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UNITED STATES INTERNATIONAL DEVELOPMENT COOPERATION AGENCY
 

AGENCY FOR INTERNATIONAL DEVELOPMENT
 
WASHINGTON O C 20523
 

PROJECT AUTHORIZATION
 

Name of Country/Entity: Republic of Kenya 

Name of Project: Rural Private Enterprise 

Number of Project: 615-0220 

Number of Loan: 615-T-020 

Number of Grant: 615-0220
 

1. pu:suant to Section 103 Df the Foreigrn Assistance Act of
 
1961, as amended, I hereby authorize the Rural Private
 
Enterprise Project for the Republic of Kenya (the "Cooperating
 
Country") involving planned obligations of -4.t to exceed
 
$24,000,000 in loan funds and $12,000,000 in grant funds over a
 
two year period from the date of authorization subject to the
 
availability of funds in accordance with the A.I.D.
 
OYB/allotment process, to help in financing foreign exchange
 
and local currency costs for the project. The planned life of
 
the project is 5 years and 8 months frfm the date of initial
 
obligation.
 

2. Phe project provides: loan funds to intermediate credit
 
institutions for lending to rural private enterprises; grant
 
funds for technical and management assistance and training to
 
rural entrepreneurs; grant funds to private voluntary
 
organizations for financial management, technical and training
 
assistance to small scale enterprises and enterprise groups;
 
grant funds for project monitoring and evaluation.
 

3. The Project Agreement, which may be negotiated and executed
 
by the officer to whom such authority is delegated in
 
accordance with A.I.D. regulations and Delegations of
 
Authority, shall be subject to the following essential terms
 
and covenants and major conditions, together with such other
 
terms and conditions as A.I.D. may deem appropriate.
 



4. (a) Interest Rate and Terms of Repayment:
 

The Cooperating Country shall repay the loan to A.I.D. in U.S.
 
Dollars within forty (40) years from the date of first

disbursement of the loan, including a gracS period of not to
 
exceed ten (10) years. The Cooperating Country shall pay to
 
A.I.D. in U.S. Dollars interest from the date of first
 
disbursement of the loan at the rate of 
(a) two percent (2%)
 
per annum during the first ten (10) years, and (b) three
 
percent (3%) per annum thereafter, on the outstanding disbursed
 
balance of the loan and on 
any due on unpaid interest accrued
 
thereon.
 

(b) 	Source and Origin of Commodities, Nationality of
 
Services:
 

Commodities financed under 
the loan shall have tneir s~urce and
 
origin in Kenya or 
in countries included in A.I.D. Geographic

Code 941 except as A.I.D. may otherwise agree in writing.

Commodities financed under 
the grant shall hve their source
 
and origin in Kenya or the United States except as A.I.D. may

otherwise agree in writing. Except for 
ocean shipping, the'
 
suppliers c' loan-financed commodities or services shall have
 
Kenya or ccuntries included in A.I.D. Geographic Code 941 as
 
their place of nationality, except as A.I.D. may otherwise
 
agree in writing. Except for ocean shipping, suppliers of
 
grant-financed commodities or services shall have Kenya or the
 
United States as their place of nationality except as A.I.D.
 
may other is' agree in writing.
 

Ocean shipping financed by A.I.D. under the project shall,
 
except as A.I.D. may otherwise agree in writing, be financed
 
only on flag vessels of the United States for grant-financed
 
commodities or of Kenya or countries included in A.I.D.
 
Geographic Code 941 for loan-financed commodities.
 

(c) 	Conditions Precedent to Disbursement:
 

Prior to any disbursement, or the issuance of any commitment
 
documents under the Project Agreement, the Cooperat-ing Country

shall, except as A.I.D. may agree otherwise in writing:
 

1. 	 Establish a Special Account at the Central Bank
 
of IKenya into which bank repayments will be made;
 

2. 	 Identify the officer in the Central Bank of Kenya

who will be resoonsible for administering the
 
Special Account.
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(d) 	Condition Precedent to Additional Disbursement:
 

Prior to any disbursement or the issuance of documents under
 
the Project Agreement to finance any subloans to banks, the
 
cooperati.ng Country shall furnish in form and substance
 
satisfactory to A.I.D. a copy of the subloan agreement with
 
said bank, together with all supporting documentation leading
 
to selection and financing of said banks.
 

(e) 	Covenants
 

The Cooperating Country shall covenant in substance; that it
 
will:
 

1. 	 Process expeditiously all project-related import
 
and foreign exchange approvals;
 

2. 	 Provide all necessary personnel to ensure the
 
effective management of the Special Account at
 
the Central Bank of Kenya. 

3. 	 Include in subloan agreements to banks, a
 
covenant which requires such banks to ensure
 
compliance with Cooperating Country Environmental
 
rules with respect to any projects financed by
 
such bank.
 

4. 	 Require all repayments made to it by the
 
recipient banks, less the payments necessary to
 
service the A.I.D. loan, be relent to banks for
 
additional subloans for the same project purposes.
 

(f) 	Waivers
 

The following waivers to A.I.D. regulations are hereby approved:
 

1. 	 A waiver of A.I.D. source and origin requirements
 
for up to $12 million of loan-financed
 
commodities and commodity-related services from
 
A.I.D. Geographic Code 941 and the Cooperating
 
Country to A.I.D. Geographic Code 935 and the
 
Cooperating Country.
 

I hereby certify that exclusion of procurement
 
from free world countries other than the
 
cooperating country and countries included in
 
Code 941 would seriously impede attainment of
 
U.S. foreign policy objectives and objectives of
 
the foreign assistance program.
 

http:cooperati.ng
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2. A waiver 
to expand the flag eligibility
requirements to allow financing-of transportation
costs of vessels under Code 935 flag registry for
procurements made from Code 935 countries other
than the U.S. 
 I hereby certify that the
interests of the United States are best served by
permitting financing of transportation services
 
on ocean vessels under 
flag registry of free
world countries other than the Cooperating
Country and countries included in Code 941.
 

MF Peter her-son
 

Date \ ) 

Clearances:
 
Gc7FR:Trk
 
GC: RDerham "u
 
AFB/PD: Ukiau Dat)

DAA/AFR: GP.tterson 
M/SER/IM: PHagan (Drft) 
A/AA/PPC: RDerham 
A/AA: ARLove 



I. SUMMARY:
 

The purpose of the 5-year $36 million Rural Private Enterprise

Project (61J-0220) is to establish and expand rural private

enterprises!' in Kenya. Achievement of this purpose will
 
directly contribute to fulfillment of the Government of Kenya

and USAID top goal of increased rural production, employment and
 
income. Project objectives will be attained through the
 
provi Jon of credit and technical assistance to commercial
 
banks_]7 active in Kenya who will in 
turn make loans and
 
provide business advice to entrepreneurs. The project will also
 
provide grants 
to PVO's who will provide business management

advice and extend loans to small-scale entrepreneurs.
 

Per Lnpit:a availability of good agricultural land in Kenya is
 
currently estimated to be 0.6 hectares. In heavily populated

areL s it is less than 0.4 hectares. Kenya falls somewhere
 
between India and China in terms of cropped land per capita.

Given the relatively constrained agricultural land base, small
 
holders currently earn more 
than 40% of their income from
 
off-farm activities. With a population growth rate of
 
approximately 4% and 
a labor force which is projected to

from 7.3 to 15.7 million by the end of the century, it 
is impciative that Kenya expand off-farm employment and
 
incorne-generafing opportunities dramatically over the next 20
 
years. It is the strategy of this project to help expand those
 
opportunities through accelerated development of private

enterprises located in rural areas 
and other businesses with
 
stronig backward and forward linkages to agriculture.
 

The proposal for the Rural Private Enterprises project results
 
from the convergence of several complementary trends. First, a

groxing and accelerating awareness on the part of the Kenya

Gov,!rnment and USAID that the private sector is the best means
 
to ttu1.n many development objectives has led to an increasing

cph~is on the 
 need to use private sector entities as 
development agents. Second, AID's private sector policy
iLni.i:ative has brought increased attention and expertise to bear 
on thu potential. ways and means to use the private sector to 
ataln development objective. In the case of Kenya the local 

--/-Te-fTn--- puroses oth-3sproject as businesses with 
strong backward or forward linkages to agriculture, wherever 
1ocated, and other business located outside Nairobi and Mombasa.
 

2/ Or finance companies which are part of a commercial bank
 
group. 
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____..,._a if"tt on_.of-th s -i iti t ve-was, -develo~pment- o f+--thu-PRE+-
Kenya Commercial Bank (KCB) project which in many ways has
served as the prototype for this project. Finally, USAID has
gained substantial experience with the smallest rural
entrepreneurs 
over the last few years through grants to private
voluntary organizations. 
 This experience has demonstrated the
need to provide businaess and management advice as well as
credit to small-scale businesses if they are 
to flourish and
become self-sustaining contributors to rural private sector
 
development.
 

Project 	costs are estimated as follows:
 

SUMMARY 	PROJECT COST ($ 000)
(L-Loan 	Funds, G-Grant Funds)
 

AID 	 Commercial Private PVO 

Banks Sector
 

I. Loans to subborrowers 24,000(L) 24,000 
2. Business Advisory

Services 
3. Management & Technical 

Assistance 

400(G) 
4(2

2,866(G) 

200600 

464 
4. PVO Management & 

Loan funds 
5. Monitoring, Evaluation 

6468(G) 87 1085 

& Special studies 1,150(G) 
6. Contingencies (10%)Grant funds only 19116(G) 20 55 89 

Total: 

Grand Total 

24,000(L)-
1200 (G)
36,000 

24T 
220 

24,220 
606 
606 

1,174 
1174 

58% 40% 1% 1%
 
II. 
 PROJECT 	RATIONALE AND DESCRIPTION:
 

A. Rationale:
 

1. 
 Description of the Problem and Alternatives:
 
The principal problem to be addressed by the project is the need
to expand employment and income-g3nerating opportunities in
rural areas. The traditional approach to resolution of this
problem has been to try to increase agricultural production (and
thus rural production, employment and income) through various
government to government projects directed to research,

extension, rural roads and long-term training.
 

+
 

Total
 

48,000
 

3,330
 

7640
 

1,150
 

1,280
 

14,000
 
62$000
 



increased off-farm employment and expansion of private
enterprise as essential steps toward an improved standard of 
living for the four-fifths of Kenyan's population that lives in 
rural areas. Consequently this project will emphasize off-farm
 
and non-governmental activities. The project will also address 
in part the needs for increased markets for agricultural

production, for better agricultural input and marketing services
 
in rural areas, and for stimulation of investment Li the export 
sector in order to redress Kenya's current balance of payments

deficit and lay the groundwork for self-sustaining economic
 
growth. Alternative approaches are three: rural versus urban,

farm versus off-farm, and public versus private sector. The
 
reasons for the emphasis on rural, off-farm, private sector
 
activities are discussed briefly below.
 

Although numerous employment generating investment opportunities

exist in urban areas, USAID's overall country development
 
strategy focuses on rural areas as the key to equitable,

long-term, self-sustaining growth. In accordance with this
 
strategy, this project also focuses on rural areas, with the
 
exception that agribusinesses (defined as businesses having
 
strong backward or forward linkages with agriculture) are
 
included in the target group even if they are located in urban
 
areas because of the multiplier effect of investment in
 
agribusinesses on agricultural production.
 

The limitation of project activities to the off-farm sector is
 
based first on the substantial current and planned U.S. and
 
other donor involvement with on-farm production activities,
 
second on the fact that implementation intermediaries
 
appropriate for on-farm activities are different from those
 
directed toward off-farm production, and third on the fact that
 
ample agricultural credit is available through the Agricultural
 
Finance Corporation.
 

The case for choosing a private sector approach is influenced by

the fact that Kenya's long history of public investment has most
 
often been unprofitable. Although such investments can provide

employment, the cost is high since productivity tends to be low
 
and Government subsidies are often required.
 

2. Host Country Priorities:
 

Kenya's 1979-83 Development Plan, now coming to a close, has
 
emphasized measures to promote economic growth and smallholder
 
agricultural production, with particular attention to equitable

income distribution. Problems of income distribution and
 
poverty were to be addressed primarily through efforts to
 
increase opportunities for productive employment and broaden 
access to asic social services. It is becoming clear that the 
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planning period recognizes both the serious resource constraints

of the public sector and the comparative advantage of the
private sector in managing and mobilizing capital.
approach, emphasizing use of private sector resources 

This
 
to further
national development goals, also addresses directly two of the 

most severe constraints to current government developmentefforts: the growing burden of recurrent expenditure and thestrained capacity to implement programs effectively. 

Major policy decisions contained in Sessional Papcr No. 4 of1982 reflect a planned reduction in Government expenditures as apercent of GDP, and an overall reduction in the Governmentdeficit. 
 The budget deficit was reduced from 9.5 percent GDP in1980/81 to 
less than 5 percent in 1982/83. Such a sharp
reduction was 
attained by cutting the Development Budget while
allowing the Recurrent Budget for a time to grow more rapidly

than expenditures overall.
 

