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AUTHORI ZATI(Ii
 

AMENDMENT NUMBER ONE
 

NAME OF COUNTRY: Caribbean Regional 

NAME OF PROJECT: Infrastructure Expansion and Maintenance Systems 

NUMBER OF' 1PiJECT: 538-0138 

5-38- 4-o-o 

1. Pnr. 1nt to Section 531 of the Foreign Assistance Act of 1961, as 

anendwi,, 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 I is deleted and the followinq new paragraph I
 

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
 

Dollars (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
 

to exceed Thirteen Million One Hundred
increased by an amount not 


Thousand United States Dollars (US$13,100,000) in grant and loan funds.
 

seven years from the date of initial
The planned life of project is 


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
 

The Project will include a Small Activities Fund, the
exchange. 

Engineering and Technical Services Contract component which 

will design
 

and monitor infrastructure activities/subprojects, and the following
 

specific subprojects:
 

Kitts 	Southeast Peninsula Area Development
i. 	 St. 

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."
 

http:538-0138.01


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 the Loan at the rate of two percent (2%) per annum during the
 
first five (5) years and three 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
 
con',[ruction 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 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 aLthority 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 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 Legi3lation 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. Holtaway
 
Director
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S S UAD rCoiMM1ndA $7.9 million Ilon fun and' r 

$10 millioni 4_._grant_ fundo,.be-.uthor ized -for-. tho_--'ouheast
Peninsula Area Develo nt Project, to bu increased increnientally,
with a Project tssistance Completion Date (PACD) of September 30,
1989. 

'- ---------­

2. Geograrpiic Code 

=1eo 1MS Project Authorization Amendnent Number
One specifies that, except as USAID may otherwise agree in writing,
eoimio"ities financed by USAID snal have their source and origin in 
the United States or in St. 0lristopher-Nevis. except for oceanshipping, the suppliers Of com]odities or.fservices shall have theUnited States or St. Oristopher-Nevis as their p1ace of
nati onality. Ocean shipping financed by USAID under the Prbject 

a 4shall be finanwd only on flag vessels of the United States, except 
- as USAID may otherwise agree inwriting. 

3. Mi.e 

a.Right-hand drive 1msenir v'4iicles not of U.S.Source/origin will be procured for project use as permitted by a
blanket wivur notified in P'86 State 086441. 

4 4 r " 

-

11. &wum~ary PoetDuscript ion 
The larort Caribboan island rtionx of St. ChristopherWol..o called St. Kltt) and Novia, bo'um Independent on Septoi ber

,190 19u3. 'I"e Oovewerunt is currently facod with the dileieL ofrAn(qto suntain foce in uxchane arninou and ouqloyrnt by
MA~adi~ig a LWCIndeiry thAt id pliwing d nevors, strain onOvwornontVs (ina . The utrate y to ovecrwu* this ditemi is to

divot Lyt thm ocxxoy ilnteo nw~ac ajriculturo, tourisu and lilglt
R~aCturin?. Altlouija USAID in auioitvnjIn this throo wayio~fiaiv offort, a unjor 1*ict lant We mkv throuigh okirih Amt*W In IN Bouthst Pnlnstula Arto Dovolomont Pro~ot. 

-

ftog veu! w of I*1Pll toxtt oi to 4it0ilshftMW'kV~lo tin ~idls NOt ln(raslrguurak frtamxwOk for
icla 'bwlcamt of It*1tteVit Nnnela). TV* fto)eot Will 

t..h 
tho 



open 340arso urntyiacsil 	 and for dee rpent,+
Icuig: 5 ce o oes apartments, condominium and other
 

commerc" ial .saciy,00 creO s f;or o dn Lt._cyqlpntscha­

naturalussscashknanwidiersreDvlpnto 
:-	the Peninsul will lrequi]re a pe~netration road, urtlity installati[on, 
a.......'n environmental inarnageimnrt proglraf a iscal recovery+ 
proram investment tfourism: facilities.. USA[D wil fi[:nance....... 	 in 

the roa and technical assistance f.or .us$8.9 millit on. The. remai[ning

ofinut il b fnncd yGovernment -and= other donors., lie 
revenue strewn...to repay the USAID lon -and finance the other public 
sector costs isexpected to begin intreat s]even of t'he Project. + 

• i C. Summnary Project Findingjs 

This Project Is.ready. for finp/ementation and is considered to
 
be socially, fi/nancially and econointcatty sound, and technicall~y and
 

S administratively feasible.
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I' II. PROJ~'r RATIONALE AND DESCRXPVION 

A. 	 Ritionale 
Country S ... 

Central to the economic developient of St'. 
Kitts-Nevis is the burden catised by shrinking demand and noft prlces;
that ontinues to confront the sugar industry, the country'u min 
foreign exchange earner and a major employer. ho Governerwnt lu 
faced with tle dileumna of trying to sun!:ain foreign exchange
earnings and employment. by uubsidizing an industlry that place­
increasing strains on the Government's finance, Vhe resulting 
current account budget deftcLto have ben partially covered by 
reduced Government capital expenditure, howover, Government and 
private saving have been negative, so capitial. formtLon has. been 
largely financed by foreign savings.
 

The long-run consequences of continuing thin 
policy are worsening Government finances and slower growth aJ 
Government infrastructure ,expenditures 13hr ink and as increased 
borrowings compete with private capital needs. In order for the 
Government 	 to make a net positive contribution to long-terin economic 

/i 	development, and to mintain the confidence of external donors, lt 
must restore positive public and private oavings and take steps 
necessary to foster growth in non-sugar aectors. 

RDO/C and the Government agree that the ntrategy 
to overcome this dileimm is to facilitate the transition into a 
diversified economy by -reatirng' employment and foreign exchange 
earning opportninlties in u.her ect'ors, epecrally tourism. Given 

S tile size and iiportance of tyugar to the economy, no ingle nector 
can bear the full burden of replacing the foreign oxchnnge oarni 
capacity and employment presontLy provided by augar prxuctiton,
 

Sproducive.....sector R/C iW curruntLy acting to kt'mulatu aLl three
 
..productive-secrsthrough its ongoing portfolio of projects and Its
 
policy dialogue agenda which emphanize8 fisical reform and rational
 
resource manag nt.!, However the fint Likely sector In which USAID
 

* can have a quick and major ilnpct on' einployme'nt and on foreign
 
exchange earnings is tourism.
 

I'ouri m is.)among tile world' largest ond fat.lVuitJ 
growing Industries and by ac'fn' now $t,;,)KIttn-Nuvlo can axplolt its' 
natural advantages and d in his a.t-groI ngoatci)ioih Irj 'ich,-
market., uccusamsul dovolopent of tourl in wi II rryp iro a ullr clon 
number of roots to ijttractr bLock blxkingo and to ju;ii'./ r(,JUlar 
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service by major air carriers. Airline estimates place this number 
in the range 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 competing 
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 L,nds 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. Two very 
large salt ponds, remnants 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 developments (hotels, condominiums, 
and residential), for public use (recreation, parks, camping), and
 
for commercial use (shopping and services).
 

Upon adoOtion and implementation of such a plan, 
the Government can be assured that the Southeast Peninsula will 
attract visitors and that increased tourism will contribute 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 Government 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. Lormad 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 come 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 prirmary 
infrastructure and would not provide for protection of the
 
environment.
 

ALl fforts to package and turn over the 
development of the SontL,.'ast Peninsula to developers have been 
unsuccessful. Some potential developers have indicated a 
willingness to provide acces.s roads, sewerage systems, power 
distribution lines and even desalinatLon 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 responsibLity of the Government. USAID has examined the
 
previous private mandates executed by the Government. Each 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 8, 1985, when the Memorandum of 
Understanding establishing the design issues for this project was 
signed between the Government and USAID, the following predesign 
efforts have been undertaken: 



-9­

a. The Envirornental 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 between the environment and 
the type of development envisioned.
 

b. The Land Use Management Plan The Land Use 
Management 
 Plan, completed in June 1986, identifies 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, urbanization will
and which 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.
 
Kittsw report was completed in May 1986. It concluded 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 tne 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
 
investment incentive package the Government would be offering,
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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 focuses
 
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 Governent policy reform
 
should be encouraged.
 

The Southeast Peninsula Area Development Project
 
will sponsor the primary lafrastructure which is the sine-qua-non
 
for development of any productive enterprise and particularly
 
tourism. The Government has sought assistance to accomplish thi3
 
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 consonant 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. In the long term, jobs 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 
assure 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 maintain the facilities and repay the USAID loan.
 
Finally, planning for the project has already provided USAID with 
opportunities for dialogue with the Government policyon issues 
affecting the economy. Project implementation will provide further 
opportunities to with Government to and
work the enact changes 

discuss additional reforms which may be warranted.
 

B. Project Objectives
 

The goal of the Southeast Peninsula Area Development

subproject is to diversify the (conomy, 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
 
institutionail, financial, infrastructural
and framework for the
 
physical development of tle Southeast Peninsula.
 

C. Project Components
 

Southeast Peninsula Area Development will eventually

require a penetration road, utility installation, a land use and 
envircn-mental management program, a fiscal recovery andprogram,
investment in tourism facilities. As discussed in Section II.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 coordinated 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 construction supervision ad

construction of a 6.6 mile road from Frigate Bay to Majors nay at 
an
 
estimated cost of US$7,900,000. In accordance with U.S. Governmant
 
procedures, the contracts for construction canno be sigtd until
 
all 
the required loan funds are available. If USAID fiscal year

1987 funds are insufficient finance road far as
to the 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 consists of
 
six inches of crushed stone base course 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 provided by the
not 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 boorter pumping station. 
 This system

is estimated to cost a mLinimurn or US$2,000,000. The Government will
 
be responsible, as a Condl-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 to 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
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TABLE 5
 

SUMMARY OF OSAID FUNDING
 

BY FOREIGN EXCHANGE AND LOCAL COSTS (LC) 

(In$000)
 

Life of Project Funding
 
Project Component USAID Loan USAID Grant TOTAL
 

FX LC FX LC
 

1. Road ConstructionS/
 

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
 
c. Commodities - - 60 14 74
 
d. Other 	 - - 136 62 198
 

SUB-TOTAL 	 - - 721 213 934
 

3. 	Fiscal Recovery/
 
Program - - - ­

4. 	Evaluation and Finan­
cial Review - - 66 - 66 

SUB-TOTAL 	 - - 66 - 66 

TOTAL 	 5,400 2,500 787 213 8,900
 

a/ 	 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 Cotintry 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 BA 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
 
through Central Treasury.
 

