EB 2010/99/R.8: Haiti: An IFAD structure for permanent debt relief

Debt relief approach and options considered

An outright formal debt cancellation would necessitate a significantly higher initial financial outlay than the provision of debt relief on a pay-as-you-go basis. Under a pay-as-you-go methodology, loan repayments are made as they fall due using funding from an IFAD administrative account to be set up for this purpose. The debt will remain on IFAD’s accounts until the last repayment due date. Under this approach, the objective of relieving Haiti of the debt burden can be achieved while minimizing the funding requirement, which is based on the NPV of future principal repayments and service charges. 

Debt relief options:

Option 1: IFAD as sole contributor

This option gives rise to the following considerations:

(i) Use of IFAD resources for debt relief; (ii) Financial integrity of the Fund; (iii) Future events; (iv) Limited IFAD funding sources; (v) Resources available for projects; and (vi) Future reimbursement of debt relief. 

Management considers that an option whereby IFAD advances the full amount of Haiti debt relief from its own resources would have an adverse impact on the Fund’s ability to deliver its programme of work for the Eighth Replenishment period and on the integrity of its capital base. 

Option 2: Members contribute all incremental funds to IFAD for Haiti debt relief

IFAD would manage Member State contributions received for this specific purpose through an administrative account, segregated from IFAD resources, to be set up with the approval of the EB. IFAD would front-load 100% of the contributions received for debt relief. Should the funding provided not be sufficient to cover the total debt burden, Haiti would need, at some point in the future, to resume debt service to IFAD. 
Option 3: IFAD contributes to debt relief provided by Members

As Haiti receives IFAD financing on a grant basis under the DSF, with the approval of the EB, IFAD will convert loans into grants as the loan repayments fall due. Together with the member funded administrative account, this will be used to provide the necessary relief to Haiti as debt payments fall due. The allocation of IFAD resources for this purpose will be placed in advance in a separate account and would decrease resources available for commitment through the programme of loans and grants, but could be kept within manageable levels if a ceiling is clearly established.

Recommendation

The EB is invited to approve the following recommendations:

(i) Authorizes the Fund to accept contributions from Member States to be used to cancel Haiti’s debts in respect of IFAD loans on a pay-as-you-go basis. Such funds shall be deposited in an administrative account managed and accounted for separately from other IFAD resources and reported on periodically to the EB.
(ii) Decides that the balance of any amount due by Haiti to the Fund under outstanding loans, which cannot be liquidated with resources from the account referred to in paragraph (i) or otherwise, shall be converted into grants as they fall due up to 30% (US$15.2 million) of the total outstanding loans at net present value terms (US$50.7 million) as estimated on 31 January 2010. Such conversions shall be periodically reported to the EB.
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