The reduction in Government's share of GDP and the restrictions
 
on expenditures for new projects in the Development Budget!

reflect a shift in priorities toward private sector activities
that fully supports the basic approach adopted in AID's proposed
Rural Private Enterprise project. 
 To quote from the summary of

Sessional Paper No. 4:
 

"The need to contain Government expenditure in the
 
years immediately ahead inevitably means 
that public
sector employment opportunities will grow more slowly

than in the recent past. But this is not the whole

picture. As Government's requirements for domestic
credit diminish, more credit can be made available to

the private sector. 
 Private sector activity should

increase more rapidly than it otherwise could and
employment opportunities in the private sector should
 
also expand".
 

Government policies contained in Sessional Paper No. 4 of 1982
 
are expecte: to be implemented soon. USAID dialogue with
Government indicates that the major themes of the Sessional

Paper will be fully reflected in the more comprehensive Five
Year Plan for 1983/84 - 1987/88. The proposed Rural Private
Enterprise Development project which is designed to provide loan
funds and business advisory services to private borrowers
through the commercial banks and PVO's is timed to demonstrate

rapid and flexible U.S. 
response to the Kenya Government's
 
increaning commitment to 
private sector initiatives and
market-oriented solutions to difficult development problems.
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3. Other Donor Activities:
 

The Government of Kenya with the assistance of other donors has
 
established a network of institutions to promote industrial
 
development and employment. Each of the major institutions
 
concentrates on special market segments. Two institutions, the
 
Industrial Development Bank (IDB) and the Industrial and
 
Commercial Development Corporation (ICDC), deal almost
 
exclusively with larger scale enterprises. Average loan sizes
 
in 1981 were 700,000 U.S. dollars or more. The Development
 
Finance Corporation of Kenya (DFCK) which often deals with
 
somewhat: smaller firms, had an average 1981 loan size of 250,000
 
U.S. dollars. The programs of Kenya Industrial Estates (KIE)
 
have focused on the smallest entrepreneurs and have provided the
 
highest level of technical assistance as well as a significant
 
level of operating subsidies. Although KIE's programs have
 
focused on the smallest entrepreneurs as a matter of highest
 
priority, KIE's average loan size was more than 55,000 U.S.
 
dollars in 1981, and more than 115,000 U.S. dollars in 1980.
 
The [JSAID strategy of expanding the capability and outreach of
 
the commercial banking system to assist rural enterprises has
 
be,-n previously exploited only by the International Finance
 
Corpocation under two agreements with the Kenya Commercial Bank
 
(KCB). A successful pilot project between the IFC and KCB
 
di.iri.ng 1977/78 totaling 2 million U.S. dollars led to a
 
Folow-on project signed in 1981 totaling P million U.S. 
dollars. This second project is now also under successful 

111" i crientation 

Lw; of December 31, 1981, thirteen other major bilateral and 
Multilateral donors had commitments outstanding of 132 million 
13S. dollors for 24 on-going projects to assist industrial 
del,ciopinent in Kenya (See Table II.A.l). Four donors were 
providing assistance of nearly 70 miliion dollars under five 
prjucts with the Industrial Development Bank (mostly for 
cn- lending to medium and large scale industries). There was one 
on--,;oing project for 2 million U.S. dollars between the 
r14,i-herlands and the DFCK to enable the latter to operate a 
o-,-.interest credit scheme for small scale entrepreneurs. Also
 

fi the small end of the scale, five donors had outstanding 
commItments of 44 million dollars to Kenya Industrial Estates 
under seven on-going projects, some dating from the Mid-1960's.
 

http:di.iri.ng
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TABLE II.A.1
 

KENYA: OTHER DONOR COMMITMENTS FOR INDUSTPIAL
DEVELOPMENT OUTSTANDING 
AS OF D- R Tni
 
Country 
 Number of 
 Commitment Outstanding


Projects 
 (1000 U.S. Dollars)
 

Bilateral:
 
Austria 
 1 
 918
Germany 
 4 
 27,667
Netherlands 
 2 
 3,423
India 
 1 
 13,559
Norway 
 2 
 3,774
Sweden 
 1 
 4,650
 

Multilateral:
 
ADB 
 1 5,800
EEC 
 1 
 885
IBRD 
 3 
 60,000
OPEC 
 1 
 5,300
UNDP 
 5 
 6,133
UNIDO 
 2 
 85
 
TOTAL 
 24 
 132,194
 

Source: 
 UNDP, Compendium on Development Assistance to Kenya

as at 31 December, 1981.
 

Alth agh large scale projects in Kenya can 
in all probability
absorb significant additional resources, project identification
and project economic analysis must be improved significantly if
such resources are 
to provide an adequate return and expand
employment opportunities. 
 Donor resources availablc 
to assist
the smallest scale entrepreneurs through government-run
programs appear to 
exceed present absorptive capability as
indicated by the poor results achieved. 
 The amount of donor
assistance flowing through KIE, for example already exceeds
KIE's ability to absorb resources. As of August 31, 1982, 65
percent of KIE loans 
were in arrears and arrearages were
equivalent to morc 
than one-fifth of the value of loans
outstanding. 
 The ievel of donor assistance already flowing
toward the sinallest scale entrepreneurs, and the degree of
success achieved so 
far, suggest the need for the introdihction
of innovative approaches and 
new mechanisms to increase
outreach to 
small and medium scale entrepreneurs especiali 
 in

rural areas.
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The United States is a relatively late comer to the field of
 
rural private enterprise development in Kenya as compared to
 
some other donors. Design of U.S. programs can profit from
 
evaluation of the efforts of others and avoidance of
 
duplication. One lesson learned is that government loans in
 
Kenya are often perceived as gifts. Another is that continuing
 
government subsidies can become a crutch to those who will
 
never in fact be successful entrepreneurs, but will continue to
 
drain ruscsurces away from those who have real potential. A
 
third lesson is that the entrepreneur must have substantial 
personal and financial commitment to the succe.ss of his 
enterprise. Finally, there must be an apolitical, on-the-spot
 
institution capable of assessing such commitment and
 
detCerminlng overall risk. Each of these lessons has been 
applied in the design of the Rural Private Enterprise project.
 

11. Relation to the CDSS: 

The USAID/Kenya Country Development Strategy Statement for the
 
period 1983/87 is structured around three development
 
objecLives: (1) increased rural production, employment and
 
income; (2) reduced population growth; (3) efficient delivery
of basic social services. USAID emphasis on increased rural
 
product-ion (farm and off-farm) is based both on equity 
considerations and on the realization that full employment of
 
Knya '~ ~-apidly growing labor force, and intensive utilization 

w 

an i tegvated program of investment in a wide variety of 
a.< icultural, forestry, procecsing, menu-dcturing, and service
 
,c >;>ic:s in rural areas. The proposcd Rural Private 
1"ni:eorprLse project is designed to contribute to the goal of 
:inc-aje.sd rural production by providinig rural entrpreneurs of 
v'riout; sizes with a package of medt.um and short-term credit,
 

,!!OJI. timited amount of good agricultural land, call for
 

husiL(?s; advisory services, and technical assistance provided 
by i-ankIng ins:itujions with exten,'ve rural branch networks 
arld by PVO's. 

i enya's estimated 1981 population of 17.5 million is growing at 
an annruial rate of more than 4 percent. The country's labor 
forc is expected to rise from 6.1 million persons in 1978 to 
]..5.7 million by the end of this century. Only 18 percent of 
Kcuy s land is classified as having high or medium potential 
j'.2 !g-iculture while more than four-fifths of the country's 
Ia is classified as arid and semi-arid. Availability of high 
'ain medium potential land per capita has fallen from .9 
hecctres in 1969 to .6 hectares in 1979, and will fall to .4
 
iectares by 1989. Given such an analysis, the current CDSS
 
Jiocuoes 'specifically on assisting small farmers with low 
incomes and on the rural landless. 

http:inc-aje.sd
http:succe.ss
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The small farm is 
the dominant mode of agricultural production
in Kenya accounting for 49 percent of recorded farmland, 52
percent of marketed production, 70 percent of value-added in
agriculture, and 80 percent of agricultural employment. 
 A
major portion of planned USAID development expenditure is
directed at 
providing the smallholder with access to 
the
inputs, technology and marketing opportunities that 
are
necessary for economic viability. Nevertheless an increasing
number of rural residents, although nominally classified as
small farmers, already receive a significant proportion of
their total 
income from off-farm sources. Off-farm income on
average accounted for 43 percent of small 
farm incomes recorded
in the 1974/75 Integrated Rural Survey. Subsequent studies
have shown that a significant connection exists between the
availability of cash income 
(important for access 
to credit and
for purchases of inputs) and increases in agricultural
innovation and productivity among smallholders. Cash sales to
rural markets, co-operatives, and processors, together with
off-farm employment, have thus become integral aspects of
"progressive smallholder production in Kenya. 
 Such trends
will become increasingly important as 
the per capita
availability of 'ood agricultural 
land continues its rapid
decline. 
Moreover, Integrated Rural Survey data for 1976/77
indicate that some 
14 percent of households surveyed did 
not
own land within the areas in which they 
were enumerated.
Although some of these families might have had landholdings in
other areas, 
it is likely that the majority were landless. The
landless poor represent a particularly difficult sub-group to
reach without 
a general increase in economic activity and
employment in rural 
areas of the type which the proposed Rural
Private Enterprise Project is designed to produce.
 

5. Relevant Experience with Similar Projects:
 

(a) Private Enterprise Bureau 
(PRE) Project:
 

In January, 1983, AID and the Kenya Commercial Bank/Kenya
Commercial Finance Company signed 
a $2,500,000 loan and
$250,000 grant agreement to 
finance the development of rural

private enterprises. Conditions precedent to 
first
disbursement were met 
in April 1983 and 
the first four loans
 were approved in June. 
 PRE is now establishing a Letter of
Commitment of U.S.bank to 
permit disbursement of the 
first
tranche of funds for those four loans. 
 The approved loans are:
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Applicant Location Project KSh 

Arkay Industries Ltd Eldoret Edible OilManufacturers 1,500,000 

Ima Hauliers Ltd Kisumu Sugar Cane 1,000,000 
Transporters 

Macithi Trout Farm Ltd Nyeri Trout Farming 1,735,000 
Kenby Cables, Ltd. Kisumu Cable Manufacturers 1,5002000 

Several points may be noted concerning those first loans.
 
First, although the maximum loan size permitted under thie
 
projecc is KSh 6,500,000, the largest approved loan is less
 
than one-third that amount. Second, three of the four loans
 
are In ilie poorer, Western regions of Kenya and none are in
 
Nairobi or Mombasa, even though agribusiness investment is
 
ailcood in those cities under the terms of the agreement. 
Although those four projects cannot be taken as a true sample 
of whet may occur under the proposed Rural Private Enteprise 
Project-. They do demonstrate that commercial bank lending does 
not necessarily take place at the maximum leading limit in the 
metropoliLan centers. 

(b) 	Private Voluntary Organization Assistance to
 
Small-Scale Enterprises:
 

USAID's principal previous experience in the rural private 
enterpriue sector is grant assistance to PVOs in Kenya
 
providing management assistance and loans to small-scale
 
entrepreneurs. This assistance consists of the following
 
element-:
 

(1) The Self-Aelp Enterprise Development (Project
 
615-0208) is a $500,000 activity des 4gned to
 
create and strengthen enterprises - mainly among
 
group ranches, cooperative savings groups and
 
private voluntary organizations, through
 
provision of technical and managerial assistance.
 

(2) Maseno South Enterprise Development (Project
 
615-0226) is a $500,000 church-based grant which
 
is designed to provide management assistance,
 
training and credit for self-sustaining small
 
group development activities in Nyanza Province,
 
Western Kenya.
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(3) Partnership for Productivity (PFP) has received
USAID assistance in the past 
to develop a Rural
Enterprise Extension Service 
(REES) for small-scale
entrepreneurs in Western Kenya. 
 Currently PFP is
broadening the scope of its Rural Enterprise
Extension Program and has 
two small grants from AID:
$125,000 
for a Women in Development activity
(Project 698.0388.15) and $150,000 for a Law in
Development activity (Project 615-0209). 
 Both of
these grants are being used by PFP to 
improve the
legal basis for both individual and group
entrepreneural activity, particularly among women.
 

(4) The Small-Scale Enterprise grant (Project
698-0410.32), of $275,000 supports the National
Christian Council of Kenya which is primarily an
urban-based activity. 
 The purpose of the 
 .&ijr, is
to strengthen and expand the capability of the NCCK
to provide technical assistance and credit
facilities to selected incipient (Small Scale)
business persons through its urban community
improvement program in the secondary cities.
 
(5) A number of centrally funded activities promote
business activity among small groups and small scale
entrepreneurs in Kenya. 
 The Institute for
International Development for example is providing
technical assistance and credit funds to a
predominantly church-based business service inCentral Kenya (with an 
office in Nakuru) and World
Education Incorporated is 
providing assistance to
income-generating women's groups in the Kenya Coast
 
area.
 