C. Loan Terms and Repayment Capability 

The USAID loan for the cost of construction supervision 
and construction service- will be made at the following terms: 25 
year term, ten year grace o-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.1) has identified the conditions necessary for 
repayment capability and Conditions Precedent to disbursement are
 
designed to assure that needed government 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 iL from the March 1985 
purchase of the sugar lands and another EC$ 50 million is NACO debt 
incurred from sugar production. The government's budget is already 
in deficit and will continue to be so for a nuiraxeLc 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
 

this project sharply increase interest
the favorable loan terms for 

payments on p!blic external debt. For example, assuming that the
 

million, the first
entire infra3t.ucture package costs US$ 11.4 


quinquennium's annual payments will be US$ 0.22 	million, thereby
 
debt for 1987 by
increasing projected interest payments on external 


about 30 percent over the currently projected US$ 0.7 million.
 

Although St. Kitts' debt service ratio is still 	very low, one must
 

the large size 	of this project relative to the St.
recognize 

Kitts-Nevis economy.
 

serious fiscal situation
In order to cope with its 


its ability to service the loan, the Government of
while assuring 

revenue
St. Kitts-Nevis will have to 	 undertake enhancement and
 

This is especially important in the
expenditure reduction measures. 


early years of the project, when cash flow from the road will be 

encourage the Government to pursuenegative. RDO/C 	 will therefore 
conjuctionfiscal reforms identified in the 	studies recently made in 

with this project. The Government has already initiated two
 
of fiscal
preliminary steps towards more rational planning its 


resources: preparation of a Five Year Development Plan and a
 

report R. 	 necessaryfinancial assessment by R. Nathan. 	 Steps to 

climate will be addressed in the
improve the Government fiscal 


Southeast Peninsula Area Development Project Agreement as conditions
 

precedent to execution of the construction supervision and
 

construction services contraC.u.
 

The Fiscal Recovery Team calculated that the revenues
 
to
generated from road-induced economic activity will be sufficient 


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 

Year Cumulative Revenue Cumulative Expenditure Balance
 

1 700,000 3,616,000 	 - 2,916,000
 
- 6,231,000
2 1,000,000 7,231,000 

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
 

- 2,001,000
6 20,000,000 22,001,000 

7 29,600,000 25,925,000 3,675,000
 

15,852,000
8 45,700,000 29,848,000 

9 61,200,000 33,772,000 27,428,000
 

40,505,000
10 78,200,000 	 37,695,000 
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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 iaplementation will be 
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.
 

Subseqrlent 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 aL- two points in the project, the first at eighteen months
 
to assure adequate progress is being made and the second just prior 
to the PACD to measure thie 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 Sr. Kitts and Nevis but their 
activities will be coordinated by the Director of Planning, Ministry
 
of Agriculture, Lands, Hnusing and Development: The Superintendent 
of Public Works will be issign(ed responsibility for managing the 
construction portion ot the project and as such will 
administratively approve vouchers of oath 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 work, 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 8A 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.
 
Requzat bids for construction.
 
Proposals for construction supervision
 
services received and evaluated.
 

PMPP Long-term TA begins work on Fiscal
 
Recovery Prograi.
 
Supervisory Engineering contract negotiated.
 
Technical Assistance contract negotiated.
 
Bids for construction received.
 

Goverunent satisfies CPs to disbursement
 
for construction.
 
Evaluate bids and award construction
 
contract to lowest responsive bidder.
 
Technical assistance contract 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 years with : a $800,000 techncial
 
assistance contract under the Natural Resources Management Project
538-0108; $1,000,000 of construction contracts under the Basic Human
 
Needs Trust Fund Project 538-0103; and a $150,000 technical
 
assistance contract for the Environmental Assessment and Land Use 
Management Plan.
 

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 consultant. Invitations For 
 Bid will be sent to 
prequalified f'rms in December. Bids will be received and evaluated 
by the Public Works Department, however, negotiations and final 
contract sig-)ture will not occur until all Conditions Precedent
 
have been satisfied and until full funding for the contract has been
 
allot ted.
 

2. TechnicQ1 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 coordinating 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 conditions 
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 anount 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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3. Commodities 

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 coordinating and staffing the land 
use and environmental management program will be procured from a 
qualified 8A firm. A request for names of firms and for SBA 
approval to negotiate 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;
 

- review 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 re'uired. 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 contractors 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 behalf 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 i7 
proceeding according to plan;
 
- Assist the Public Works Department in the processing of 

necessary paperwork required to fund project construction activities; 
- Wnitor 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 country contract, a US 
construction contractor will provide all equipment, manpower and
 
materials necessary to build the proposed road in accordance 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 in carrying out the
 
recommendations of the Environmental Assessment and the Land Use 
Management Plan. See the contractor's draft scope of work in Annex 
K.l. 

F. 	 Fiscal Recovery :uamtractor 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. Government of St. Kitts and Nevis Responsibilities
 

The 	 Ministry of Agriculture, Lands, Housing and

Developent (MALHD) will be responsible for overall project
 

coordination and will therefore designate a project coordinator
 
through which all AID/Government 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 Department (NWD) 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 accordance with the bid documents.
 

3. 	 The Ministry of Finance shall be responsible for 
coordinating the activities of the fiscal 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 trainied 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 method 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 
 robilize 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 r.;rch 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.J. standards and practice, and now form
the technical basis for the proposed project road. Prior to

construction the alignment will oe 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 sone 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--r,-widths will vary depending on width

of embankment and side slopxz. 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 
constructed 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 construction 
period is 18 months. Provision is included to construct vista turn 
outs from the road and pavement widening on steep grades.
 

3. utility 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
 
construction 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 cost, 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 additiondi domestic water supplies on St. Kitts. 
USAID therefore, believes that 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 collection 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, 
tanks wi

low 
th dr

density residential developments 
ain fields or soakways. 

could utilize septic 

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 regularly 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 Anal)'sis
 

USAID requires that the Southeast Peninsula Development 
Project be financially self-sustaining. The AID-financed study by 
R.R. Nathan "Potential for Recovery of Public Investments and 
Costs: Southeast Peninsula, St. Kitts," concludes that the 
Government 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 consultant 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 the 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 be 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 cuvernment 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 progran 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 construction and will capture revenue 
from early land speculation. The second phase, which is not yet 
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 collection. 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. T increase 
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the probability of attracting hotel investment, the Government is 
legislating the Southeast Peninsula Land IXDvelopment and 
Conservation Board and USAID is providing technical assistance to 
the Board to, among other things, analyze the impact of Government 
policies on inv.stment decision.;. 

C. Econoic Analysis 

The project since its inception has been controversial, 
with avid supporters and fervent detractors. One thread of 
discussion on the pros dnd cons of the project has surrounded the 
question of whether there is a reasonable degree of certainty that, 
once the road and other infrstrlicture components 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 developnent if the Kittitian 
economy is to achieve growth, despite the probabilities involved in 
the first question. 

Given these quetti.ons, RDO/C contracted with a number 
of consultants to determine if the project was viable. 'IWo of the;e 
studies are the "Land Use Management Plan" by Island Resources 
Foundation (Annex F.3) and tne "Potential for Recovery of Public 
Investments and Costs" oy Robert R Nathan (Annex G.L). The R.R. 
Nathan study includes a Supplement (Annex G.2) which provides 
estimates of i-ne financial and economic viability of the project. 

1. Land Use Management Plan Projections
 

The 1: -and Resources study, in a sect ion 
discussing returns to priv e- sector hotel investors, indic.tes that­
development of the Peninsula oy private investors will provide 
between 1.5 percent and 4 percent in annual returns depending on 
hotel size, after all other osts (capital and recurrent) are 
accounted 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 considered. 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 CaribbeEn 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 developmernt 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
 
costs to the Government 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 covered. 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
 
concludes that there is, in one of the scenarios (the most
 
optimistic), reason to believe that the existing revenue structure
 
will 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 contemplate 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 costs, and therefore the Government should 
seriously consider additional revenue measures to 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 tII.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
 
comple-ted and if the regulatory structure to zone and 
protect the Peninsula are put in place and adhered 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 (includi-g 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.) Hrv.ever, 
in any scenario, returns will be 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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(c) The financial rate of return associated with 
public sector infrastructure costs 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 compensated 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 quinquennium's annual payments 
will be US$ 0.23 million, increasing projected interest
 
payments on GovtLrunent external debt for 1987 by about 
30 percent over the currently 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 constructing, 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 design 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 TIO 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 
250 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 60% 

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 80% 

PRIVATE INVESTMENT MODEL (IRF) ANNUAL 
IRR YEARS RETURNS 
(%) 0 1 2 3-20
 

50 ROOMS 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
 

NOTES: All data based on the Island Resources Foundation study's
 
"Private Investment 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.
 



