROUGHTON DESIGN 1/
ALTERED TO ACCOMODATE
UTILITIES

AS PER II + UTILITY 1/2/3/
INSTALLATIONS

ROUGHTON DESIGN 1/
MODIFIED TO UPGRADE
PAVEMENT SURFACE

UTILITY INSTALLATIONS 2/4/
ON ALTERNATIVE ALIGNMENT

Estimate includes engineering costs (comstruction supervision).

ALTERNATE ROAD DESIGN

COST ANALYSIS

FRIGATE BAY-SAND BANK
(0 + 000 - 7 + 500)

$ 6.3 Million

$ 6.8 Million

$16.7 Million

$ 6.8 Million

$ 2.5 Million + 25%

FRIGATE BAY-MAJORS BAY
(0 + 000 - 10 + 300)

$ 7.3 Mtllion

$ 7.8 Million

$13.4 Million

$ 7.9 Millioa

Estimate does not include cost of reservoirs, pumping station, well development, external
transmission mains, or distribution network for water supply system.

Utilities designed to U.S. standards and installed by U.S. contractor.

Utilitles designed to local standards and installed by force account.
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ESTIMATED ENGINEERING/CONSTRUCTION COSTS

Earthwork

Pavement Structure

Drainage and Miscellaneous
Sub-Total

Inflation @ 6% Per Year

Contingency (20%)

Engineering (Construction Supervision)

Total

Say

ANNEX K.2
Page 2 of 2

$2,445,000
$ 995,000

$1,871,000
$5,311,000

$ 637,000
$5,948,000

$1,190,000
$7,138,000

$ 800,000
$7,938,000

$7.9 Million



WATER SUPPLY PLAN

FOR THE SOUTHEAST PENINSULA

ST. KITTS, WEST INDIES

Report to the
U.S. Agency for International Development
Regional Development Office/Caribbean
Bridgetown, Barbados

Prepared by
Louis Berger International, Inc.
and
Terrence P. Thampson, P.E.

consulting Engineer
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