In general, USAID has been pleased with the progress made in
developing the capabilities of small-scale entrepreneurs
through the above-described activities. 
 Two concerns arise,
however. 
 First, although the PVOs as a group seem able to
provide needed technical assistance at unit costs well below
those of large scale government programs, 
the costs per loan
are still high in percentage terms. The second concern is that
the PVOs are approaching their management limits. 
 To channel
dramatically increased funding through these organizations at
this 
time could overtax their administrative capacity at the
expense of the quality of their work. 
USAID's conclusion is,
however, that this group of PVOs could be supported at 
somewhat
higher levels since they have demonstrated the ability to
entrepreneurs reqchin which AID it particularly interested, but thatprogram expansion should be gradual. An evaluation of PVOperformance under the grants described above was undertaken
 

http:698-0410.32
http:698.0388.15
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during project development to gain a better understanding of the
 
coscs 	of delivering assistance through the PVO mechanism and of
 
their 	respective absorptive capacities. The principal
 

follows:
conclusions of this evaluation were as 


- the PVOs studied were rated vey highly from a 
social perspective. They reach and assist the 
self-employed poor who lack access to conventional 
support mechanisms. They are especially effective 
in reaching women. At the same time, these 
programs seek to integrate social and economic 
inputs (e.g. through group formation) so that 
income-generation is based on local participation 
and organizational development; 

- the outreach of these organizations through 
decentralized service delivery structures was 
found to be impressive from a cost standpoint. 
Roughly 6,000 clients are served by the four 
indigenous programs examined at a cost per client 
Of approximately $58 per year. In addition, 
Technoserve indirectly reaches a great number of 
clients through the upgrading of larger-scale 
organizations. Grouping of clients is the key to 
this relative cost efficiency; 

- the PVOs were found to be delivering primarily
 
non-financial assistance, with an emphasis on
 
bookkeeping, management, marketing, and advocacy.
 
Little hard data is available on either the
 
intensity of inputs or of impact. That which does
 
exist, however, indicates increased incomes and
 
enterprise stabilization;
 

- PVO lending was found to be severely limited in
 
scope. Only two programs have institutionalized
 
lending programs and less than 200 loans have been
 
made. Repayment problems exist in both programs,
 
with greater problems in the program dealing with
 
wealthier clients. Repayment problems appeared to
 
be related to problems in loan administration and
 
follow-up -- not to the level of poverty among the
 
clients;
 

- the team recommended PVO upgrading in the
 
following areas:
 

(i) 	 administration and management -- especially
 
of loan programs;
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(ii) delivery of managerial assistance to clients;
 

(iii) anaiynin of client credit needs;
 

(iv) inter-organizational communication and 
coordination; 

(v) streamlining of relationships with donors. 

A further description of the findings of this evaluation can be
found in Supplementary Annex D, "PVO Evaluation and Social
Soundness Analysis", available from AFR/PD/EAP.
 

B. Ob ectives: 

The project goal, USAID's top development priority, is to
increase rural production, employment and income. 
 The strategy
chosen 
to achieve this goal is to establish and expand rural
private enterprises in Kenya (project purpose). 
 By promoting
rural private enterprises the project will directly contributeto attainment of the project goal through both profits and
increased employment. USAID has 
selected this strategy because
it: 
(1) is private sector oriented and therefore not directly
constrained by inck of government administrtative and financial
capacity; and (2) provides a means of generating rural
employment off the farm where a significant portion of theneeded 8 million new Jobs by the end of the century must befound. The strategy will also indirectly contribute to the goalthrough increased prov.sion of agricultural input supply and 
marketing services. 

In order to meet objectives, the United States will provideinputs of credit funds and technical assistance to bothfinancial intermediaries and businesses. These inputs will besupplemented by locally generated credit funds and businessadvisory personnel provided by financiol intermediaries.Anticipated project outputs are increased capital flows to ruralprivate enterprises, increased capacity and interest of
financial intermediaries to make loans to rural privateenterprises, and utilization of business advisory services by
borrowers. 

Successful project implementation will 
lead to the following

conditiops: 

(1) 
7,000 new jobs directly and 12,000 jobs indirectly

created in project-assisted and project-related
 
enterprises ; 

(2) 
increased value added in project-assisted and
 
project-related businesses.
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Attainment of these objectives will be measured in the first
 
instance by review of the regular reports of financial
 
intermediaries, secondly through examination of the books and
 
records of financial intermediaries, through regular monitoring
 
of project loans and finally via an in-depth evaluation of
 
assisted businesses in the third Xear of the project.
 

A logical framework is included as Annex B.
 

II. C. Description:
 

The principal project activity will be the provision of credit 
funds and business management assistance to rural private 
ev:erprises. Formal sector enterprises will be assisted through 
a commercial bank lending program linked to a management and 
technical assistance contract. Informal sector enterprises and 
very smal1--scale formal sector firms will receive assistance 
through a variety of private voluntary organization (PVO) 
programs supported by an independent intermediary which will 
provide financial, managerial and technical support to PVOs and 
their clients. The use of two such intermediary mechanisms was 
selected because i I is expected that together they can reach a 
range off businesses from micro enterprises to medium and large 
scale Lirras and because among the alternative inrtitutions 
available 1 i Kenya they have been shown to be the most 
admilnistratively and financially sound. A summary of the 
analyses which led to their choice is included in Section VI.C. 
"Administr, tive Analysis". 

Cnimercial Bank Lending:
 

The pr.ncl.pal project intervention will be the sub-loan 
•ransactions between banks and private enterpreneurs. The 
Project will provide $24 million (to be matched by banks) for 
this purpose. To tle maximum extent possible the procedures and 
criteria for reviewing and approving these sub-loans uill be 
those already in use by the banks, within the parameters to be 
set by the loan agreement. To graft substantially different 
procoduUcs onto routine bank systems would be not only costly 
aind incflficient, but also non-sustainable fclowing the end of 
proj( ct ssistance. However, in order to ensure achievement of 
projoct objectives and contribute to achievement of the goal of 
inc-c,,s ,d rural production, employment and income, certain basic 
criteria will be established for approval of project funding for 
,ub-loans. These criteria are summarised below: 
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(a) lype of Enterprise: To be eligible for project
financing the assisted enterprise must be at 
least 50% owned by
Kenyan citizens or by a firm which is an integral part of th=
Kenya- economyl/ and management control must be in private
hands. All roject-assisted enterprises (including
cooperatives) must be for profit. 
 There will be 
no limit for
total 
fixed assets of the enterprise since the level of fixed
assets is 
not necessarily related to achievement of project
objectives. The enterp;'ise must be located 
in a rural or
non-metropolitan urban area 
(i.e. outside of Nairobi and
Mombasa, except for agribusinesses in these two cities which may
be financed after AID" review to 
ensure very strong links
rural areas), and must to
 
not be involved in commodity trading,
real estate developmenL, 
finance, insurance, or speculation.
On-farm production activities are also excluded unless they are
part of a vertically integrated processing or manufacturing


enterprise.
 

(b) Loan Criteria: In addition to 
the economic and
administrative--easibiity requirements normal)'y applied to loan
applications by banks, 
the investments to be assisted by the
project must meec one 
of the following development impact
criteria to be eligible for finapcing: 

- it is 1aor intcnive2/; 

it has th potential to increase net foreign 
exchnn-t.,ai iv,;i]abi.ity.I],.,, 


it wI]. urovide increased markets, inputs, orservices for agricultural production or other ruralproduct:"ou n.;ed' on locally available inputs. 

-1 An estnblis- 'ed- :rm is an int-eprTart o--t-he-ocaleconomy if It has done lusiess 5In 1,oviya on a continuing basis 
'enirs; 

for not less than tL-ee It is incorporated locally;principal place of buj in e.s 'VQny,; most of iLs operating 
ite 

equipment and !lant~hysicl are in Kenya; and most of its
senior staff and openat:lng personnel resident
are in Kenya.
 
2/ A Iabor-'nih 
 ].oves Unnt.for purposes of this project
is one that requilres no mor tLhan $5,000 for creation of eachnew job. Thilfr' rs we I.below t o ove rage estimated assetper employee 1 i Firmsof - frg, in Kenyn(i.e. those employing 

sie 
50 ormore persons, See 8 Nairoboi 3075§). It is also below theestima ted $8,000 tV-'stmen t per now employee found to berequired In n ''crveJ ,;linl1le of aur:.businesses in Kenya in anindependent ,tudy naned by U'JA!I)/Kenyn(See Supplementary Annex
B). USAID will rerJon the opcionl to approve loans which aremore capitil-intensivc if they rely on highly labor-intensive 

inputs. 
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(c) Loan Terms: Loans will be made on commercial
 
terms. Interest rates will not exceed the highest allowable by
 
Kenyan law (currently 16%) or the competitive commercial rate,
 
whichever is lower. The AID-financed portion of project loans
 
will be medium-term (at least 3 years). At least a portion of
 
bank financing may be for working capital. The entire credit
 
risk will be borne by the banks.
 

(d) Loan Size: The maximum AID contribution to
 
routine loans will be $750,000. Although some potential loans
 
of this magnitude would be of a capital intensive nature, USAID
 
has concluded that if a large loan meets the employment
 
generation, export, or increased rural production target it can
 
be financed since it will directly contribute to meeting project
 
objectives. USAID will retain the option to approve AlD
 
financing larger than $750,000 on an exceptional basis if
 
sufficient development impact can be demonstrated. No minimum
 
loan size has been established since USAID is interested in
 
reaching small-scale entrepreneurs and even a very small loan
 
can contribute to project objectives. To ensure that a
 
reasonable portion of loans go to small and medium-scale
 
enterprises, banks will receive incentive payments for loans
 
under $75,000.
 

(e) Loan Uses: Loans financed by the project must be 
for neew investment, either business establishment or expansion. 
R]Ufinanc[ng of existing debt is excluded. Loan funds may only 
be used to acquire fixed assets (e.g. land, buildings, 
niachinery) and related services (e.g. equipment installation). 

As r,ieter earlier in the description of the problem, rural 
pr'., te ,onterprises in Kenya face management and technical as 
well a, financial constraints. To address these constraints the 
pr~oj %,,: provide and assistancewill management technical through 
part iclpating banks and through an independent contractor. 

Tank ,i,.11.stance will be modeled on the business advisory service 
oi: 1--h! ienya Commercial Bank which conducts feasibility studies 
of proposed loans on a cost-sharing basis with potential 
c]uets:. These feasibility studies include cash-flow analysis 
which provides credit managers with rn alternative to collateral 
as a means to assess a client's credit worthiness. Kenya 
Commercial Bank will continue the business advisory service 
unde-- the project. Other commercial banks which participate in 
the project will establish an internal capability to provide 
such services to potential borrowers with technical assistance 
and training to be financed by the project. 
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Although the existence of a business advisory capacity within
banks is an important e m _i,- agigte.-a..ak cnie 
e 
 such units provide critical services to
borrowers in the small and medium-scale range, such business
advisory services are ultimately limited in the magnitude and
range of services they can provide. Therefore in order to
expand the supply of potential smaller-scale investments, and to
increase the viability of such investments, the project will
finance an independent contract to provide technical and
managerial assistance (on a cost-sharing basis) to potential
project borrowers. 
 The contract will have three main functions:
 

- to provide assistance in analyzing the overallfeasibility of proposed investments (including
cost/benefit analysis, market analysis, technical
production requirements, and procurement needs);
 

- to provide ongoing management assistance, as needed,
to project borrowers in bookkeeping, balance sheet

preparation, early problem identification, and
 
trouble shooting; and
 

- to provide managment and technical training to
upgrade entrepreneurial and other specific skills
needed within enterprises (e.g. bookkeeping,

accounting, production techniques, marketing).
 

The contract will fund a minimal core staff and will rely on
sub-contracts with local or U.S. firms to carry out the majority
of studies, management consultancies and training. 
 Other
functions to be performed by the management and technical
assistance contractor include calculation and disbursement of
incentive payments to banks for loans to small businesses, the
financing of training for bank personnel, provision of
procurement assistance to sub-borrowers, and compiling of
commodity origin information on project-financed local
 
procurement.
 

Given the reliance of the project on market forces to allocate
credit resources, within the broad parameters established by the
project, it is 
not possible to state with precision what size or
kind of enterprises will be assisted, where they will be
located, or what they will be producing. However, a study of
current investment opportunities which fit project criteria was
carried out during project development. That study, together
with the additional provisions the project now includes to
channel investment to meet project objectives most efficiently,
yield the following profile of likely project investments.
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The majority of investments will be for agribusiness with
 
_prTcessing Typical subsectors are fruits and
 

vegetables, sisal, fish, e-dibl6ilis,-hid~s -'oo'd -"'"d -lie&tcIU--
* 	 iprocessing. Also likely are a range of small manufacturing
 

including hand tools, animal and human foods and consumer
 
goods. Among small business loans, bakeries, footware, soap
 
making and wood processing will be common.
 

Roughly half of investments are likely to be new and half
 
expansions of existing operations. Enterprises range in size
 
fro4 10-100 or more employees. Investment cost per job will
 
generally range from about $1,000 to_$13,000 with an average
 
rom $5,000-8,000. Total direct employment created should be
 
about 6,000 jobs with about 12,000 Jobs indirectly created, not
 
including farm employment by suppliers to agroprocessing
 
enterprises or employment generated throughaPVO programs. Many
 
projects will be producing both for the local market and for
 
export. Most of the sample of investments studied met the
 
project objectives, over 80 percent were rural and all were
 
Kenyan owned. The projected breakdown of loans is 175 below KSh
 
1 million (eligible for incentive payments) at an average loan
 
size of about KSh 700,000, and 95 loans above KSh 1,000,000 at
 
an average loan size of about KSh 5,000,000, (see Section VI.D
 
and Annex I for further details).
 