TABLE: 9
 
FINANCIAL ANALYSIS OF PUBLIC WS'IS
 

IN PENINSULA DE"VELOPMENT
 

(ALL VALUES IN THiUSAND EC DOLLARS)
 

OPTIMIS.IC IR IS 16.8%
MID-RANGE TRR IS 3.5% U 1 2
JOAN PAYMENTS (ON US$11.4 MILLION WAN) 

3 4 5 6 " 8 9616 616 616 
 616 616
RE-CLREN'.T OdM L1 923 923 923 9233000 300U 3U00 3UUu 3000WIUi'AL CST1S 3000 3000 3000 300U3616 3616 3616 
 3616 3616 3923
CUMULATIVE COSTS 3923 3923 3923
3616 7231 
 10847 14462
FISCAL REVENUES (OPT) 18078 22U01 25925 29848 33772
710 3UU 
 150U 150U 
 820U 78UUCUMULATIVE 96UU 1610U 155007U0

FISCAL REVENUES (MID) 

10U 25UU 4UUU 122UU 20UUU 29bUU 45700 612UU
7U0 200 
 140U 63UU 
 5200 66UU
 
CUMULATIVE 
 7P)-00 UU 9UU 9UUFISCAL REENUES (pES) 9U0 230U 86UU 13800 2040UCUMULATIVE 700 2UUERR ERR IUU 1UU
EPR ERR
NET RETIURRNS (OPT) ERR ERR ERR-30780 -2300 -2700 ERR ERR-1500 -150UNET RE'1URNS (MID) 5200 4800 66U0-3078U -2300 13100 12500-2800 -3000 
 -300U -30U0 -1600 3300 2200 3600
 

10 11 12LOAN PAYMENITS 13 14 15 16 17
923 2965 2965 2965 18 19 202965 2965
RECURRET COS'S 2965 2965 2965 2965 29653000 3500 3500
TOTAL 0)STS 3500 3500 3500 3500 3500 
 4000 4U003923 4UUU
6465 6465 6465 
 6465 6465
CU4ULATIVE COSTS 6465 6465 6965
37695 44160 50626 57U91 6965 6965
63557 70022 
 76487
FISCAL REVENUES (OPTIMISTIC) 170U0 1860U 2010U 

82953 89918 96884 103849268UU 265U0 
 276U0 29900CUMULATIVE 319U0 38600 3840078200 39500
96800 116900 143700 17020U 
 1978U0 22770U 259600FISCAL REVENUES (MID-RANGE) 74U0 298200 336600 376100
8300 86U0

CU]MULATIVE 9200 9500 10200 IU700 107U0 10700 1140U27800 12100
36100 4470U 
 53900 63400 73600
NET REL'TJ-RS (OPTIMISTIC) 84300 95000 105700 117100 1292U01200 6100 5200 
 7200 7400C~Y'JLATIVE 7700 8000 85U0 950U 1U2UERR ERR ERR ERR ERR ERR ERRNET RETURNS (OPTIMISTIC) ERR ERR14000 15100 1660 ERR ERR23300 23000 
 24100 26400
NET REIURNS (MID-RANGE) 4400 28400 34600 34400 35500
4800 5100 5700 6000 6700 7200 7200 6700 7400 8100
 

NOTES:
1.
Ju-T.lic costs are the sum of USAID's project costs (US$7.9 million) and USAID's estimate of costs of other utilities (US$ 3.5
million, (see Ap~erdix Table 1 of the Supplement to the PMPP fiscal recovery study, in Annex G. 2.) 
 The (perhaps somewhat generous)
assumption is made that costs outside USAID's project costs would be covered by loans equally concessional to USAID's loan terms.
 
2. Fiscal 
revenues are derived from the same Supplement (and its Appendix 'bles
construction in a given year would result in full public revenue benefits by the following year is altered to assume that such
benefits would not occur until two years after construction is done.
 

2, 3, and 4), but the assumption that hotel
 

http:OPTIMIS.IC


TABLE 1U
 

ECONOMIC ANALYSIS OF PENINSUAL DEVELOPMENT
 

(ALL VALUES IN TOUSAND EC DOLLARS)
 

TOTALS 1 2 3 4 5 b 7 8TUAL C3STS 222]j3 36480 30U0 5529 249U0 16479 15150 37050 
9 1U 

2610U 282U7.5 29207.5

INFRAS1RUcIVRE 3348U 3348U
TOURISM FACILITIES 
 53073 
 2529 2190U 2529 
 219UU 2107.5 2107.5INFRA OPERATING 3UUU0 3UU0 30U0 3UU0 30U0 30U0 3UUU 3UUU 3UUU 3UUU 
 3UUU
FACILITIES OPERATING 
 IU5550 
 1U95U 1215U 1215U 2310U 2310U 241U
(NON-PUB CwS'IS) 158623 
 0 U 2529 2190U 13479 12150 34U5U 231UU 25207.. 26207.5TOTAL BENEFITS (DYSI INCOME) 433658 
 48U0 230U 1170U 1165b 474UU 417U0 549UU 78UU 1bUU 8980U
 

Nl E:4EFIIS 
- -31680 -7U0 6171 -13242 25221 39750 5U75U 555UU 61592.5 69392.5
 

EWflNOMIC RATE OF RETURN IS 39.7% 
IF OCCUPANCY RATE IS 60% 

NOTES: 

1. 
This analysis is based on the "optimistic model' in the R.R. Nathan study, and therefore on the data in Appendix lable 2 in the
Supplement to that study. 
The relevant "benefits' line item in that table is "disposable income,- the explanation for which is in
that Supplement. Again, as in Table 9, the benefits have neen delayed for one year beyond what the Supplement estimates. Inaddition, the public costs item includes USAID's grant of US$ 1 million for technical assistance connected with the project, so thepublic costs differ from the preceding table herein. 
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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 result in a formidable ofset 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 creativealso 

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,

management, 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 cnd implementation of an EIA process 
- compliance monitoring 
- environmental monitoring 
- protected and public areas management 
- land acquisitio. 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 
ambiguous situation has been complicated by lack of formal 

the Peninsulacomunication networks between the Government and 
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 environment 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 pianning functi.ons 
liasoning on both a formal and informal basis with the 
Peninsula landowners.
 

administrative
The 	 framework for carrying out these 


responsibilities is discussed in the following section. 

3. 	 Institutional Framework for SEP Developmnt 

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 Goverrnent. 
Tb 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
development 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 initially receive
 
all development proposals for the Peninsula, will ascertain the 
completeness of each appli-.ation 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 divided 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 DevelopmLent and
 
Conservation Board
 

In order to provide 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 Land 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 accomplish the following 
functional objectives: 

To provide a forum for public/private sector 

discussion on land use and deveIopment 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 

government 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 public 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 Land 

Use and Development Plan, the Board will function as the authority 

responsible to the Minister of Development for implementation of the 

set forth in the Plan. The Board will review all
objectives 

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 promulgation of 
appropriate rules and regulations. The Board will be 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 
cornunity leadership. it is envisaged that Government 
representatives will be from ministries or departments most directly 
involved with Peninsula development, e.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. Technical 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 Technicl Assistance Unit which will provide the
 
expertise and manpower rvuired to get the land use, environmental 
and administrative aspects )f the project off the ground. A scope 
of work and budget for this 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 conduct 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
 

* I 

Minister ' _,_, 

' 
I 

'SEP 
I 

Board 

_5 Members 

!Permanent Secretary!
 
I a 

' ' Technical 
Director of ---------------------------- Assistance 

Planning ! Unit 

I I 

Team Leader
 
'__Technician
 

Planning Officer
 
____ _ _Short-term TA
 

Statistics! !Physical Planning. !Economist!
 

Chief Statis- Physical Planning SNR. Eco.Planner
 
tical Officer Officer Asst. Eco. Planner
 

SNR. Statistic- Asst. Planning (Intraining)
 
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
 
U 

!Asst. En!ineer! 'Assistant Engineer! !Repair Shop Manager!

(Civil Works (Bldgs. Port) Vehicle Heavy Plant
 

Foreman Foreman 
I I 

!Inspector of Works!' 'Inspector of Works!
 
(Roads) (Vacant)
 

(18-20 non-established
 
Foremen Foremen m.echanics, laborers)
 

I $ I 

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 WD houses Government Stores does
and 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 WD does not seem ko have ianagement weaknesses at the 
established workers level. 

I 
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Both the Superintendent and the Assistant 
Superintendent are caLrying out their responsibilities with 
considerable autonomy. The location of Government stores within 
this Diviion facilitates PMJD's ability to perform tasks 
expeditiously. 

The Superintendent is a qualified Engineer while 
the Assistant Superintendent has 30 years experience with PD. Both
 
Assistant Engineers are qualified. The Inspector of Roads has no 
professional qualifications but has taken several overseas courses 
on road construction 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 t i 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 country 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 opportunities 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
accommodation 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 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 
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-Co'ltural 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 framework 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 ompletion of both road construction and 
the implementation of the institutional framework for managing
 

Southeast Peninsula development will require serious commitrlent 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 serious 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 unworkable
 
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 Kittitians 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 taxativn 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 Neidorp have all analyzed the growth potential of 
the Southeast Peninsula. These organizations have examined the
 
folloing: 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
nultiplier effects, it iz difficult to forecast or 
measure this
 
potential in a reliably quai.tifiable manner. What 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, provid revenues which could benefit social. welfare in many 
areas and have widespread positive social impact.
 

Secondly, components of the project are designed to 
ensure that investment on the Southeast Peninsula benefits as wide
base of the local populace, Government, and indigenous private

a 

sector as possible. Institutional development is designed not only
to provide for objective criteria and balanced land use, but also 
for providing Kittitians witi the necessary skills to oversee this
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balanced development. At t-ne end of the project the foundations 
protection and monitoring, land use management.,
for: environmental 


imrproved tax administration and better physical planning will be in 
areasplace and can be built on. Discussion of these components and 

of concern are further discussed in Annex J. 

F. Environmental Analysis 

In conformance with USAID Reg. 16, Environmental 
of studies were prepared inprocedures (22 CFR Post 216), a series 

conjunction with the proposed penetration road under the assumption 
that the project was an "area development action," not just a road 

to avoidconstruction project, requiring lng-term planning 
of basic amenities of the Southeastenvironmental deterioration the 

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
 

Plan (LUMP) follow thePeninsula; and (2) that a Land Use Management 
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 control erosion and reduce 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 

were also identified as potentiallyresulting from improved areas 
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 

early 1986. Two keyGovernment reviewed the EA and endorsed it in 
assumptions linked to the eventual execution of such a resource 
protection plan are (1) that the Government's capacity to manage its 

resources be improved through major structuralenvironmental 

and (2) that someadjustments in an institutional and legal sense; 

Peninsula be promotedmanageable growth scenario for the Southeast 
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 new 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 is 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 concerns 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. 	 Legal and Instutional Elements of the Land Use
 
Management Strategy
 

The Government will approach the problem of 
arriving at a Iutually acceptable development strategy for the 
Southeast Peninsula through 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 developmen activities may be planned and 
executed. The basic components of the actiui agenda to implement 
desired institutional and legislative changes are described in Table 
5.1 of the LUMP, but are summarized herein as follows:
 

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

- Official 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 must evolve within a West Indian time frame, that is
 
gradually over the Life-of-Project. Hence, there is a need to 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 regulatory 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. 



-54-


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 counsel 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, -xcept 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 Asseibly; 

(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 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:
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(d) Evidence that; (i) an employee of the 

Planning 	 Unit has been assigned for thirty months to work with the 
assist the Southeast PeninsulaTechnical Assistance team which will 

Land Development and Conservation Board, (ii) an employee of the 

Ministry of Agriculture, Lands, Housing and Development has been 
aspects of the
appointed Project Manager 	with respect to all 


Public Works Department has 	 beenProject, (iii) an emplcyee of the 
given signature authority for requests for payment by the 

construction and supervisory engineering contractors; and, (iv) an 

the of 	 appointed to liaisonemployee of Ministry Finance has been 
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 
the Southeastsector expenditures incurred in development of 

Peninsula; and,
 

(f) Evidence that Parks and Reserves 	 Legislation 

has been approved by Cabinet 	and passed by the National Assembly.
 

B. Special Covenants
 

to
1. Project Lvuiuation. The Parties agree 

Except asestablish an evaluation program as part of the Project. 

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. 
to appoint representatives to theChristopher and Nevis agrees 
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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 St.
Christopher 
and Nevis agrees to provide on a continuing basis

adequate funds for the maintenance of the road to be constructed 
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 dewand on 
the Southeast Peninsula.
 



-57-


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 IF4S core contractor to assess 
all aspects of performance. 

Additionally, there will be two formal evaluatioxis 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 PAC 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, commercial, industrial, 
agricultural and other developmental schemes; 

B. 	 Recommendation in respect to; 1. allotment, reservation 
and zoning of iand for different purposes; 2. control 
of pollution and maintenance of the environmental
 
quality of the Southeast Peninsula, including coastal
 
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 education program;
 
- a "Developer's Handbook";
 
- Environmental Impact Assessment procedures;
 
- Plans for: Erosion 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 legislativeand policy measures required to facilitate enterprise development.This evaluation will therefore assess the operations, systems and 
procedures 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 recommend
to whatever modifications are
 
necessary to the
assure 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 rhe 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 attribu-ed to project activities. It will also
 
examine the impact of construction activities 
on the environment.
Finally, it will how
assess 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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U LOC: 001 2-v. 
=LZJVZCZC N0389 17 DEC 5. eer 

DR Or CN: 01780
 
DI ItCN #2420 3510006 CHRG: AID
 
ZNR UUUUU ZZR DIST: AID
 
R 170006Z DEC 85
 
FM SECSTATZ VASBDC
 
TO AMIMBSSY BRIDGETOWN 2186
.By
 
UNC.AS STAT! 382420
 

AIDAC
 

3.0. 12356: N/A
 
TAGS: N/A
 
SUBJECT: ST. LITTS ROAD - NEVIS PORT
 

REF: ZALLMAN - ORE TELCON 11/21/s5 

1. DECISION ON APPROVAL AUTHORITY JOR SUBJECT ACTIVITY
 
OF INFRASTRUCTURE CLUSTER PAOJECT WAS DEFERRID AT ACTION
 
PLAN AND INFRASTRUCTURE PID REVIEWS UNTIL AFTER
 
ACCEPTANCE OF STRATEGY STATEMENT FOR ST. RITTS-NEVIS.
 
STRATEGY WAS ACCEPTED AT NOV. 8 REVIIW, AND IT WAS
 
AGREED TEAT SUEJECT ACTIVITY WOULD BE PRINCIPAL USG
 
BILATERAL ASSISTANCE TO ST. z.ITTS-.NEVIS.
 

2. PER R2FCON, .AID/W UNDERaTAPPS TEAT MISSION NO
 
INTENDS TO SPLIT ROAD AND PORT ACTIVITIES INTO SEPARATE
 
LOP FUNDING APPROVAL DOCUMENTS. AID/W A3,REES TEAT
 
MISSION HAS PROVIDED ENOUGh INFORMATION CN ST. KITTS
 
ROAD TO ENABLE PRCCTEDING TO PP SUPPLEMENT WHICE MAY BE
 
APPROVED IY TEE RDO/C DIRiCTOR.
 

3. TO DATE, HOWEVER WE HAVE NOT RECEIVED DESCRIPTION 
CF NEVIS PORT ACTIVITY. PLEASE INCLUDE EiSCRInION CF 
PLANNED PORT PRJECT IN NEXT ACTION PLAN. IF EARLIER 
AID/W CONCURRFNCE IS NEEDED, PLEASE CABLE ACTION FLAK 
LEVEL LESCRIPTION. WEITEFEAD 
PT 
#2420 

NNNN
 

UNCLASSIFIED STATE 3B2420
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 LOC: 006 5bY
 
00 RUIHVN 
 Ob AUG 86 2306,
 
t]l RUIC #3689 2162257 CN: 02517
 
ZNR UUUUU ZZH 
 CHRG: Aill
 
0 042256Z AUG 88 
 DIST: AID
 
1M SICSTATE VASHDC
 
TO AMEMBASSY BRIDGETOWN IMMEDIATE 4971

11T
 

UNCLAS STATE 243689
 

AIDAC
 

1.0. 12356: N/A
 
TACS: 
SUBJECT: LOAN TERMS FOR ST. KITTS-NEVIS SE PENINSULA
 
ROAD PROJECT
 

REF: (A) BRIDGETOWN 04579; (B) ZALLMAN-GROHS TELCON 7/14
 

1. APPRECIATE THOUGHTFUL CABLE REQUESTING MOST
 
CONCESSIONAL TERMS FOR SUBJECT PROJECT.
 

2. ST. KITTS"NEVIS NOW QUALIFIES FOR 25 YEAR TERMS WITH 
10 TEAR GRACE PERIOD. INTEREST IS 2 PERCENT DURING 
FIRST FIVE TEARS; 3 PERCENT DURING SECOND FIVE TEARS; 
AND 5 PFRCENT DURING THE FIFTEEN YEAR AMORTIZATION 
PERIOD.. 

3. PER REF (B) UNDERSTAND ST. KTTTS-NEVIS DE"T SERVICE
 
IS ABOUT 20 PERCENT OF TAX AND NON-TAX REVENUES AT
 
PRFSENT. DIFFERENCE BETWEEN TERMS STATED PARA 2 AND
 
MOST CONCESSIONAL TERMS WOULD NOT INCREASE rEBT SERVICE
 
IN FIRST FIVE YEARS, AND WOULD CNLY INCREASE DEBT 
SERVICE BY ABOUT DOLS ee,000/YEAR OR ABOUT 0.2 PERCENT 
IF LOAN WERE FULLY DISBURSED IN ONE YEAR. 

4. SINCE DEBT SERVICE IS RELATIVELY LOW AND ADDITIONAL
 

BURrEN WOULD BE MINIMAL, REGRET TO ADVISE THAT REQUEST
 
IS NOT APPROVED. SHULTZ
 
PT 
#3E89
 

NNNN
 

UNCLASSIFIED STATE 243689
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5C(l) - PROJECT CHECKLIST
 

Listed below are statutory zriteria 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 COUNTRY 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) Congressional 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)(1). 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). If This subproject requires one piece 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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4. FAA Sec. 611(b); FY 1986 Not applicable. 
Continuing Resolution Sec 
501 If for water or 
water-related land resource 
construction, has project met 
the principles, standards, 
and procedures established 
pursuant to the Water 
Resources Planning Act (42 
U.S.C. 1962, et seq.)? (See 
AID Handbook 3 for new 
guidelines.) 

5. FAA Sec. 611(e). If project 
is capital assistance (e.g., 
construction), and all U.S. 

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

assistance for it will exceed maintain the project. 
$1 million, has Mission 
Director certified and 
Regional Assistant 
Administrator taken into 
consideration the country's 
capability effectively to 
maintain and utilize the 
project? 

6. FAA Sec. 209. Is project No. 
susceptible to execution as 
part of regional or 
multilateral project? If so, 
why is project not so 
executed? Information and 
conclusion whether assistance 
will encourage regional 
development programs. 

7. FAA Sec. 601(a). Information 
and conclusions whether 
project will encourage 
efforts of the country to: 

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

(a) increase the flow of 
international trade; (b) 
foster private initiative and 
competition; and (c) 
encourage development and use 
of cooperatives, and credit 

6V'
 



unions, and savings and loan
 
associations; (d)discourage
 
monopolistic practices; (e)
 
improve technical efficiency
 
of industry, agriculture and
 
commerce; and (f)strengthen
 
free labor unions.
 

8. 	FAA Sec. 601(b). Information 

and conclusions on how 

project will encourage U.S. 

private trade and investment 

abroad and encourage private
 
U.S. 	participation in foreign
 
assistance programs
 
(including use of private
 
trade channels and the
 
services of U.S. private
 
enterprise).
 

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

1986 Continuing Resolution
 
Sec 507. Describe steps
 
taken to assure that, to the
 
maximum extent possible, the
 
country is contributing local
 
currencies to meet the cost
 
of contractual and other
 
services, and foreign
 
currencies owned by the U.S.
 
are utilized in lieu of
 
dollars.
 

10. 	FAA Sec. 612(d). Does the 

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

11. 	 FAA Sec. 601(e). Will the 

project utilize competitive 

selection procedures for the 

awarding of contracts, except 

where applicable procurement
 
rules allow otherwise?
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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
 
Aquisition Regulations as amended to
 
reflect AID special circumstances.
 



12. 	 FAA 1986 Continuing 

Resolution Sec. 522. If
 
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,
 
similar or competing
 
commodity?
 

13. 	 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?
 

14. 	 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 ai.d
 
expenditure of project funds
 
(dollars or local currency
 
generated therefrom)?
 

15. 	 FY 1986 Continuing Resolution 

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

16. 	 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,
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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. Ibis Project is ESF
 
funded.
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historically black colleges 
and universities, and private 
and voluntary organizations 
which are controlled by 
individuals who are black 
AmeJ.cans, 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 local level, 
increasing 
labor-intensive 
production and the use 
of appropriate 
technology, spreading 
investment out from 
cities to small towns 
and rural areas, and 
insuring wide 
participation of the 
poor in the benefits of 
development on a 
sustained basis, using 
the appropriate U.S. 
institutions; (b) help
develop cooperatives, 
especially by technical 
assistance, to assist 
rural and urban poor to 
help themselves toward 
better life, and 
otherwise encourage 
democratic private and 
local governmental 
institutions; 



(c)support the
 
self-help efforts of
 
developing countries;
 
(d) promote the
 
particip-tion 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?
 

b. 	 FAA Sec. 103, 103A, 104, 

105, 106. Does the
 
project fit the criteria
 
for the type of funds
 
(functional account)
 
being used?
 

c. 	 FAA Sec. 107. Is 

emphasis on use of
 
appropriate technology
 
(relatively smal*er,
 
cost-saving, labor-using
 
technologies that are
 
generally most
 
appropriate for the
 
small farms, .1mall
 
businesses, and small
 
incomes of the poor)?
 

d. 	 FAA Sec. 110(a). Will 

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)?
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Not applicable.
 