USAID will monitor closely the lending profile of the banks,
 
particularly during the first year of the project. Any
 
substantial deviation from the desired lending patterns
 
described above will then be corrected through modified lending
 
criteria or incentives for further credit allotments.
 

2. Private Voluntary Organization Programs:
 

As described in section II.A.5 above, USAID has had substantial
 
positive experience over the past few years in providing
 
business assistance to small scale rural enterprises through
 
private voluntary organizations (PVOs). The assessment of PVO
 
programs and capabilities carried out during project development
 
recommended continuation and expansion of assistance in this
 
area, with provision for upgrading of PVO capabilities. In
 
light of these findings and USAID program and project objectives
 
of dIrectly reaching the rural poor through available existing
 
mschanisms, the project will provide $4,155 million for grants
 

to PVOs providing credit and business assistance to small-scale
 
enterprises. An additional $2,313 million will be provided to
 

an intermediary organization to handle sub-granting of funds to
 
upgrade PVO capabilities, and to improve management capabilities
 
of small business.
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In 
contrast with the commercial bank component of the project,assistance .hrough-private-voluntary-organizations-(pvs)tOto
very small-scale income-generating activities will be primarilynon-financial, although some credit funds will also be made
available. 
Because of the varied nature of PVO small business
programs and the range of skills different PVOs can bring to
bear on the problem of small-scale enterprise development, the
make-up of this component of the project is highly diverse.
Certain common characteristics of the organizations and programs
do appear, however, and will be among the pre-requisites for
financing under this component. Organizational requirements are
that the recipient entity must:
 

- be private;
 
- be non-profit;
 
- be registered in Kenya and with AID;- be administratively sound, or have demonstrated the
capacity to improve readily its management ability;
- demonstrate its involvement with the rural poor;


and
 
- demonstrate substantial prior experience with

small enterprise assistance. 

The programs to be supported must:
 

-
be targeted toward productive, income generating

activities;
 

- directly assist the poor;

- be cost effective in reaching the poor;
 
-
be for off-farm activities;
 
- be outside Nairobi and Mombasa; and
 - be financed at least 25% from non-AID sources.
 

Further, priority will be given to programs which support
innovative investments and economic activity of women. 
No
restrictions are placed on type of client (individual or group)
or nature of the assistance program (financial or
non-financial). 
 Within these relatively broad guidelines, PVOs
will, to the maximum extent possible, be left to develop and
pursue assistance activities in which thy have the greatest
competence and interest.
 

Those organizations desiring to continue (three present
recipients) or initiate credit programs will be aubject to tight
supervision and control. 
 This discipline is required because of
the mixed PVO performance to date in achieving viable revolving
credit funds. 
 Some programs have achievad rather good repayment
rates, but overall there is 
a clear need for improved management
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of credit programs. As discussed in detail in the assessment of
 
PVO programs (Supplementary Annex D), there are numerous reasons
 
for this record including the current harsh economic climate,
 
intense competition in the informal sector, the very low level
 
of resources many clients have to draw on, and inadequate
 
supervision and follow-up by PVOs.
 

In spite of these difficulties the project will nevertheless
 
support credit programs since lack of access to credit was
 
almost universally cited as a major constraint to small business
 
expansion. The following measures will serve to ensure that
 
project funded credit programs are well managed:
 

- technical assistance for implementation of credit
 
programs will be provided by the intermediary
 
organization as a condition for making credit
 
funds available to a PVO for on-lending;
 

- assistance to credit programs will be suspended if
 
default rates on loans exceed specified limits
 
until acceptable rates are re-established.
 

The criteria for assistance to PVO programs in general apply
 
equally to loans. Credit terms to borrowers will be negotiated
 
between the PVO and the intermediary organization. Priority in
 
credit allocation will be accorded to PVOs lending on terms
 
approaching those of commercial banks.
 

The intermediary entity will have three major purposes:
 

- to assist PVOs in upgrading and expanding their 
programs; 

- to promote the extension of service- to 
small-scale enterprises, both cooperative and
 
individually owned;
 

- to support and undertake innovative efforts to 
reach and assist rural populations. 

The intermediary will serve as:
 

- an administrative and financial intermediary 
between All) and PVOs; 

- a communication and coordinating entity among PVOs; 

- a source for upgrading of PVO capabilities. 

- a provider of technical assistance to both PVOs 
and client enterprises; 
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- a provider of credit capital to 
PVOs;
 

- a supervisor of PVO credit programs;
 

- a monitoring and evaluation organization.
 

Based on 
the record of the PVO programs currently being assisted

by AID, the following statements can be made concerning the
likely beneficiaries of this component of the project:
 

- the programs will reach the poor directly (average

monthly income of PVO clients ranges from
 
$15-$1-90, with distribution heavily skewed toward
 
the lower end);
 

- a large proportion of PVO clients will be women
 
(85% of current clients are women);
 

- a large proportion of the beneficiaries will be
 
group members; 

- a substantial portion of the assictanc-e received
 
will be non-financial; 

- employmenL benefits will primarily redress the

problen,of underemployment rather t' in create 
new
 
jobs;
 

- beneflis will bc 
soci-" -s well as economic;
 

- approximatley 1,350 individuals or 
 clients
 
will receive loans averaging $1,200 e
 

- approximately 21,500 individuals will benefit
 
either directly or through groups 
from the project.
 

- approximately 1,000 new jobs will result from the
 
credit progrnms;
 

- the poorer, western region of Kenya is likely to
 
beneflt proportionately more 
than other regions

Lrom this component. 

Institutions will. ,I,-,o benefit 
from the project through

technical and management advice to be provided by theintermediary oranizition throughand increased co-ordination
and cooperation wi.th en ch o the.r 

I-/7e Annex 4I{ levels. 
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3. Special Studies:
 

The project will also finance four special studies to improve
 
USAID's understanding of options for future private sector
 
initiatives. Studies will be carried out on the feasibility of
 
using cooperatives and finance companies as financial
 
intermediaries, on the potential use of a mechanism to guaranty
 
direct bank lending, and on the indirect impacts of increased
 
formal sector production and employment.
 

III. COST ESTIMATE AND FININCIAL PLAN:
 

A. Budget:
 

The total project cost is estimated at $62 million of which (a)
 
AID will contribute $24 million in loan funds and $12 million in
 
grant funds; (b) commercial banks will contribute $24 million
 
for loans to businesses and $220,000 for supporting business
 
advisory services; (c) private sector entities will contribute
 
$606,000 (excluding investment in enterprises assisted with AID
 
funds) and (d) Private Voluntary Organization will raise not
 

less than $1,174,000 from sources other than AID. The table
 
below indicates the estimated project costs:
 

Table III-A-l: 	 SUMMARY PROJECT COST ($ 000)
 
(L-Loan 	Funds, G-Grant Funds)
 

AID 	 Commercial Private PVO Total
 
Banks Sector
 

1. Loans to subborrowers 24,000(L) 24,000 	 48,000
 
2. Business Adv4.sory
 

Services 400(G) 200 600
 
3. Management & Technical
 

Assistance 2,866(G) 464 3,330
 
4. PVO Management &
 

Loan funds 6,468(G) 87 1,085 7,640
 
5. Monitoring, Evaluation
 

& Special Studies 1,150(G) 1,150
 
6. Contingencies (10%)
 

Grant funds only I1II6 G 20 55 89 1280
 
Total: 24,000(L) 24,00 48,000
 

12,000(G) 220 606 174 14,000
 
Grand Total 36,000 24,220 606 1,174 62,000
 

58% 40% 1% 1%
 

To arrive at the above costs for all items (except Item No. 1, Loans to
 

sub-borrowers), annual inflation rates of 7.5 percent for foreign
 
exchange costs and 15 percent for local currency costs have been included
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The AID contribution is 
further broken down into foreign exchange and local
 
currency costs as follows:
 

Table III-A-2:
 
AID Contribution:
 

(Foreign Exchange and Local Currency Costs)
 

1. Loans to sub-borrowers CL) 


2. 	Business hdvisory
 
Services 


3. 	Management & Technical
 
Assistance 


4. 	PVO Management & Loan 
funds 

5. 	Monitoring, Evaluation
 
& Special Duties 


6. Contingencies 10% of
 

(G) 


(G) 


(G) 


(G) 


Grant funds 	 (G) 


Total Loan 

Grant 


Grand Total 


rX LC Total 

12,000,000 12,000,000 24,000,000 

400,000 400,000 

2,333,000 533,000 2,866,000 

1,590,000 4,878,000 6,468,000 

400,000 750,000 1,150,000 

477,000 639,000 1,116,000 

12,000,000 12,000,000 24,000,000 
5,200,000 6,800,000 12,000,000 

17,200,000 18,800,000 36,000,000 

48% 52% 
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The AID contribution will be disbursed as noted
 
below, assuming that the project is authorized in late FY 83.
 

Table III-A-3:
 
Disbursement of AID Funds ($ 000)
 

FY 84 FY 85 FY 86 FY 87 FY 88 FY 89 Total 
1. Loans to sub

borrowers (L) 2,400 4,800 4,800 4,800 4,800 2,400 24,000
 
2. Business Advisory
 

services (G) 100 200 100 400
 
3. Management & Technical
 

Assistance (G) 300 550 600 600 550 266 2,866
 
4. PVO Management and
 

Loan funds (G) 800 1,246 1,316 1,363 1,400 343 6,468
 
5. Monitoring, Evaluation
 

& Special Studies(G) 200 200 275 150 150 175 1,150 
6. Contingencies (G) 100 304 209 187 200 116 1 116 

Total Loan: T7-WY 4,800 4,800 4-00 4,80 2,00 4, 
Grant: 1,500 2,500 2,500 2,300 2,300 900 12,000 

B. Financing Arrangements:
 

1. 	 Loans to Enterprises
 
through Commercial Banks:
 

AID proposes to provide a loan of $24 million to the Government
 
of Kenya at AID's most concessionary terms, that is, principal
 
repayment in 40 years with a ten-year grace period, with
 
interest at two percent per annum during the grace period and
 
three percent during the repayment period. The Government will
 
lend the funds to commercial banks at an interest rate to be
 
negot:inted (between 10 percent to 13 percent) depending upon
 
banks' cost for pruvidi-ag business advisory services and
 
promoting projects in rural areas. The Kenya Government loan
 
(attributable to AID) to banks will have a grace period of two 
years and principal repayment in ten years. The banks will lend 
funds to private businesses (sub-borrowers) at prevailing 
commercial rates or at the maximum interest rate fixed by the 
Covernment, (currently 16 percent), whichever is less. The 
bnnl:s will provide funds from their own resources to match AID 
funds (iit least one for one) or arrange for such matching 
through syndication of third party funds. The total loan to a 
bus.iness, firm will have a grace period of two years and the 
p-:incil , i repayment in not more than eight nor less than three 
years (medium term). It is estimated that not more than 50 
perecn:ut of AID funds will be utilized for foreign exchange costs 
of cquipment and spares and the balance for local currency costs 
of coo,,;sruction and equipment. Banks will be encouraged to 
supply full working capital requirements of sub-borrowers. 
However, bank working capital financing may not account for more 
thtin 5o of bank matching funding. 
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Upon completion and approval by AID of a loan agreement between

the Government and a commercial bank, the bank will request AID
toes tablish- a--et ter-o -- in -t he- en tirem~~fCommitment ht 
agreement at a U.S. bank with representation in Kenya. For

local currency expenditures, the borrowing bank will then draw
down funds against the Letter of Commitment based onits

estimate of local currency disbursement requirements in the next

ninety days for approved subloans. The funds will be disbursed
 
directly by the U.S. bank to the local commercial bank. Normal

commercial bank practice will then be used for disbursement to
 
the sub-borrower. 
For foreign exchange disbursements, the
borrowing bank will request the U.S. bank holding the Letter of

Commitment to establish a Letter of Credit in favor of the
intended supplier. (The request to establish a letter of credit
 
can only be made following Government Rpproval of the use of
foreign exchange). 
 Payment will then be made in accordance with

normal Letter of Credit procedures.
 

Repayments from commercial banks to the Kenya Government(less

any fee charged by the Government for assuming the foreign

exchange risk) will be deposited in a Special Account at the
Central Bank to be used to finance further medium-term lending
*by the commercial banks. Funds from this account may be
withdrawn by the Government, as needed, to make payments to AID

(at the rate of exchange in effect when the overall agreement is
signed). Residual funds (which will be substantial) will be
used for further medium-term lending to rural private

enterprises for business expanaion or new enterprises. The fund

will operate on a discount facility basis at 0.5% above the
minimum savings rate. The same maximum level of any single loan

will apply as for the project generally. See Annex G "Financial

Analysis" for the financial projections of this account.
 

2. Business Advisory Services:
 

Grant funds totalling $400,000 will be provided to two banks to
 engage one business advisor each for a period of two years to

train bank staff and monitor the loan portfolio. The AID
contribution will be limited to foreign exchange costs only and
will be disbursed by AID directly to technical assistance
 
personnel in dollars upon submission by banks of invoices for
services rendered. 
All local currency costs will be contributed
 
by banks.
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The summary of the AID and bank contributions is as follows:
 

Table III-B-I.
 