Not applicable.
 

Not applicable.
 



e. 	 FAA Sec 122(b). Does 

the activity gi',e
 
reasonable promise of
 
contributing to the
 
development of economic
 
resources, or to the
 
increase of productive
 
capacities and
 
self-sustaining economic
 
growth?
 

f. 	 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
 
scientific and
 
technological research,
 
has it been designed and
 
will it be monitored to
 
ensure that the ultimate
 
beneficiaries are the
 
poor majority?
 

g. 	 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.
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2. Development AssistanceProject Criteria (Loans Only) 

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

Not applicable. 

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

Not applicable. 

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? 

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

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

No. 
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c. ISDCA of 1985 Sec. 207. None. 
Will ESF funds be used 
to finance the 
construcLion 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? 

d. FAA Sec. 609. If Not applicable. 
commodities are to be 
granted so that sale 
proceeds will accrue to 
the recipient country, 
have Special Account 
(counterpart) 
arrangements been made? 



ANNEX C.l 

MISSION DIRECTOR'S GRAY AMENDMENT CERTIFICATION 

"I,James S. Holtaway, as Director of the Regional Development
Office/Caribbean, hereby certify that the procurement plan was developed

with full consideration of maximally involving Gray Amendment
 
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
 

*f L&ldi " ,/ ICf 
Dae
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CERTIFICATION PURSUANT TO SECTION 611(e) OF THE
 
FOREIGN ASSISTANCE ACT OF 19 61 , AS AMENDED
 

I, James S. Holtaway, as Director of the Regional Development
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.
 

James S. Holtaway

Director
 

Date 
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PRIME MINISTER 

ST. KI'TS AND NEVIS 

GOVERNMENT HEADQUARTERS, 

.PHS .... P. 0. BOX 186, 

ST. KITTS, W.I. 

11th September, 1986.
 

Mr. James S. Hloltaway,
 
Director,
 
USAID,
 

P.O. Box 302,
 

Bridgetown,
 

Barbados, W.I.
 

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. Installation 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
 

http:US$8,900,000.00
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PRIME MINISTER 

ST. KITTS AND NEVIS 

G,(VERNMENT IIEADOU)IART'IEIRS, 

Rif... - o .. . .. '. 4). HO(X Il11b, 
ST.KIITS. W. I. 

Hr. 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 cerely,
 

nnyonds
 
Pr ,reMinister.
 



PROJECT DESIGN SUMP3RY Life of Project: 

LOGICAL FRAMEWORK From FY 1986 to FY 1989 
lotal b.S. kunding: US$8.9m 
Date Prepared: 09/U5/86 

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

NARRATIVE SUMMARY OBJECTIVELY VERIFIABLE INDICATORS MEANS OF VERIFICATION IMPORTANT ASSUMPTIONS 

Program or Sector Goal: To diversify Measures of Goal Achievement 1. Monitoring of issuance of Assumptions for achieving goal 

the economy, increase foreign 1. Initiation of resort facility building permits and changes targets: 

exchange earnings and employment, 
and to promote broadly based 
economic growth through an expan-

construction. 
2. Decrease in unemployment or 

shift of workers from sugar 

in land ownership. 
2. Statistical records of the 

planning unit. 

Continued availability of personal 
disposable income for international 
travel by North Americans and 

sion into the tourism sector. industry. Europeans. 

Project Purpose: To establish the Conditions that will indicate purpose Assumptions for achieving purpose: 

institutional, financial and infra- has been achieved: End of project status. 
structure framework for the 1. Road constructei, utility installation 1. Completion of construction 1. GOSKN adherance to 
physical and economic development underway. 2. Eactment and enforcement recommendations set forth 

of the Southeast Peninsula of 2. SDA taxation established, taxes of fiscal and taxation in the Evirormental 

St. Kitts. assessments issued, collections laws. Assessment, LUMP report, and 
received. 3. Enactment of Board legis- the Fiscal Recovery Report 

3. Southeast Peninsula Board meeting, lation, minutes of meetings, 2. Funding committed by other donor 
LUMP accepted, decisions being regulations gazetted. sources and utility companies 
made, zones established, investment 4. Regulations established, for utility installation. 
applications being processed. publicity distributed. 

4. Environmental Management Program 
underway. 

Outputs Magnitude of Outputs Assumptions for achieving 
outputs: 

1. Construction of road 1. 4 miles. Through regular visits and/or 
2. Establishment of an environmental 2. An environmental education program; periodic reports of LUMP unit. 1. Enactment and enforcement of 

management program. a "Developer's Handbook-; Land Use Legislation. 

3. Functional Land Development and Environmental Impact Assessment; 2. Active investment by pivate 

Conservation Board. Erosion control and sedimemt sector developers 

4. Special Development Area 
taxation which is billed and 

reduction plan; 
Wildlife/Endangered species Mngmt. 

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

collected. plan; 
5. Initiation of utility installation Beaches and dunes management plan; 

and hotel/resort construction. 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 & collectedX 
for two consecutive years. 

5. Water system installed, electricity 0 
M 

and phone system installation 
underway, one new resort complex 
completed. 



Inputs: Implementation Target ('lype and Quantity)AID GDSKN 7VIAL 	 USAID disbursement records, Road and Utilities need mainten-
Ministry of Connunications

Technical Assistance 612,U00 -	 ance prior to PACI).612,UUU and Works Maintenance Records,

Training 	 50,UU 
 - 50,UtO planning units staff assignments.
 

comodities 
 74,UUU ­ 74, UUU
 

Other 
Construction 
 7,900,000 ­ ?,9UU,UU
 
Land Use Program 
 198,0U0 IUU,UOU 
 298,UU0
 

Water Supply System - 2, UUU, UU 2, UUU, UU 

Evaluation 
 66,000 ­ 66,UU
 

Total 
 8,9U0,UUU 2,IUU,UUU 
 11,00U,UUU
 

z 
z
 

(D' 

M 
0n 



UNCLASSITD STA"'- 092623 ANNEX F. 1'
 

ACTION AID-? INFO AMB DCM P/I CIIRON 10 

VZCZCWN0507 
RR RUEHWN 
DE RUFHC #2623 0850241 
ZNR UUUUU ZZH . 
R 260239Z MAR 86 
IM SECSTATE WASEDC 
TO RUTFWN/AMFMBASST BRIDGETOWN 3422 
INFO RUEBPU/AMEMBASSY PORT Ad PRINCE 
BY 
UNCLAS STATE 092623 

1939 

LOC: 010 
26 MAR 86 
CN: 03302 
CHRG: AID 
DIS'T: AiD 

368 
0242 

AIDAC BRIDGETOWN FOR PORR, PORT AU PRINCE FOR.JTALBOT 

3.0. 12356: N/A 
TAGS: N/A 
SUBJECT: ST. XITTS ENVIRONMENTAL ASSESSMENT 

1. ST. KITTS SOUTHEAST PENINSULA ACCESSROAD 
ENVIRONMENTAL ASSISSMENT (3-) HAS BEEN REVIEWED BY LAC S 
ONVIRONCNTAL OFFICER. THIS IA IS EXCEPTIONALLY 
WILL DONE AND ISNEREBY APPROVED SUBJECT 0 
INCORPORRTILOSOF ITS RECOMMENDATIONS INTO THI LAND USE 
MANAGEMENT PLAN AND FINAL AID PROJECT. WHITEHEAD 
BT 
#2623 

NNNN 

UNCLASSIFIED STATE 092623 
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LAC/1),R-IEE- b-3b 

ENVIRONMENTAL THRESHOLD DECISION
 

Project Location : St. Kitts 

Project Title : Southeast Peninsula Access Rodd 
and Number : 38-013b 

Funding 

Life of Project 

IEE Prepared y: James J. Talbot 
REMS/CAR 

Recommended Threshold Decision : Positive Determination' 

Bureau Threshiold Decision : Concur with Recolnmendation 

Comments : None 

Copy to James S. Holtaway, Director
 
RDU/C
 

Copy to : Mike Demletre, RDO/C
 

Copy to : James J. Talbot, USAID/Haiti
 

Copy to : Wendy Stlckel, LAC/DX/CAR
 

Copy to : IEE File 

) _t_ Date MAY 29 185 

James S. Hester 
Chief Environmental Officer
 
Bureau for Latin America
 

and the Caribbean 
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INITIAL ENVIRONMENTAL EXAMINATION
 

Project Location: 


Project Title: 

Funding:
 

IEE Prepared By: 

Date: 


Recommended Threshold Decision: 


Concurrence:
 

Date: 


St. Kitts
 

Southeast Peninsula Access Road
 

(538-0138) 

44'L4.
 
Jaes J. lbot
 
Reional vironmental Management
 
Specialist/Caribbean
 

May 13, 1985 

Positive Determination
 

James S. Holtaway 
Director
 
USAID, Regional Development Office/ 

Caribbean
 

May 17, 1985 

Chief Environmental Officer, LAC Decision: 

Recommendation Approved :_Date:
 

Recommendation Disapproved: Date:
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Prepared For: 	 Regional Development Office/Caribbean
 
U.S. Agency for International Development 
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A.6.2 Private Investment 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 under­standing 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 Eastern 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 l90/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, how­ever, that private investors must be able to assure that their invest­
ment plan is superior to 
other, more "average" hotel developments in

the region. Forms of mixed hotel/condominium ownership would appear

to be especially attractive options, since large 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 con­siderably 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 Lourists. 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 private support can obtain en­vironmental amenities on the Southeast Pennsula 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 environment 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.
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Tables A-25. PRIVATE INVESTMENT MODEL. 


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

Assumpti ons: 
 Sq Cost Amenity Land Costs Firance Operating Costs
CS4e: Rooms (% of Total Sales) Occupancy Ratesft. /ft Fctr Acre= SECCMt rourist Hotel Spanding/Da 
- - -

Costs Payroll Food Other 7 Room */Roos rotal- Rooms Food* flisc.1 - - - - ­50 300 - - - - - - - - - ­190 1.10 --
0.0 135.0 - - - - - - - - ­9.5% 232
II - - - - 20%
- - - -42P125 300 190 - - - 60% 1.7 EC$1.15 20.0 125.0 - - - - - --------------------------------------270 172 04 149.5% 23?
IIl 250 300 190 20% 132 60% 1.7
1.20 40.0 120.0 9.5X 270 172 84 14
IV 400 23Z 202 442 60%
300 190 1.25 64.0 100.0 9.5% 1.7 270 172 81 14
23% 20X 45? 
 60P 1.7 2?0 
 172 84 14
 
Cash Flow Factors: 
 Annual Amourts:

Yearly rota1 Operating Costsrotal Gross Prera"Cots: Amortizaticn Sales Payrll 
 Food Other Income Profit
 
I 4215 478 
 5026 1156 ---


II '05 2111 754 276
10694 
 1213 12565 2890 2513 
5403 1759
fII 2190E 2483 546
25130 
 5760 5026 11057 326?
IV 784
34877 3955 
 -40208 
 9248 8042 18094 4625 870 

Nodal Cash Flo. Zero 1 2 3 .4 5 6 7 a 9 10 11 12 13 14 151-4215 -729 150 16 17 18150 276 276 276 276 276 276 276 276 19 211276 276 276 276 276 27611 -10694 -196? 988 276 276 4543
111 -21900 -123 988 5-46 546 5,46 546 5462244 224 784 784 784 784 5416 546 5-46 546 5-46 546784 784 784 784 784 784 546 546 546 546 546 10(093IV -34077 -7172 3543 78A 784 784 7843543 670 870 870 870 870 784 784 21334870 870 8070 870 870 870 870 870 870 870 870 31109 

INTERNAL RTE OF RETUPN: 

I A.42
 
II 3.9%


111 2.72
 
IV 1.5%
 

These conseruative assumptions reflect returns of &pp.o.i"ately -,
after inflation, based or the Hmpectation that: (1D land
values l.1 double in 20 years; and (2) the ualue of the resort isone-half its original cor,struction cost (in real terms) after 20 years. 

Note: 
 Columns 2-7 represent construction and land acquisition costs for various sized hotels. 
 X X
 
For example, costs for a 50-room facility averaging 300 square feet/room are estimated at
EC$190/sq. ft. for construction plus a muitiplier factor of 
1.10 for common areas and infra-

structure plus 8 acres of land at EC$135,000/acre. 

-, W
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Washington, D.C. 20004ASsocIArEs ,C 
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July 24, 1986
 

Roy Grohs, Economist
 
Regional Development Office/Catibbean
 
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 noints 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
 
scenarios, IV and V 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.
 

t.
 

(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
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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-benefit 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 present

value of each of the specified benefits divided by the sum of
 
the present value of annual public costs.
 

By any of these measures 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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Please call =n if you have any questions (202-393-2700).
 
My best regarda to you and Kim. It was a pleasure working
 
with both of you on this project and I hope we will have an
 
opportunity to work together again in the future.
 

Sincerely,
 

Oswaldi-. Blaich
 

Principal Associate
 

OPB/pdb
 

Enclosures
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ST. KITTS SOUTIIKAST PININSULA nOAD 
k M~RTUnt4S TO PUBLIC IHVUSTMIWI 

{ '! ' i*' " :: '" ,' 

This report is a supplement to the recently com~pleted
 

draft report on the Potential for Recovery of tublic Invest­

ments and costs: Southeast Peninsula# Ste Kittes1 It 

provides estimates of public benefits that can be attributed 
directly and indirectly to the public costs for the proposed 

St. Kitts southeast peninsula road and associated infra­
structure. Because of extreme t4certainty# five development 

sconarios L are j 
These reflect• 

different degrees:I ' Ipostulated. . L ' ft i ° i 

of optimism or pessimism with'respect to prospective private
 

development of the area for tourism and associated faci­

lities. For each of the five scenarios, two levels of 
public costs are assumed. These differ largely with respect
 

to costs that can be deferred to private sector developers.
2
(i.K~|IOTI|TIII1IUARA 

4C PBTUIU11 TO VI~4I;111UI. -

Development Scenarios ! 1 

- otee l~ll, a. :A~'4-~~"4-4Ment .ndv 

puVL ot h rpe~

The five private sector tourism development scenarios 

cover a period of 20 years each. They differ primarily with
 

respect to the type of tourism facilities, the time at which
 

1. Prepared for the Government of St. Kitts-Nevis by 
Robert R. Nathan Associates, Inc. under the Public Manage-
K ment. and Policy Planning Project, funded by the LJSAID
 
Mission in Barbados.
 

' 

. . 4g: 

2. Detailed data and a-ssumptions used are presented in4 
the Appendices to this supplement. 

'4 46 
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small hotelecowith the first )N.tQroo unit not
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An 11CR is 0 fined as a hotal-rosort-tcompltx complete 
with rieeaotion and limited shopping taciitism. it is 
assumed to have a minimum of 20 rooms c As to be eligiblo 

for the pending exemptions from taxes on importod foods, 
beverages and hotol supplies, Al 3conariou make some 
allowances fo~r incramental expansion of thoe complaxest 
some small~hotels, a numiber of indopandont condominiums, and 
private homes (Table 1). 

i_7 

1. Island Resources Foundation, Land Use Managament Plan'for theSoutheast Pennin.ula, Stl.Kitts West Indiei, Draft 

report May 1986. 
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foe cnr uci=n of the road and specifiled infrastruc­

facilities 
 condom and private homes and from the economic 
activity.-g iearated-by-it-.- t- is-aru. that-without-the-­
road there would ben private Investment and hence no 
Public benefits of any kind, which has been the case for the 
last 100 years or more. 

The aggregate economic benefits to the people of St.
 
Kitts (as Oppoooed to the governent are embodied in the
 
measures of GDP and D?. 
 The GDP measure assumes that taxes
 
paid by the GDP recipients, who in the first round of
 
spending are mainly skilled and unskilled' workers, will
 
generate public services of equivalent value. However, DI
 
is generally considered more directly reflective of bansfit,
 
by wage and other itcome recipients. 

...
A+++ .
 ++ , + +++ ] +i++ ++ ++++ ,+Gi++ ;++ii+:
t +£ ++ + 
The primary benefit to the government of St. Kitts-
R a ASPirate entity, is the tax reven4e that isUvill As 

Associated with its expenditures for the road and other 
infrastructure,
 

The estimated benefits for either the public or the 
, 2'90YOvernhsenta defined Above, are projected for each of the 

live scenarios for 20 years (Table 3). 

Theatts scnaros r. COOp~red by three standard', 
L%0s4ats #*Mnty u4d to relate costs to benefits. Thoe 
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S.
 

* Internal Rate of Return (IRR) 

0 Net Present Value (NPV) 

0 Benefits per dollar of cost (B/C) 

Each reasure is estimated independently for GDP, Dr,
 
and TR for each scenario and for each cost assumption (Table
 
4).
 



Table 4. Summary Cost-Benefit Measures -- Public
 

Full cost Minimum cost
 

IRR NPVa B/Ca IRR NPV B/C
 
(percent) ($ million) (percent) (percent) ($ million) (percent)
 

Gross donestic prod ,'t 

I. Moderately optimistic 80.8 721.1 13.2 108.6 754.0 29.8
 
II. Moderately pessimistic 32.8 177.3 4.0 45.3 210.2 9.0
 
III. 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. Manageable 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 development 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 9.C
 

Tax reversues > 

I. Moderately optimistic 23.2 72.4 2.2 35.1 105.3 5.0 
I. Moderately pessimistic 4.2 (19.1) .7 15.1 13.8 1.5
 
III. Pessimistic (4.7) (41.1) .3 6.5 (8.2) .7 

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 yearb. Parentheses
 
indicate negative values.0
 

0 
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APPENDIX A. MODEL FOR ESTIMATING
 
GDP AND ASSOCIATED MEASURES
 

A simple, idealized model 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, exogenously
 
determined, on the gross domestic product.
 

1. This type of model was employed in Charles L. Lavin,

The Theory and Method of Income and Product Accounts for
 
Metropolitan Areas, (Amei, 
 Iowa State College, 2958).
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Transformed into funotions that indicato .h volatAon­

ships of change the above equations becomet
 

(3) AYt 0 AYex + AYend
 

(4) 4Yend - t(MYt) 

The economy cannot be subdivided readily into variables
 
that are either totally endogenous or totally exogenous, but
 

they can be approximated. Thus, foreign investment, exports,
 
and government expenditures are taken to approximate vari­
ables that are exogenously determinedl consumption, on the
 

other hand, is assumed to be totally endogenous.
 

Substituting changes in consumption, AC for tYend in (3)
 

and (4) yields:
 

(5) AYt = AYex + AC, and 

(6) AC = 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) &C = MPCL(AYt)
 

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

are obtained: 

(8) AYt AYex6 + MPCL(AYt) 

(9) Ayt - MPCL (aYt) = AYex 
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B'-2.
 

(2) Condo Guests txpenditures (0mi~llions), (Spec ific,
 
to scenarics)0
 
GOP *No, of Units x .216,800
 
Taxes #o,of Uni.ts x .032,520
 

D Lpotable-zn0ome
0-(4- (mil 11onh)iu--Afsb~i i-'to 

DZ All Iouraee GOP All Sources #12 (GOP All
Constuti on) - 10 (GDP Hotel Quest Spending

+GOP Condo Guest Spending),
 

III Cons~truction
 

(a) Hotel construction 4J0R 2 yearso other 1 year

Oi.lled work~ers 1:2 per rooP/year
UnsflhlLd workerse 1.0 par room/year 

ib) Condo acotruotion I far$killed workers 3. pot unit/year
Unshilled workers 310 per unit/year 

10i Home construction U ear

hilled worker# 5 per unit/year
Unihilled workers 5.0 per unit/year 

(d) Wage# for
 
construction


Akilled 011,000 pot yearUnekiIlsod 6,000 per year 

is) Construction
 
multipliers


GDP 1.96 (Waqes)

Trax revenues .25 (wages)
 

(2) Hotel guest spending

Beds par room 1.0

Beds occupancy rate SpecifLc to year and
 

acenario

Visitor-days (max./bad) 305

Spending par visotor $337.50

Spending subject to
 

hotel tax ') 50 percent
 
Multipliers


GDP 1.3 (quest spending)

Tax revenue .20 (quent spending)
 

'A/ 
4 

4 



(3) Condo quest spendinq
 
seds per unit 

Bed oocupancy 

Visitor-days/mdx./bed 

spending per visitor 

upending ubjaect to
 

hotel tax 


Multipliers
 
aDP 

Tax revenue 


ANNEX G.2
 
Page 19 of 40
 

B-3.
 