($ in Thousands)
 

AID contribution Bank Contributions
 

FX LC Total LC
 

Loans to sub
borrowers (L) 12,000 12,000 24,000 24,000
 

Business Advisory
 
Personnel (G) 400 - 400 200
 

3. Management and Technical Assistance:
 

AID proposes to provide $2,866,000 in grant funds for foreign
 
exchange and local currency costs of a Management Technical
 
Assistance Contractor. The contract will include funds for the
 
following:
 

(a) One U.S. and one Kenyan professional, a secretary,
 
office and travel costs;
 

(b) One-half of the feasibility study costs for one-half of
 
proposed lending; feasibility study costs not to exceed 2%
 
of proposed investment;
 

(c) Six Workshops/seminars per year to upgrade
 
entrepreneurial skills or specific skills needs within the
 
enterprise;
 

(d) Short-term training in the U.S. for bank staff (3
 

persons/year);
 

(e) Visits by potential entrepreneurs to the U.S.;
 

(f) Incentive payments to banks for each loan under $75,000
 
at the rate of 10 percent of the loan amount or $2,700
 
whichever is 1 ss; up to a maximum of 2% of funds provided
 
to each bank 17.
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The contractor will present invoices 
to USAID for all services
rendered, and AID will disburse directly to the contractor's
account. 
 The AID and the private sector contributions for the above
services are detailed in the following Table III-B-2. 
 (See Annex G
 
for details):
 

Table III-B-2.
 

Management and Technical Assistance Contractor
 
n thousands)
 

AID contribution 
 Private Sector
 
FX LC Total LC
 

(a) Advisors 
 967 330 1,297
(b) Feasibility studies 
 J00 140 240 
 240
(c) Workshops and seminars 
 441 63 
 504

(d) Bank staff training 

149
 
225 
 225 50
(e) Visits by entrepreneurs 120 
 120 25
(f) Incentive payments 480
480 


2,333 53' 2,866 464
 

4. Private Voluntary Organization Management Grantee

(Cooperative Agreement):
 

AID proposes 
to provide grant funds amounting to $6,468,000 to
assist Private Voluntary Organizations (PVOs) in promoting the
expansion of small businesses. AID proposes to sign a
cooperative agreement with a U.S. registered PVO to 
facilitate
implementation of this component of the project.
cooperative agreement will !nclude funds for the 
The
 
following:
 

(a) Two U.S. advisors each for 
a five year period

including support costs;
 

Thi
--- ormula w-T result in differential interestrates to banks on 
a sliding scale of from approximately 1% (at
$75,000) to about 37Z (at $27,000). The base figure of $2,700
was 
derived by comparing the present value of administrative
 
costs 
to KCB under two loan schemes (small and medium scale).
$2,700 represents ooe-half the estimated cost difference. See

Annex G foz calculation details.
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(b) 	Six workshops or seminars per year for training of
 
small businesses;
 

(c) 	Four Kenyan professional one, ecretary and two
 
support staff each for five years;
 

(d) 	Funds for PVOs 
to provide technical assistance and
 
loans to small businesses. Interest charged by

PVOs will average 10 percent. The estimates are
 
based upon recent data on four PVOs active 'in
 
providing extension services 
to businesses in
 
Kenya at present and projections of the demand for
 
the next five years.
 

The cooperating PVO will receive advances for estimated
 
expenditure in 
the following 90 days and will receive subsequent

advacas after justifying expenditures made.
 

Table .'i-B-3 estimates the total cost 	of this component (See

Annci: G for details): 

TJb it -:ii -B-3. 

PVO Management Grantee (Cooperative Agreement): 
($ in thousands) 

AID contribution PVO/Private
 
Contribution
 

FX LC Total LC
 

(a) Management services 1,369 
 672 2,041

(b) Workshops/seminars 	 221 51 272 87 
(c) PVO Technical Assistance 	 3,257 3,257 1,085

(d) P1VO Loans 898 898 

TotRa : 	 1,590 4,878 6o468 1T7 

5. Moni.toring, Evaluation, and Special Studies:
 

AID proposes to provide grant funds in the amount of $750,000 to

montvi the project ($150,000 per year average) and $250,000 for
inid-t 1:m finaland evaluations. $25,000 is budgeted for each of 
the , studieh related to potential mechanisms for future 
pr'in. r: ',ector programming (cooperatives, finance companies, and
bafnl . ea.,lel;ie), $/5,000 has been reserved to study the 
ndi. ifmpacts of increased formal sector production and 

em o 0 It''It, 
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IV. IMPLEMENTATION PLAN:
 

A. Implementation Arrangements:
 

Arrangements for implementation of the project are 
described
 
below for the Government, finnneC4 
 and tedhac&a assistance
 
intermediaries and the pnrticipating enterprises. 
The section

concludes with a description of special procurement and training

arrarcgemen*-q.
 

1. The Government of Kenya:
 

USAID/Kenya will sign a I roject agreement with the Government of
Kenya covering all 
elements of the project and obligating all
 
funds. 
 The Ministry of Finance will sign the agreement on

behalf of the Government and will serve as 
USAID's principal

point of contact for project implementation. Government's
 
implementation role described below will, however, be highly
as 

circumscribed, which is appropriate given the private sector

orientation of the Droject and the heavy demands already placed

on 
the Government by numetous other investment activities. The

Investment Advisory Center, created by President Moi in 1982 to
 promote private sector development, was consulted during project

design and will continue to provide advice, 
as necessary, during

project implementation. A discussion of the reasons 
for the
decision to sign the 
princi.pal agreement with the Government is
 
provided in Section VI.C. 
'Administrative Analysis".
 

2. Intermediarv Or_an iza tions:
 

Four types cf intermediary organization will be 
involved in

project implementation: commercial banks, 
a management and
 
technical assistance contractor, a project monitoring

contractor, and a PVO intermediary and PVOs themselves. The
 
role and function of each type of organization was described in
Section II.C. "Project Description". The arrangements made for
 
involving evch of these organizations in project implementation
 
are described below:
 

a) Commercial Banks: 

Following signature of the overall project agreement the
 
Ministry of Finance and USAID/Kenya will prepare terms 
of
 
reference and invite proposals for participation of commercial
 
banks in the project. The 
terms will include: a description of
 
the project and its objectives; a description of the sub-loan

(to businesses) criteria; the 
terms of lending from Government
 
to banks; reporting requirements; and a description of the
 
procedural 
 requirements for bank participation. All
 
established commercial banks in Kenya will be 
eligible to submit
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proposals. Howevet, the requirements for bank selection will
 
include demonstration of the bank's financial and administrative
 
soundness; the ability to lend to rural borrowers (presumably

through a branch network) the ability (or willingness and
 
capacity to develop the ability) to provide business advisory
 
services to project sub-loan recipients; and independent (of

Goveriment) management. At present only three commercial banks
 
(Barclays, Standard and Kenya Commercial Bank) would appear able
 
to meet these requirements. Bank submissions will include:
 
respon,3es to the above requirements; a justification for any

needed technical assistance (particularly with regard to
 
development of a business advisory capacity); and a statement of
 
funds required for the first two years of the project and an
 
estimated quarterly disbursement schedule.
 

The pr:oposals submitted will be evaluated by a committee 
consisting of two Government, one Investment Advisory Center and 
th:ee USAI)/Kenya representatives. If funds requested by
qualifying banks .:xceed funds available, credit allocations will 
be made on a prorated basis. After selection of banks, USAID 
and Government will prepare and Government will sign a subloan 
agrCement with each bank selected. Any technical assistance 
needed and agreed as part of the loan agreement between 
GovernmPent and a commercial bank will be procured directly by 
th- bank, with AID guidance on precedures and contract 
apci-- val. The bank will pay all local costs for any such
 
tc~c1'ica1 assistance and will pay all other personnel and
 
adclliirIst ral-ive costs associated with establishment of a business
 
advisory capacity. Disbursement procedures will be as described
 
in Section III.B. above, "Financing Arrangements." 

b) Management and Technical Assistance Contractor:
 

Fo!]o,iai; signature of the overall project agreement with the 
Covc, .;xt, IUSAID will prepare a Project Implementation
Ordec /ochnical (PIO/T) setting forth in detail the scope of 
work mcd respective conditions and responsibilites of the 
Covcu rawnt:, USAID/Kenya and the Management and Technical 
As, i:; ane, Contractor. After the Government and USAID have 
si'mied the PIO/T, the REDSO Regional Contracting Officer (RCO) 
wil be requested to invite proposals from qualified U.S. and 
Ifr, 1 and organizations. Criteria forfvn,; non-profit 
t1,-1_riL(n of the firm cr non-profit organization will include 
dctror;I rItion of: previous experience providing technical and 
management assistance to small and medium-sized firms; knowledge
anri eXper:ience with commercial banking practices; established 
conL its,; with potential U.S. providers of specialized technical 
and mangement expertise; and some experience in Africa, 
preferably in Kenya. 
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Following receipt of proposals from interested organization, a
committee of USAID, Kenya Government and Investment Advisory
Center personnel will select tile 
contractor and request the
Regional Contracting Officer to negotiate and sign a direct AID
contract with the organizatior selected.
 

c) "lrojecL Monitoring Contractor:
 

The procedures planned for selecting and engaging a project
monitoring contractor are 
the same as those described above for
th-
 Management and Technical Assistance Contractor. Criteria
for selection of the 
firm will be different, however, with
emphasis on auditing experience and in-depth knowledge of Kenyan
business being the primary factors 
for selection. A local
management cnd consulting firm is 
the most likely contractor for
this component. A description of the functions andresponsibilities of the Project Monitoring Contractor isincluded iji Section V. "Monitoring Plan", below. 

d) Private Voluntary Or-anization (PVO) 
t rmnec:t__a,.es 

This section will discuss two levels of PVO intermediary: 1)the organizatiot facilitat Int,, management and technial assistance
to participating' PVOs ; 25 PVOsand the themselves. 

Following signature of the overal] project ,, rrpn c I T -) 11I.prepare a Project imp lemontation Order/Techn II (PIO/T) forobtaining the servtcss of i PVO intermediary which will manageassistance t:o Very ina11-seacle enterp rises, thlrougth registeredPVOs estab li,;hed In Keonyn . The PO/T, signed by the GovernmentMinistry of Finance will authorize the legional ContractingOfficer (RCO) inviteto applicationti from registered U.-.. PVOsto undertake til.!, portion of the project. Criterina forselection of the U.S. PV() will include: experience in assistingsmall individuitl a (d roup enterprises; experience in creditmanagement, moni toting lnd evi 1btit ion; and exper ince in Africa,
preferably In Ktenyn. 

Upon receipt of nppi cInt inns from ell-gibl organizat ions ,acommittee representing USADti and the Government will selectorganizlatton anand aof: ion ze the Regional Contracting Officer tonegotiate and .nt:or .ito a Cooperative Agreement with the
organization selected. 

The specific procwedu res tLo be followed in malki ng sub-grants toPVO's ovov wd in 11 1-s;cale enterprise promot ion will bedeveloped a,; part of th IntLermediary I'VO's ,oubmitsion toGovernment and All). Hlhole procedures will Include provision 
the 

forpublic solicitation of proposaln at the beginning of the 

http:c:t__a,.es
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project. The criteria to be used in selecting sub-grantees and
-programs are-described-in section, -tI-*C92;i"ProJect-Description-'$-

Voluntary Organization Assistance'. The intermediary

organization will consult regularly with USAID/Kenya concerning

ongoing and proposed programs and will not make sub-grants if
 
USAID/Kenya objects. There will also be formal USAID/Kenya

review and approval for all grants over $100,000. No more than
 
25% of sub-grant funds will be allotted to a single

organization. All financial transactions will be between
 
USAID/Kenya and the PVO intermediary on the one hand and between
 
the ictermediary and participating PVOs, on the other. No funds
 
will pass directly from USAID/Kenya to participating PVOs, The
 
same relationship in reverse will apply to reporting.
 

3. Participating Enterprises:
 

Contact with and initiation of project activities with
 
participating enterprises will be done primarily through

existing systems. Commercial banks can be expected to advertise
 
the new lending facility in the media (Kenya Commercial Bank is
 
currently making arrangements to do so under the PRE/KCB

project), but most information concerning the project will pass

through existing bank clients by word of mouth to potential

customers. PVOs as a group have an impressive network of
 
contacts in the informal sector which they will utilize to
 
disseminate information on their programs.
 

Private entrepreneurs who think they may be eligible for project

financing under the project will then present themselves to a
 
participating bank or PVO. Loan review and approval procedures

will follow routine processes, with some modifications in the
 
case of commercial banks to improve the quality of the portfolio

and to promote lending at the smaller end of the scale.
 