4.0
 
45 percent
 
365
 
$275.00
 

0
 

1.20 	(quest spending)
 
.18 (quest spending)
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APFtCIX TAOLE 2. (C(tTIP-ULD) INTERNAL RATE OF 6EIUFO StbLyrIS
 

I'1IktDAL FA1E CF FfRLbF AT: 

2C YEARS 10 YEARS
 

FLLL CUSI
 

Gh(SS LCPtSliL PRLCLCT 80.8 79.2
 
0l5PGPAPrLL INLCPE 
 76o 75.0
 
1AX PkVF1Uf 23.2 LI.7
 

PIKIPL COS]
 
CkC'S [CPLSIIc FRCOUCtT 1c.6 107.9
 
UISFf!.AeLk INLLPE 103.5 102.8
 
IAX L #fUf 35.1 Z8Go
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APFECAh TAPLE 2. (COhlINUED) COST - BENEFIT CcjPPsilSOh
 

hEI TAN &EikhLi 
6$ PZLLICtiI 

_1/ 20 
YEARS 

IC 
fEAKS 

FULL CCS -

P|bIPU CoSt -

FULL L(S1 - ILI 
PINIPUP CLS1 -

t133

10 

.9 

72o. 
105.3 

.7ob7. 
35°6 
3,4 

29.1 

CCP PER COLLAR LEST _2/ 

FULL L05! - tl 
P1hipUP CUST -
FULL CCSI - IU 
PIhIPUP COS1 -

6z 

ICk 

15.0 
3*° 
13.2 
2q.8 

be; 
156? 
6.5 

1$.0 

CISPOSAULE lhCCDP PiR CULLAR COST _3/ 

FULL CI5T - 81 
PINIPUP CLS1 -
FULL C(ST - 1O 
MINIPUP CLSI -

E 

1O 

13.6 
31.b 
12.U 
27.0 

t.3 
14oC 
5.9 

12.7 

_11 PMESNl VALLk CF IAN 
RE'LhUE LESS PRESENT VALUE OF CkSICkAIEO CCS$.
 
21 PPELhl VALUk CF 
CFCSS DUESTIC PRODUCT DIVIDEC BY P tSfhI WLLF
 

CF UESIGIAIlL CGS1N.
 
31 PREShl VALLk OF CISPCSAULE I[rOME DIVIDkC 8 PRtSIfT LI
N! LLf 


EESICNATkIC LLSI,.
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APPkhDIX I*:1LF 3. £CIkNINUEOD IhTEhkkAL NIAL OF llTUd&& &&&LTlhl 

tf-I I .rkL lAlL O- PEI URh A1: 

fLLL (USI 
(CR(55 E(rtL51L PPiCICT 
[ISFG A.eLf INLCPE 
TAX NUfNtIUk 

2C YEaS 

---- --

32.6 
31.1 
4.2 

IC Tk&*S 

- -­ ---

1304 
dl4 

-1406 

PJIIPLIM r(SI 
0-C S (r' I IC ILOLCI1 
1 1S ( NAPLt JIL( Pt 
]A) ut Vf KLt 

45.3 
43o4s 
15.1 

3r.1 
l.C 

.1 

74 
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-------------------------------------------------------------------------------

APPthCIX TABLE 3. 1COhTIhUED1 COST - Sefft(it Ctnp&*u'j(, 

NET IAN PEV~f-tt -1/ 
 z0 
 10
IS PILLICN51 
 YEAWS VE jils 

FULL C(57 - 8%-14*Z 30
PM1bIPUjP Cusi - P2. 
FULL LCSI ­ -19.114
 
F1IIPuP CIIST - IC7X 13.8 -~ 

GCP PER LCLLA& LC'JI _21
 

FULL C(ST - PX .6 
P1hIPuP CC51 - eZ10.7?. 
FULL CCST - 16 .0 1.4
U'lhiPUP C651 - Icz 9.0 
 3.f
 

OJSPCSAbLt LNCLCq( PtN DLLL* 
 COST _J
 

FULL CCST - li .1 1.9
 
PNPrUP CLS7 - ex973.S
 

FULL CC51 - 102 3.6 lot

PINIpur CLJST - IC4 8.2 3.t
 

11 PFESLNI VALUI OF 1AX II9VLKUE LESS PRkSFNT V&LLE uF C&SICkeTFU COSTS.21U PRFSIA1 VALLt OF 
CgLiSS CIJPESTIC PRODUCT LJIVIO&C 
OV P'f5& V*LLI
CF DESI(Pe1&( CUSIS. p 
3/ PRF'SLK1 VDLLt Cf CISPOSAHLE INCOME CIVIoED bV PSShl W&LL( Lf

C[SICiAIEC CLSTlo. 
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APCIA TAbst A . ICEMMUEtCS l31ahAL RAU~ af iftbg A&ALVSIS 

1PIt ,I' L I A I OF 1sJt It :aI. 

2c lkaas Ic 1Ea 
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-------------------------------------------------------------------------------

APPENCIX 
TABLE 4. (CONTINUED) COST 
- BENEFIT CMPARISUN
 

&ET 1A FfVtLut I 
 20 
 10
IS PILLI(NhS 

YEARS 
 YEARS
 

FULL CCS1 - 64 
 -4004 
 -soec
F/lIJUP CU5I - ex 
 -4. 
 -220CFLL CC51 - IC2 
 -41.1 
 -4b.1
PZAIrip CUST 
- ICi 
 -8.2 
 -21.6
 

GCP PER COLLAR L(ST 21
 

FULL CS ­ 8% 
 2.2 
 0.1
MINiPUP COST 
- 82 
 5.1 
 O.3
FULL C(ST - 1G2 
 1.6 
 0.1
PIhIMUM (051 
- ICk 
 4.l 
 0.3
 

DISPCSABLE 
INCUME PtR DOLLAR COST 
-3/
 

FULL CCSI -
 E! 
 2.0 
 0.1
PIbIkUp CUll 
- e 
 3.4 
 O.2
FULL C051 - 102 
 1.7 
 0.1
PIlIPUP CUlT 
- IC% 
 3.7 
 U.3
 

-11 PRESLFI VALLA flF TAX REVkNUF LESS PRESENT VALUE OF 
CESIGNATEO 
Cc1So
21 PPESt1l VALUE OF kOSS DUPES1IC PRODUCT DIVIDEC 
BY PRESEhI VALUF 

CF UESG1NAkEL CUSIS. 

o
 
3/ PNFSLNI VALLL OF 

X 
CISPGSAHLE 
INCOME DIVIDED BY PRESENT VALLF UF
 

CESIGNATEC C(STS. 

o 
0 
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APPtLDIX TABLE S. ICC TIlhUECI IhTERNAL RATE OF ltlU$N A&ALYSIS 

I|hl -AILFAlL UF PFIUN A]: 

2C YEAkS 10 YEARS 

FILL CuI 
GMCSS [CrLSliC PPLOUCI 

DISPCSALL IlCCPE 
TAX 6EVINUL 

122.5 

116.7 

33.3 

121.1 

1603 

26.? 

PINIPUM (CST 
Gc(55 cCPkSlIC PRUCUCT 

CISPL*ELk INCCPt 

165.q 

956.5a. 

1e5. 

TA Rke~ 15 1% 0 

--------------------------------------- - - - - -- - - - - -- - - - -
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No. of 1986 The South-East Peninsula Land Saint Christopher

Development and Conservation and Nevie.
 
Act, 1986
 

SAINT CHRISTOPHER AND NEVIS
 

No. of 1986
 

AN AU T to provide for the devplopment, conservation
 
and management of the South-East Peninsula, to
 
establish a Land Deyelopment 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:-


Short title 1. This Act may be cited as the South-East Peninsula Land
 
and Develoo~ont and Conservation Act, 1986 and shall come into
 
commencement. operation on such date as the Minister may by Order publish in
 

the Gazette.
 

Interpretation. 2. In 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 Peninsulau means the area as defined in the
 
Schedule to this Act.
 

Establishment of 3. (1) There shall be established a South-East Peninsula
 
a South-East Land Development and Conservation Board.
 
Peninsula Land
 
Development and (2) The Board shall be comprised of five members appointed
 
Conservation by the Minister, one of whom shall be appointed Chairman of the
 
Board. 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.
 

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

Functions of the
 
Board. (a) to evaluate residential, commercial, industrial,
 

agricultural and other developmental schemes;
 

/
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2.
 

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

(c) to 	control pollution and maintain the evironmental
 
quality of the Soue-East Peninsula, including coastal
 
conservation;
 

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

(e) to 	draw up schemes to develop lands and make recommeen­dations in respect of the development of land in terms
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.
 

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

(a) the guidelines to be used in determining the suitabiLizy

of particular developmental activities in the Peninsula;
 

(b) proposals dealing with the following subjects 
-


() land use;
 

(i1) transport facilities;
 

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

(iv) recreation and tourism;
 

(v) oaste disposal facilities and power plants;
 

(vi) living resources;
 

(vii) 	human settlements;
 

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

(ix) coastal conservation;
 

(x) any other developmental matter submitted by

the Minister.
 

(2) The Board shall submit the Pland and any schemes evaluated
by it 
to the 	Minister In accordance with the provisions of the
Land Development Control 
ct.
 

k 
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3.
 

(3) The Board may, vith the approval of the Hiniiter make
 
the Development and Land Use Managenent Plan available for
 
public Inspection and invite ealomission of comments or recommen­
dations thereon in writing.
 

made
 
(4) 	Upon approval of the Plan by the Minister by Order
 

published in the Gazette, the Plan 'hall reEulate developmental
 
activity in the South-East Peninsula.
 

Offences. 	 6. (1) Any person who ­

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

(b) resists or obstructs the Board or any officer in the
 
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 issued 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 dollars and not
 
exceeding twenty-five thousand dollars or to imprisonment of
 
either description for a terd not exceeding six months or to
 
both such fine and imprisonment.
 

(2) Every person who is Ruilty 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.
 