The normal bank scenario will be roughly as follows. The credit
 
manager reviews the loan applications against both bank and
 
project criteria. If the credit manager concludes that the loan
 
may satisfy both, and if the project has import requirements,

the credit manager informs the Management and Technical
 
Assistance Contractor who will assist the potential borrower in
 
identifying appropriate U.S. equipment. If the loan is
 
immediately determined to be viable, the credit manager

prolesses it according to normal procedures and the bank
 
arranges financing according to the procedures outlined in
 
Section III.B. "Financing Arrangement," above.
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In the event that the credit manager determines that the loan--_needs--additional feasibility--or--technical-workih-borrower
referred to the bank's business advisory service which will 

is 
either conduct the needed feasibility work directly or refer theclient to the Management and Technical Assistance Contractor, asappropriate. 
At this point the Contractor will have the option
to turn down a request for assistance if he feels the kind of
assistance requested is not available at 
reasonable cost
(normally no more than 2% of the proposed investment) or if he
feels the investment is not viable. 
Normally, however, the
presumption will be in favor of doing the study, if the
entrepreneur or bank is willing to put up its share of the
financing (see below). 
 For those studies referred and agreed to
by the Management and Technical Assistance.Contractor, the
Contractor will arrange for the study to be carried out by an
appropriate individual or institution (either U.S. or Kenyan).
It is anticipated that the Management and Technical Assistance
Contractor will choose to enter into several long-term
sub-contracts in order to facilitate this process. 
 The client
firm must provide its portion of the study financing "up-front"
in order to ensure the client's commitment to the investment.
In many cases this "up-front" Ifinancing will be provided by the
bank as 
the first portion of the loan to the business. Once the
study is completed the bank will again review the loan
application, and make its decision in light of the new
information. 
Any proposed loans requiring AID approval (in
excess of $750,000 AID contribution, or intended for an
agribusiness in Nairobi or Mombasa) will be referred to AID, by
letter, for concurrence prior to bank approval of the loan.
Once a loan has been made with project funds, verification will
be the responsibility of the Monitoring Contractor (see Section
V. below). 
 To the extent that problem projects are uncovered by
the Monitoring Contractor, this will be reported to the
appropriate commercial bank and to tho Management and Technical
Assistance Contractor for remedial action. 
Such action could be
taken through consultation between the bank and the client, or
it could be a special study, management consultancy or training
session arranged by the Management and Technical Assistance
 

Contractor.
 

All of the management and technical assistance services
described above as available to bank clients are also available
to PVO clients, although it is anticipated that in most cases
those services will be provided either by the PVO itself or the
PVO intermediary.
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4. Special Commodity Procurement Arrangements:
 

The following commodity procurement provisions have been made in
 
order to ensure the maximum opportunity for U.S. exporters to
 
supply project-financed commodities and to ensure compliance
 
with U.S. procurement regulations:
 

- A description of the project, the commodities likely
 
to be imported, and the contact point in Kenya
 
(Management and Technical Assistance Contractor)
 
will be published in the Commerce Business Daily
 
early in project implementation;
 

- Sub-loan agreements will include an instruction that
 
preference be given to U.S. and developing country
 
(Code 941) procurement, where feasible;
 

- All sub-loan commodity import requirements will be 
referred to the Management and Technical Assistance 
Contractor who will provide assistance in 
identifying appropriate U.S. equipment for 
sub-borrowers through technical publications, 
reference to the REDSO library, and by uncertaking 
inquiries to the REDSO/ESA Supply Management 
officer, SER/COM in Washington, and or U.S. 
suppliers, as appropriate. 

- Sub-borrowers will certify that no commodity will be 
)rocured under the loan from a country not covered 
by Code 935 (Free World); 

- Lo al suppliers will submit a form (to be prepared 
by USAID and REI)SO staff) which identifies the 
origin of the commodity procured. Copies of these 
[orm' will be supplied to the Management and 
Technical Assistance Contractor who will keep a 
r-unning total of locally 'ocured Code 935 and Code 
941 origin commodities and who will verify that no 
non-Code 935 origin items have been procured with 
project funds; 

- Foreign suppliers will affix AID handclasp emblems 
to project financed commoditios and containers and 
will submit form 1450-4 (Invoce and Contract 
Abstract) to the bank holding the Letter of Credit 
for payment. The form 1450-4 will identify the 
source arid origin of the commodity an(l the name and 
registry of the ship transl)orting the commodity to 
Kenya. The bank holding the Letter of Credit will 
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submit this form to 
the bank holding the Letter of

Commitment which will be responsible for keeping a

running total of commodity source/origin and flag of

transporting vessel. 
 These running totals will be
 
supplied regularly to SER/COM which will be

responsible for monitoring overall compliance with
 
source and origin and maritime regulations.
 

Because private sector entities will be procuring project

commodities, 
it has been assumed that good commercial practice

will be followed concerning competition among potential

suppliers. For reasons outlined 
in Section VI.C.
 
"Administrative Analysis", and 
in Annex F a waiver of the
source/origin regulations is 
requested as part of the project

authorization. Further, since there is no regular U.S. flag
liner service from ports outside the United States to Kenya or

from non-Gulf and 
East Coast ports, a determination of
non-availabi' [ty of U.S. carriers from these sources to Kenya isbeing requested on a blanket basis 
(See Annex F). To try to
make such a deferiinatIons on a case-by-case basis for the two
to 
 three hundred loans expected under the project (each of whichwill have sev ,ral procurernent actions) would cause inordinate
delays in project procurement and would seriously jeopardize

USAID's ability to manage 
 the project. Assuming approval of theblanket determination of non-availability, the instructions tothe U.S. bank holding the Letter of Commitment will include aprovision that Letter of Credit issued to 
suppliers require the
 
fol lowing : 

- For sLIppliers shipping from the Gulf and East Coast,
that all goods be shipped on U.S. flag carriers,
except a'; mny be determined in writing from A.I.D.

'(SER/COM) on th ? basis of noT-avilability of U.S. 
carriers; 

- For othor suppliers, that all goods be shipped on
Code 941 Flag carriers, except a,; may be determined 
in wrftfng by A.I.D. (SEIR/COM), on the basis of 
non-availability of Code 941 flag carriers. 

As noted ,bove, SER/COM will be responsible for monitoring
compliance with the,;" conditions through its computerized
monitoring system 

5. TV 1rai-jn in : 

Most training tlat will take place under the project will comeabout througti PVO,, working with their business clients, the PVO
interinc(liary woukl ng with PVOt , bank technical assistancepersonnel working with bank staff, and mntnagement consultancies 



- 35 

arranged by the Management and Technical Assistance Contractor.
 
Some more formal training will also be provided for bank.
 
business and PVO personnel. Iden:ification of specific training
 
needs will come from all participants in the project: banks,
 
PVOs, business people, and the Management and Technical
 
Assistance Contractor. All such training needs will be referred
 
to the Management and Technical Assistance Contractor who will
 
arrange for: formal couses (primarily for bank personnel);
 
visits to appropriate institutions in Kenya, other Code 941
 
countries or the United States; and workshops/seminars in areas
 
of frequent need such Rs financial management, bookkeeping,
 
marketing amd exports. Such workshops/seminars will be
 
initiated once a critical mass of project participants has been
 
identified. They will also be open on a limited basis (no more
 
than 25%) to non-project related personnel. Typically the
 
Management and Technical Assistance Contractor will finance
 
resource people and participants will pay for other costs.
 

6. Special Studies and Evaluation:
 

Special studies of alternative kinds of financial intermediaries
 
(coopertives and finance companies) and mechanisms (e.g.
 
guaranty program) as well as of the indirect impacts of
 
increased formal sector production and employment and the
 
project evaluations will be contracted directly by USAID/Kenya.
 

B. Implementation Schedule:
 

Signature of the Project Agreement ;.ith the Government is 
currently planned for July, 1983. All initial loan agreements 
with commercial banks, the contract with the Management and 
Techncial Assistance Contractors, and the Cooperative Agreement 
with the PVC Intermediary are planned to be completed by the end 
of calendar year 1983. Contracts with the Monitoring and 
Ev7 iuation Contractors will be executed early in CY 1984. 
(.r'cpliance with this schedule would allow start-up activities by 
thr, various intermediary organizations during the first quarter 
of ci.lendar year 1984, with the first sub-grants and loans being 
mOde in the second quarter of calendar year 1984. Project 
1"ioTLoring will begin concurrently with sub-loan and sub-grant 

tivitices. A mid-term evaluation is scheduled for mid-1986 
uft:0r two full years of sub-loan and sub-grant activity. A 
do4c-.:iled implementation schedule is included as Annex J. 

V. MONITORING PLAN:
 

For both the commercial bank and PVO components of the project,
 
close monitoring of project progress, and modification as
 
necessary, will be critical to project success.
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Monitoring of individual PVO programs will be one of the
responsibilities of the PVO intermediary entity. 
The first step
in effectively monitoring PVO programs and their impact will be
to help PVOs set up and utilize monitoring systems. The PVO
assessment carried out 
as part of project development

demonstrated how little is currently known regarding what

specific inputs, in what order, range and intensity have the
greatest positive impact 
on informal sector enterprises. The
first function of monitoring systems 
set up under the project

would then be to feed back to 
PVOs themselves information as to
which interventions are effective and which are not. 
 The second
function of the monitoring systems would be to provide the
intermediary and AID with information on program effectiveness

and impact, and on 
PVO financial and administrati,e

performance. 
The PVO internal monitoring will be checked
 
periodically by the project's Monitoring Contractor.
 

The first step in monitoring the commercial bank lending
programs will be to obtain, in timely fashion, reports from

participating banks concerning their lending activities. 
 Banks
will provide detailed information on sub-borrowers, total credit
provided to sub-borrowers, arid 
the financial status of the
overall program on a quarterly basis. Annual reports will

su:marize progress to date and provide an 
overall statistical
review of each bank's lending activities under the project.
Specific reporting requirments are provIded in Annex E. 

An independent local consulting firm will be engaged to monitor

and analyze the commercial bank loan program. 
The principal

functions of the monitoring contractor will be 
as follows:
 

- to 
verify that loans reported by banks have
 
actually been made;
 

- to verify that loans made have been used for the 
intended purposes; 

- to report problem projects to the appropriate

comercial bank and the Management and Technical 
Assistantce Contractor as 
they surface to allow

early r,-mecdial action to be taken; 

- to verify bank and sub-client compliance with 
procurement procedures and requirements; 

- to analyze the loan portfolio of each bank to
verify complIance with loan criteria (sizo,
location, type business,of development 
indicators); 
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- to analyze the resulting composite portfolio, 
compare it with USAID Project Paper projections,
 
and recommend changes, as necessary, in order to
 
maintain lending in line with Project Paper
 
objectives or to modify those objectives, as
 
appropriate;
 

- to analyze loan drawdowns vis a vis disbursements 
by banks; 

- to spot check monitoring results of PVO monitoring 
programs; 

- to report to USAID quarterly on the above. 

Completion of the above tasks by a contractor will serve to
 
extend the ability of the AID project manager to monitor these
 
elements of project implementation. The AID project manager
 
will then spot check the contractor's results and focus on
 
problem areas and solutions.
 

VI. A. Economic Analysis
 

1. Macroeconomic Overview:
 

Despite a long record of growth that is above average among
 
sub-Saharan African countries, the Kenyan economy has performed
 
poorly throughout most of the period covered by the current
 
Five-Year Development Plan (1978/79 - 1982/83). Delay in
 
implementing key policy changes and adverse external
 
circumstances have combined to slow many of the structural
 
adjustments of the Kenyan economy which were correctly
 
identified as being necessary in Plan documents. Per capita GDP
 
at market prices stood at $396 in 1981. Per capita GDP in 1982
 
stood at $354, in part due to recent strength of the U.S. dollar
 
and to the 17.6 percent devaluation of the shilling in December
 
1981.
 

It is now apparent that Kenya will be unable to meet the
 
original economic targets of the five-year Plan. According to
 
recent Government estimates, growth rates (which were to have
 
averaged 6.3 percent per year over the five-year period) have
 
been revised downward to an average 3.9 percent. Moreover, even
 
if the country's terms of trade halt their recent decline, the
 
growth rate of real resources over the period will average only
 
2.0 percent annually, well below the 4 percent rate of
 
population increase. On average, people will be less well off
 
in Kenya in 1983 than in 1978. (See Table VI-A-I). Under a
 
consistently applied program of structural adjustment, however,
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the growth record is expected to improve, averaging 4.2 percent
during 1981-86, and accelerating to 
5.2 percent annually during
196-91. 
Demand for loans financed by the project is expected
to increase, and the profitability of sub-loans to benefit,

substantially from the improved macroeconomic enviroiment
 
projected through the end of the decade.
 

Table VI-A-I:
 

KENYA: ANNUAL RATES OF GROWTH OF GDP
 
(at Factor Cost) 1979-83
 

1979 
 1980 1981 1982 1983 1979-83
 
Average
 

Development Plan 4.5 
 7.0 6.5 6.7 
 6.9 6.3
 
Sessional Paper


No. 4 of 1981 3.5 5.8 
 5.9 5.9 6.0 5.4
Recent GOK 
 4.2 3.3 5.5 3.3 3.0 3.9
 
Estimates
 

Per Capita GDP
 
Growth 
 0.2 -0.7 1.5 -0.7 -1.0 -0.1
 

(Adjusted for
 
Terms of Trade) (-2.4) (-3.2) (-1.8) (-1.6) (-1.0) (-2.0)
 

2. The Manufacturing Sector:
 

The manufacturing sector in Kenya has performed conaistently

better than the economy as a whole, growing at 
an average rate
of 8.4 percent per year in the first decade of independence and
at a slower but still impressive rate of 5.9 percent since
1974. However, despite 
 its rapid growth the manufacturing
sector remains relatively small in Kenya, accounting for 12percent of wage employment and 13.3 percent of GDP in 1982.Under the structural adjustment program, the growth of
manufacturing would nvcrage 4.6 percent annually during theperiod 1981-86 (as consolidations and restructuring occur in some industries) with more rapid expansion occurring in newerindustries more closely attuned to market prices. Beyond 1986,a restructured manufacturing sector is expected to grow at 6percent per year. During 
the early stages of the restructuring

process, the RurnI Private Enterprise Project will act 
in part
to offset remaining distortions in some e;nisting price signals 
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by assuring the availability of credit to rural industries which
 
are labor-intensive, export-oriented, or strongly linked to
 
agriculturel/.
 

In the past, the growth of the manufacturing sector has been
 
fostered primarily by means of a policy of import substitution 
based on quantitative trade controls and foreign exchange 
restrictions. Relatively capital-intensive manufacturing has 
been encouraged and protected. Industry operates with heavy 
dependence on imported inputs and is therefore vulnerable to 
limitations on availability of foreign exchange. Most of the 
easy investments of the import-substitution variety have already 
been made. High levels of protection have in the past resulted 
in an anti-export bias reducing the availability of foreign 
exchange. At the same time, the net contribution to foreign 
exchange savings of many past investments is open to question. 
The capital-intensive nature of many import-6ubstitution 
industries has contributed to the relatively slow growth of 
industrial employment while the poor quality and high prices of 
many manufactured goods represent an implicit tax on the 
agricultural sector. 

-, For an in-depth analysis of the appropriateness of these
 
criteria in the Kenyan context, see Spplementary Annex E: Small
 
Scale Industry in Kenya by Peter Kilby, Working Paper No.2,
 
Michigan State Development Series, 1982. (Office of Rural 
Development and Development Administration, Development Support 
13ucu, AID/ta-CA2). Kilby emphasizes the growing importance of 
,1 ' L-aditional small industry in Kenya with firms employing 
0 'JO0 employees. Labor intcnsive production is found to be 

cc!,,cc'nttated in wood and cork products, transport equipment, 
,i .rad confectionaries, textiles, furniture and fixtures, 

:..r'iig industry, plastic products, meat and dairy products, 
nrj, eiectrical machinery, leather products ead footwear, and 

ry products. Kilby demonstrates that these labor intensive 
r6dI:;L~les exhibit a higher incidences of domestic-based raw 

nW'171-fl5, e.g. timber, sugar, cotton, wheat, hides, etc; thus 
providing a strong analytical basis for a strategy emphazing 
zurrii-based production. 
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An overvalued exchange rate has been at 
the heart of the system
of industrial protection. The dialogue between donors and the
Government has been continuo s on this key issue. 
 Significant
progress has been made. 
 The 
Kenya Shilling was devalued against
the SDR in February and September of 1981, and again in December
1982 for a cumulative adjustment of 46 percent (a devaluation of
65 percent against the U.S. dollar during the 
same 22 month
period). Of equal significance is the commitment of the
Governr2 nt, emerging from negotiations with the 
IMF, that Kenya
will adjust the exchange rate periodically, taking into account
movement in relative prices

partners. 

in Kenya and in its major trading
Such an approach would have important implications
for implementation of other policy reforms already agreed to
including reduced quantitative restrictions 
on trade, improved
import licensing, an-] introduction of a more 
liber&l and uniform
tariff system. Continuing overall movement of this type could
have substantial positive impl! 
-tions for the proposed Rural
Privote Enterprise project, assz.,ting 
the project to meet 
its
goals of increasing available financing for 
labor intensive,

rural resource-based, and export-k.riented production.
 

3. The Agricultural Sector:
 

The reduction in the overall growth of GDP since the early
1970's has 
 been reflected in the agricultural sector as 
well as
in manufacturing. 
 7Tie growth of agricultural output has
declined from an average annual rate of 4.7 percent during1964/73 to percent3.9 during 1974/82. Depsite ratea of growthsince independence below that of the general economy, theagricultural sector still provides Kenya with 34 percent ofinputs into manufacturing, 70 percent of non-petroleum exportsand approximately 65 percent of total employment. Under thecurrent structural adjustment program, the growth ofagricultural production is expected 
to remain at 4 percent or
more despite a rapidly growing labor force and the limited
availability of andhigh medium potential land. 

Problems in Kenya's Key agricultural sector were outlined inKenya's National Fcsd Policy Paper published early in 1981.Producer prices in the past have been inadequate (maize, beefand milk )rices in particular), credit services inefficient(late disbursements, unsatisfactory collection programs),provision of input andsupplies inadequate and untimely. Marketingservices have poorbeen with parastatal bodies and cooperativestaking a significant share of sale proceeds at 
the expense of

the producer. 
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Achievement of the rural production goals of the Rural Private
 
Enterprise project will be substantially enhanced by continuing
 
and extending the policy reforms already begun under the
 
agricultural portion of Kenya's structural adjustment process.

As Sessional Paper No. 4 of 1982 points out "the prices farmers
 
receive are the principle incentive to which farmers respond in
 
producing for market". Kenya has now institutionalized a
 
mechanism to adjust agricultural pric.-s under its Annual Price
 
Review. The Reviews in December 1981 and December 1982
 
recommended large increases in producer prices. The cumulative
 
increases between December 1981 and February 1983 have been
 
substantial for a number of basic agricultural crops including

maize (66 percent), \heat (40 percent), rice (81-115 percent),
 
and milk (30 percent). The prices for rice now approximate
 
world levels, and tire prices for maize and wheat exceed world
 
levels. Probably as a result, the overall food supply situation
 
has changed from deficit to surplus.
 

The Annual Price Review is itself an inflexible mechanism,
 
although it represents a quantum leap forward in the
 
thoroughness with which Government considers the impact of its
 
decisions on the farmer. A complete review of grain marketing
 
with a view" to introduce a more flexible pricing system is
 
required, and was agreed as part of the current $135 million
 
World Bank Structural Adjustment Program. However, progress in
 
getting the study underway has been disappointingly slow. With
 
regard to pricing, it should also be kept in mind that the
 
devaluation process described above has had a substantial impact
 
on the incomes of producers of coffee and tea, two of Kenya's
 
most important exports, more than half of which are produced by
 
smallholders.
 

The overall increases in agricultural output and income
 
resulting from measures already begun will have a substantial
 
positive impact on the proposed Rural Private Enterprise project

both from the point of view of providing an expanded rural
 
demand, and by increasing the potential supply of outputs to be
 
processed. Sessional Paper No. 4 also suggests an increased
 
commitment by Covernment to a number of reforms and approaches
 
that will support achievement of project goals, and which
 
Indicate a continuing convergence of USAID and the Kenya

Government viewpoints on a number of issues. To quote Sessional
 
Paper (Para 53):
 

" The institutional changes which form part of the
 
agricultural structural adjustment programme include
 
renewed emphasis on small farm production, the
 
development of gateway towns which are the conduits for
 
inputs and outputs going to and from rural hinterland
 
and pastoral areas, the rejuvenation and improved
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efficiency 	of cooperatives, a greater role for the
 
private sector, a sharper focus of marketing boards on

their public functions of strategic storage and price

stabilization, and improvements 
in credit extension and
 
collection".
 

Although no one pretends 
that all of the above changes will be

adopted immediately or without cost, the Rural Private
 
Enterprise 	project has been designed as 
part of an 	immediate

overall U.S. responses to help implement policy decisions which
 
now favor increased rural production (farm and non-farm) with

considerable emphasis on an expanded role for the private sector.
 

4. Credit Situation:
 

The credit 	situation in Kenya over the 
past few years has been

seriously affected both by the balance of payments crisis 
(with

resultant negative effects on 
foreign reserves), and by sharp

fluctuations in Government's requirements for credit 
to finance
 
the budget 	deficit. (See Table VI-A-2).
 

Table VI-A-2
 

MONETARY INDICATORS, 1978-83
 
(Million Kenyan Pounds)


As At 
 Net Foreign Domestic Credit Money Commercial
 

End Of Assests 
 Public** 	 Pivate Total Supply*** Bank Liquidit3
 

Ratio in 7%
 

Dec. 1§78 	 106.4 
 168.6 	 445.0 613.6 705.9 23
Dec. 197 	 179.4 203.0 488.7 691.7 819.8 
 18
Dec. 1980 
 113.2 192.0 587.9 779.9 810.4 
 21

June 1981 68.0 244.8 601.3 846.1 823.9 
 20
Dec. 1.981 15.0 317.6 
 651.3 968.9 918.2 
 21

June 1982 -40.4 377.0 697.3 1074.3 916.2 18
Dec. 1982 -101.0 
 534.5 	 717.8 1252.4 1066.2 25
Jan. 1983 -112.0 
 ... 1277.0 1063.6 28Feb. 1983 -126.0 ... ... 1263.0 1045.9 28
 

Source: 	 CBS Monthly Statistical Bulletin, July 1982; Economic Survey
 
1983.
 

Notes: * One Kenya Pound equals approximately 1.54 U.S. Dollars
 
following the devaluations of December 1982.
 

•* Includes parastatal. 
• Money 	 and Quasi-Money. 
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Total domestic credit, which had grown by 12.8 percent in 1980,
 
and by 24.2 percent in 1981, expanded by L9.3 percent in 1982.
 

Public sector borrowing during 1982 Increased by 68.2 percent,
 
and private sector credit expanded by only 10.2 percent.
 
Kenya's total money supply increased by 150 million Kenyan
 

Had it not been for an increase in domestic
Pounds during 1982. 

credit to the public sector of 212 million Kenyan Pounds, the
 

overall money supply would have decreased substantially since
 
net foreign assets also declined by 116 million Pounds (and were
 

substantially negative at year's end). Declining foreign assets
 
partially offset the growth of domestic credit so that expansion
 
in the money supply was held to 16 percent in 1982, a decline of
 

6 percent in real terms.
 

15 percent.
Total commercial bank credit in 1982 rose by some 

More than a third of this increase was accounted for by
 
additional lending to Government in the form of Treasury bill
 
purchases. The liquid assets of the commercial banking system
 
increased by 55 percent in 1982. Just over half of this
 
increase, however was due to increased holdings of Treasury
 
bills. The liquidity ratio of the commercial banks began to
 
rise in August during a period of large scale Government
 
borrowings from the banking system. By February 1983, the
 
liquidity ratio was as high as 28 percent. This was well above
 

samae month (but
the new legal minimum of 20 percent set the 

artificially inflated by Treasury bill holdings).
 

The Guvernment of Kenya has now committed itself to reversing
 

this recent pattern, and to increasing the availability of
 
credit to the private sector. Government's letter of intent in
 

a ceiling
connection with the March 1983 IMF Stand-By, includes 

on the expansion of total domestic credit during FY 1982/83 of
 

15 percent, with no more than 25 percent of the total in credit
 

expansion to be available to Government. Government has
 

8uccessfully met the target for total domestic credit set for
 

March 1983. It now appears that the ceiling established for
 

June will be met as well. The ceiling on domestic bank credit
 

t-o Government was also successfully met in March. The final
 

for June is less certain given severe reveneue
outcome 

shortfalls in the last six months of CY 1982. 

USAID and the IMF are in basic agreement on the need for
 
approach. take advantage of
continuing this USAID expects to 

the likely overall increase in commercial bank credit to the
 

private sector by employing a matching funds approach under the 

Rural Private Enterprise project to leverage a substantially 

increased flow of resources toward rural private enterprises. 
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In addition to 
sources of project financing available from the
commercial banking system, and 
from donor-supported development
institutions discussed above, Kenya's credit markets have been
characterized in recent years by a rapid expansion in non-bank
financial institutions. 
 Between 1978 and 1982, domestic credit
of the commercial banking system more than doubled, while in
same period non-bank institutions tripled their lending. 
the
 

As a
result the overall 
rate of credit expansion has been
significantly faster than recorded by normal banking
statistics. 
 By the end of 1982, non-bank credit is estimateC to
have made uo nearly one-third of total credit of the 
financial
system. 
Non-bank institutions are 
still not as effectively
under the supervision of the 
Central Bank as 
commercial banks.
Their expan!'ion represents a substantial increase in the level
and nature of competition in the 
financial sector. 
The lesser
degree of Central Bank control 
over these institutions has
enabled them to offer substatIJally higher returns, and to
clarge substantially higher rates, 
than more 
closely scrutinized
 
inbtitut ions.
 

Current Gov2rnment policy is 
to use interest rates more 
flexibly
Lu n.ccourage 
domestic savings and capital formation. Bank
deposit rates 
were 
raised in several stages from 5 percent to
percent between 10June 1980 and September 1981, and lending ratesfrom 10 percet t1 14 percent. Nevertheless, due to higherrates of inT Lt io!, r al interest rates remained negativesavers during insost of this period (depending 
for 

on the exact type
of price dol-ator applied), while bocrowers normally paid only
small posit ;vc rat.e.v of interests 
On December 10, 

if any. (See Table VI-A-3).1982, the Government of Kenya again adjusteddeposit and Iendi[g rp h-ei upwar:d by 2.5 and 2 percentage pointsrespectively idicating n cont inning commitment to theadjustement proce ,. In its letter of intent
the current SLand -By Arrangement Government 
to the IMF under
 

indicated that itintends to keep intereslt rates under continuing review to ensurethat time doroestit r.-Lo, ",-e kept pos itive in real terms.Success in 'c'u" I u, Thu budget doficl.t, atnd restraint in growthof the money ,' t ) Iv, w. lI contribute directly to reducedinlfation am: as;-ist in achievemet of t 1iis objective. To judgefrom the co:it lnued buoyant demand for loans from non-bankfinancial inwhtiicution, wh!ch charge substantially higher ratesthan banks, interest rates 
in Kenya have not yet reached a level
where they seriously threaten to curtail investment. 
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Table VI-A-3. 