Regulations. 7. (1) The Minister may in consultation with the Board,
 
make Regulations to Rive effect to the principles and provisions
 
of this 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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1. Socio-ClLtural Context
 

St. Kitts and Nevis, whic, ichieved ir..e uenc. sratehood on 
September 19, 1983, is by Eastern Ca. ibbean andaris a small country
 
with a total population ot 44,404 (3b,hL)4 :)n 63t. Kitts) anJ a gross

domestic product (GDP) ot approximately U,$43 million. The total labor
 
force is approximul-ely 11,00U persons. A s1iiall but ,rowing light
 
manufacturing sector, approximately 30 r.irms, employs 'i,,JU persons 
generating approximately eight [ercen't ot GDP. .;ugaL proauction occurs
 
entirely on St. Kitts and occupies J2,00U acres out ot i',UUU acres
 
regarded as agricultural land. Sugar, tneretore, dominates the economy
 
and, with its molasses by-product, accounts foir 1/.5 percent of GDP and
 
7U percent of total expolrts.
 

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

rfhe careful devel%.ieic of 'Iurism i n the State is of
 
vital impo'-nce. It is 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 fabric
 
intact.
 

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

The tourist industry has been gaining in economic
 
significance for the last five years. Arrivals have been signiti&,,ntly
 
increasing yearly, particularly since 1983. Over 40,UJU people visited
 
St. Kitts and Nevis in 1985, up from 35,UUU in 1983. This 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 hamstrung 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. Inorder for 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-Mst I4ninsula to CO1iufikfnce, however, the nei'dfor a full-length penetration road nas gener illy tb!en acknowledged asessential. h'this project Is ttie culmination ot nu1mb1er ot studies arida
various engineering design proposaIs tor such acce.ssain road. It is alsothe culmination of and distill.i. ion thorougrio. research and discussionon the likely implications ot corit:ructlng such a road arid what necessaryinputs for balanced economic deveupnent should entail1. 

2. Socio-Cliltural PeaLvsibility 

it was recognized 1)y all parties thatcould not this projectbe viewed or designed as simply a road construction project.An undertaking of tnis sort whicti oxfns up hither to undeveloped areas tointensive capital investment cdrries witn iukanyit enrviron nental,political, social, legal and tiscdl issues. 1-ence,holistically designed this project isto provid!e St. Kitts and Nevis arid the people ofSt. Kitts and Nevis with the n.-cessary institutionaL and legal franeworkto cope with the pnysica l developmoent process. 

'ftus, road construction is onebut component,the most pivotal, in the albeitentire project. 'Lhis means, theretore, that theproject is complex and pote.ntially traught with many problems.Successful completion ot both road construction and the implementation orthe institutional framework tor managing Southeast Peninsula developmentwill require serious conunitment on the part of Government andindividuals; it will require an intense influx of skills and talents,
some of which will be provided Locally, and much of which will be
technical assizIance provided by outside consultants.
 

St. L tts and Nevis is among the smallest of the OECScountries in the Eastern (t-ribueanand suffers from scarcity of trained
professionals to man critic,.
. areas in the Government bureaucracy. r10o,
as a small country the numbers of public-spirited citizency of stature is
then, and most professionals in both the public and private sectors andstretched and serve on numerous statutory coiuittees and voluntary
organizations. rhus, in designing this project one had to be cognizant
of the serious personpower constraints atfecting its implementation and
ultimate success. 'Theinstitutional tramework was designed withKittitian professionals in a manner that all felt would best address theserious administrative needs without unduly burdening Government andindividuals 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 Land Development and Conservation Board with its
technical arm could eventually serve as an authority for the entire
country, not only the Reninsula, providing the necessary support system

the Planning Unit certainly needs.
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1wever, it 	 is ee~r to Caution Lh~t although the
institutional framework designed isboth needed and appropriate, ongoing
successful implementation will require political will1 on 
the part of
this, and 	future (ivernments, There are equity issues, political issues


~' 	 and hard decisions which'will have to he resolved inthe area of land usemanagement 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. 

S-InosteTuftO tioneD/( considers that- the oJect esign
for the Southeast Peninsula Area Development Project is the most 
appropriate and the most feasible. 	 It is also recognized that there are many unknowns and also factors which could inhibit the ultimate
development of the Southeast Peninsula in a manner which best 	represents
the interests of the people of St. Kitts and Nevis. 
Research and
 
analysis, 	however, indicate that this project design provides the
 
necessary 	checks and balances to ensure a
high chance of success.
 

3. Participant and Beneficiary Populations
 

The design 	process of this project has been a

thoroughly 	collaborative one involving South-East Peninsula landowners,
prospective investors, regional enviroriiental consultants, regional
economists 	and most importantly" Lhe political leaders and chief

technicians of the Government of St. Kitts and Nevis.
 

Following 	 the Gvernment's request to RDO/C in April,
1985, USAID sought to determine the environmental, technical and economic
soundness of proceeding with project design of a road on the South-East
Peninsula. 
 USAID was willing to finance a team to examine the
 
environmental questions and encouraged the Government to appoint three

Kittitians 	to work with the Environmental Assessment team. The threecomprised a landowner/hotelier, the Director of the Planning Division,
and the Chief of the Water Department, a civil engineer. This exercise,
resulting ina:February 1986 knvironmental Assessment*Report, was
completed with the complete cooperation of the appointed representatives. 

Other areas of collaboration have involved Government
and landowners inan investment promotion exercise bringing large tourism
interests to St. Kitts; collaboration on a five year development plan;

fiscal analysis of the Southeast Peninsula development project; and

collaboration with Island Resources indesigning a 
Land Use Management

Plan for the Southeast Peninsula.
 

i 
IIj
 

,, 	 1 4 V 
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4. Egquity 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. In 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 reformn and has been assisted in this effort by fiscal
reform experts from the ArD-funded Public Management and Policy Project
 
based in Antigua.
 

5. Social Impact and Spread Effects
 

Robert Nathan Associates, Island Resources Youndation and

Neidcorp have all analyzed the growth potential of the Southeast
 
Peninsula. lihese 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.
 

rllje 
hazards facing the environment.
 

rhe 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 this potential in a
 
reliably quantifiable manner.
 

What can be postulated is that sitnificant 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, significant components of the project are
 

designed to ensure that investment on the Southest Peninsula benefits as
 
wide a base of the local populace, Govermnent, and indigenous private
 
sector as possible. Institutional development is designed not only to
 

provide for objective cirteria and balanced land use, but also for
 
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 impoveG
 

tax system and better physical planning will be in place and can be built
 
upon.
 

ribirdly, there is plenty of scope for negative social and
 

environmental impact in the development of the Southeast Peninsula. ib
 
mitigate possible negative consequences an extensive environmental
 

assessment was completed by Island Resources Foundation followed by a
 
thorough proposal for a Land Use Management Plan. rhe 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. 'TheGovernment 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. 
The 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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BUDGET FOR TECHNICAL ASSISTANCE TO
 

THE SOUTHEAST PENINSULA LAND DEVEU)PMENT AND CONSERVATIOn! BOARD
 

A. Technical Assistance
 

1. 30 months of long-term TA ($10,000 x 30) 300,000
 

2. 30 months of host country TA ;100,000
 

3. 30 months of local hire clerk typist 32,000
 

4. 15 months of short-term TA ($12,000 x 15) 180,000
 

Subtotal Technical Assistance $612,000
 

B. Training
 

10,000
1. In-Country 1 


2. Site Visits$ 40,000
 

Subtotal Training $ 50,000 

C. Conmodities
 

1. 4 wheel drive vehicle, insurance & fuel 18,000
 

2. airconditioner 1,000
 

3. personal computer & supplies 10,000
 

4. office furniture for 3 10,000
 

5. meeting table and chairs for 8 10,000
 

6. office supplies 10,000
 

7. rubber dingy/motor for field work 10,000
 

8. copy machine 5,000
 

Subtotal Commodities $ 74,000 

D. Other
 

1. environmental education programme materials 30,000
 

2. office rent, phone, electricity$ 32,000
 

Subtotal Other $ 62,000
 

Subtotal direct costs $798,000
 

G & A (8%) $ 64,000
 

$862,000
Subtotal 


Fixed Fee (8%) $ 69,000 

$931,000
Subtotal 


Contingency and Inflation $ 3,000 

9.4,UUUGRAND TOTAL 
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TASKS OF TECHNICAL ASSISTANCE
 

1. 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 develop 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;
 

(f) 	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
 
recoJibndations; 

2. 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, 
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National Conservati.n Strategy,
 
Land Acquisition (recreation, parks,
 

utilities, etc.)
 
Marine Resources Management,
 
Recreational IDeveiopment Dncd Management,
 
Parks and Protected Are-as,
 
Reforestation,
 
Tourism Amenities/Utilities, and
 

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

3. Training
 

a. Tbrough 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 appiroval process through the many 
Government offices which have approval authorities. 



ALTERNATE ROAD DESIGN 

COST 	 ANALYSIS 

FRIGATE BAY-SAND BANK FRIGATE BAY-MAJORS BAY 
(0 + 000 - 7 + 500) (0 + 000 - 10 + 300) 

I. ROUGHTON DESIGN ./ $ 6.3 Million 	 $ 7.3 Million 

II. 	ROUGHTON DESIGN 1/
 
ALTERED TO ACCOMODATE
 
UTILITIES t 6.8 Million t 7.8 Million
 

III. 	AS PER II + UTILITY 1/2/3/ 
INSTALLATIONS $1G.7 Million $13.4 Million 

IV. 	ROUGHTON DESIGN l/
 

MODIFIED TO UPGRADE
 
PAVEMENT SURFACE $ 6.8 Million $ 7.9 Million
 

UTILITY INSTALLATIONS 2L4/
 
ON ALTERNATIVE ALIGNMENT $ 2.5 Million + 25%
 

Notes:
 

1/ 	 Estimate includes engineering costs (construction supervision).
 

2/ 	 Estimate does not include cost of reservoirs, pumping station, well development, external
 

transmission mains, or distribution network for water supply system.
 

3/ 
 Utilities designed to U.S. standards and installed by U.S. contractor.
 

4/ 	 Utilities designed to local standards and installed by force account.
 

0z
 

r a 
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ESTIMATED ENGINEERING/CONSTRUCTION COSTS 

Earthwork 

Pavement Structure 

Drainage and Miscellaneous 

Sub-Total 

Inflation @ 6% Per Year 

$2,445,000 

$ 995,000 

1,871 000 

$5,311,000 

$ 637,000 

Contingency (20%) 

$5,948,000 

$1,190,000 

Engineering (Construction Supervision) 

Total 

$7,138,000 

$ 800,000 

$7,938,000 

Say $7.9 Million 
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