KENYA. TRENDS IN SELECTED II TERES' RATES, 1978-1983 

Nominal Nairobi G[P Real Real 

Year Interest Consumer 	Deflator Interest Interest
 
Price (CPI (GDP 

Index Deflator) Deflator) 

1. Commercial bank
 
savings deposit 1978 5.0 12.6 3.3 -7.6 1.7
 

1979 5.0 8.4 6.3 -3.4 -1.3 
1980 6.0 12.8 10.9 -6.8 -4.9
 
1981 10.0 12.6 9.7 -2.6 0.3 
1982 12.5 22.3 14.4 -9.8 -1.9 

Mvar.82-83 12.5 16.2 ... -3.7 

2. oommercial bank loans 
3.3 -2.6 6.7
and advances (max) 1978 10.0 12.6 

1979 10.0 8.4 6.3 1.6 3.7 
1980 11.0 12.8 10.9 -1.8 0.1 

1981 14.0 12.6 9.7 1.4 4.3 
1982 16.0 22.3 14.4 -6.3 1.6 

Mar.82-83 1.6.0 ...16.2 	 -0.2 

3. Rmst Office
 
1.7
savings deposits 	 1976 5.0 12.6 3.3 -7.6 


1979 5.0 8.4 6.3 -3.4 -1.3 
1980 6.0 12.8 10.9 -6.8 -4.9 
1981 10.0 12.6 9.7 -2.6 0.3 
1982 10.0 22.3 14.4 -12.3 -1.9 

har.82-83 10.0 16.2 ... -6.2 

4. Luilding society 
loan's (max) 	 1978 12.0 12.6 3.3 -0.0 8.7 

1979 12.0 8.4 6.3 3.6 5.7 
19W0 14.0 12.8 10.9 -1.2 3.1 
1981 14.0 12.6 9.7 1.4 4.3 
1982 16.0 22.3 14.4 -6.3 1.6 

Mar .82-3 16.0 ...16.2 	 -0.2
 

!.curcv: Economic Survey, 1983. 
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The Credit Feasibility Study prepared by management consultants
Deloitte Haskins and Sells DHS for USAID/Kenya has investigated
the likely level of demand for funds of the type to be made
,_available-under -the iproposed-Rural-Private -Enterprise-pr-jec...
The target enterprises selected by USAID/Kenya for priority
consideration consisted essentially of two main groups:
agribusiness enterprises wherever located in Kenya with
substantial backward and forward linkages to agricultural
production; and other rural private enterprises including
manufacturing, forestry, construction, transport,
communications, and wholesale and retail trade. 
A categorical
breakdown of these types of enterprise was difficult because
official statistics are less than ideal. 
 Categorization of
smaller firms in rural areas was especially difficult because
available statistics were not originally collected for the
purposes to which they have now been put.
 
Table VI-A-4 summarizes results for the two target groups to
give some perspective on their overall role in the economy. 
The
Agribusiness components of the table refer mainly to enterprises
employing 20 persons or more; thus the table somewhat
underestimates the target group likely to be reachable by a
broad based rural banking network. 
Data for other rural private
enterprises are necessarily approximate but represent a good
estimate of the likely order of magnitude of the variables
 
included.
 

Table VI-A-4.
 

TARGET GROUPS - MAIN INDICATORS
 

(Private Sector)
 
Rural
 
PIrva-te
 

AgribusineRs nterprise 
 Total
 
Employment (Nos.) 
 76,000

Establishments (Nos.) 

60,000 136,000

465 1,100 1,565
GDP (million Kenya


Pounds 1981) 
 188 
 126 
 314
Capital Formation
 
(million Kenya 
 54 
 46 
 100
 
Pounds 1981)


Gross Historic Cost

Fixed Assets 
 740 
 , 
 ,

(million Kenya
 
Pounds 1981)
 

Source: 
 Deloitte Haskins and Sells(DHS), draft Credit
Feasibility Study for USAID/Kenya, November, 1982.
 
* Insufficient information available. 

Note: 
 Due to the nature of the data base and to the diverse
nature of assumptions required to form the estimates
above, a full reading of the DHS study is recommended,
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The Credit Feasibility Study estimates that the combined target 
-groups account for 26 percent of private sector wage employment 
and'174- rcen t'- of~ overal1 "wage empl1byment'.'_The' tar&et -grups 
contributed 13 percent of total provisional GDP for 1981. Annual
 
capital formation is estimated at 100 million Kenyan Pounds or
 
approximately 160 million U.S. dollars at the exchange rate
 
prevailing after the devaluations of December 1982. Although the
 
total amount of capital formation which is financed by borrowed
 
funds has not been determined, the gearing of such enterprises in
 
Kenya is normally very high. Assuming a one-to-one matching of
 
AID and commercial bank funds, an average annual injection of
 
credit on the order of 10 million dollars over a period of 5
 
years is economically and financially feasible given the
 
extensive penetration of the commercial banking system in rural
 
Kenya and the extreme shortage among the target group at the
 
present time of medium-term credit funds which will form the
 
major portion of the lending under the proposed Rural Private
 
Enterprise project.
 

B. Financial Analysis:
 

1. Financial Sector in Kenya:
 

For a country at its stage of development, Kenya has a
 
well-developed financial sector, including 19 commercial banks,
 
4 development banks, and more than 30 non-bank financial
 
intermediaries. Commercial banks are primarily engaged in
 
providing short-term finance to industry, commerce and
 
agriculture, in that order. Most of the short-term credit is
 
provided via overdraft and is technically payable on demand. In
 
practice, over-draft facilities can be renewed, and are often
 
deployed not as working capital alone, but also as imperfect
 
substitutes for scarce longer term financing.
 

Traditional development finance is primarily channeled through
 
the Industrial and Commercial Development Corporation (ICDC),
 
the Industrial Development Bank (IDB), the Development Finance
 
Company of Kenya (DFCK), and the East African Development Bank
 
(currently negatively affected by the breakup of the East
 
African Community). The capabilities of the development banks
 
were reviewed at the feasibility stage of this project. The
 
project gives preference to commercial banks for technical,
 
managerial, and financial reasons, as well as for the greater
 
potential outreach of commercial banks in rural Kenya. As
 
suggested in Section II, A.3 above on other donor activities,
 
the current project seeks to complement ongoing activities of
 
the development banks (at the larger end of the industrial
 
scale), and of Kenya Industrial Estates (at the smaller end).
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USAID has insufficient information at this time to recommend
inclusion in the project of the largenumber-of rapidly~growing
n..nnb-ank :finan-ial'intermediaries which were discussed briefly in
Section IV,A.4 on the credit situation. The proposed IFC study
of financial markets, a possible AID Private Enterprise Bureau
(PRE) study of capital markets, and a specific study to be funded
under this project, will provide required data to assess new
developments in this area of growing importance. 
In the
meanwhile, the increased competition offered to commercial banks
by non-banking financial intermediaries should act as a stimulus
to innovation in defense of traditional commercial bank markets,
as 
well as in the definition of new lending opportunities.
 

2. The Commercial Banks:
 

There are 21 licensed banks in Kenya, of which 19 are currently
operational. Of the 19 operational banks, 4 are local and the
others majority foreign owned. 
Until recently most of the
foreign banks were of European and Asian origin, but American
banks arrived in the 1970's and Arab banks in the 1980's, so that
today the commercial banking system in Kenya is increasingly

competitive and truly international.
 

Three banks dominate the commercial banking system in Kenya: the
Kenya Commercial Bank Group, Barclayts Bank, and Standard
Chartered Bank PLC. 
 The two main companies within the Kenya
Commercial Bank Group are 
the Kenya Commercial Bank (KCB) and its
subsidiary, the Kenya Commercial Finance Company (KCFC). 
The
Finance Company itself has two wholly owned subsidiariws, one
engaged in mortgage finance, and the other primarily a stock
brokerage firm. (In this paper, assessment of the KCB Group will
be concerned only with KCB and KCFC, since the two other
subsidiaries will not be involved in any part of project

operations).
 

In 1970, seven years after independence, the Government of Kenya
purchased the long established National and Grindlays' banking
operation, creating in KCB the country's first domestically owned
bank. 
Both Barclay's and Standard are foreign-owned, but
Barclay's is incorporated locally, has plans for a local stock
issue, and is pursuing a program of expansion in rural areas.
Standard operates as a branch of Standard Chartered Bank PLC, and
its 
financial records are consolidated with those of the parent
company. Information regarding Standard's purely local
operations are treated in confidence throughout this paper. 
 It
 may be estimated, however, that the three banks together account
for more than half of the deposits and credits of the commercial
banking system in Kenya, with Barclay's accounting for some 18
percent, and the combined deposits of KCB and KCFC also
accounting for 18 percent. 
 The three main banks together account
for about 90 percent of branch banks in Kenya. 
KCB alone has
 
some 47 branches, 39 sub-branches, and 114 mobile units.
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Barclay's has some 43 branches, 17 representative agencies, and
 
various mobile units covering a further 12 towns. Standard Bank
 
has 38 offices in Kenya. Only three other banks (National Bank,
 
Co-operative Bank, and Bank of Credit and Commerce) have any
 
branches in rural areas, but these branches total less than a
 
dozen.
 

The three principal commercial banks in Kenya are financially
 
sound despite the current depressed state of the economy and
 
temporary adverse liquidity developments resulting from
 
Government budgetary problems during the past year. At December
 
31, 1982, Barclay's had equity and retained reserves of 10.6
 
million Kenyan pounds ($16.3 million), just above the level of
 
10.5 million Kenyan pounds recorded in 1981. Deposits and
 
cureent account balances amounted to 137 million Kenyan pounds
 
($211 million), up 3 percent over 1981. Pre-tax profits did fall
 
from 4 million Kenyan pounds in 1981 to 3.2 million in 1982 ($4.9
 
million), but these proti.ts gave a very satisfactory rate of
 
return on shareholders' funds of 39 percent in 1981 and 30
 
percent in 1982.
 

Despite the current recession, the Kenya Commercial Bank, and ite
 
Finance Company, reported generally improved positions for 1982.
 
KCB's equity and retained reserves increased slightly from 12.9
 
million Kenyan pounds in 1981, to 13 million in 1982 ($19.9
 
,]'"i.o"). KCFC equity and reserves have risen from 2.1 million
 
Kenyan pounds in 1981 to 3.1 million in 1982 ($4.7 million).
 
Profits before taxes at KCFC rose from 482 thousand pounds to 685
 
thousand pounds ($1.1 million), representing a 22 percent return
 
on shareholders' capital. Audited accounts for the KCB Group as
 
a whole during 1982 were prepared at the end of May 1983 and
 
printed copies should be available in July. Separate audited
 
accounts of the Kenyan operations of Standard Chartered Bank PLC
 
cannot be reported on. Profits before tax of the parent company
 
fell from 260 million British pounds in 1981 to 242 million in
 
1982 ($389.6 million). Share capital and reserves rose from 1.02 
billion British pounds in 1981 to 1.14 billion pounds in 1982 
($1.84 billion). Risk to the U.S. Government would be minimal in
 
lending directly or indirectly to any of the three major
 
commercial banks currently opetating in Kenya. A more in-depth
 
r.eview of commercial banks operating in Kenya is contained in the
 
Credit Feasibility Study: Supplementary Annex A to this paper
 
(available from AFR/PD/EAP). Audited financial accounts of KCB,
 
KCFC, Ba~clay's and Standard Bank will be available from the same
 
source as Supplementary Annex F.
 

http:proti.ts
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3. Financial Soundness:
 

The project proposes to establish a standard two step loan
arrangement with funds being lent by AID to the Government of
Kenya, and by the Government of Kenya to selected commercial
banks for on-lending to rural private enterprises. The
financial feasibility of the project is 
established by the large
available spread between standard A.I.D. concessional rates and
commercial lending rates anticipated in Kenya during the project
and subsequent payback period. 
 The project divides the
available spread between commercial banks 
(to cover normal
profits, costs of necessary advisory services, and the higher
costs of medium-term lending to 
smaller scale, rural
enterprises) and Government 
(to cover foreign exchange risk, to
repay the original AID loan, and co establish a permanent 
fund
in the Central Bank as 
a source of term capital for on-lending
by commercial banks to 
selected rural enterprises).
 

The AID loan to Government will be at 
an interest rate of 2
percent per 
annum during 
a grace period of 10 years, and at 
3
percent per annum thereafter during a period of 30 years, with
61 approximately equal semi-annuai payments and
of principalinterest. 
 A pro forma amortization schedule has beep prepared
based on a principal sum of $24 million dollars to 
be drawn cownover a period of five years in 20 equal quarterly installments
of $1.2 million each (See Table 3, Annex G). 
 The pro forma
drawdown schiedule is illustrative only and may turn out to besomewhat conservative particularly if macroeconomic conditions
improve in Kenya as a result of stuctural adjustment measures,and if major commercial banks in Kenya elect to participatefully from T-he initial year of project operation. Given theten-year grace peried oit low interest essociated with the AID
loan to Cove rnment, 
a more rapid drawdown of funds by commercial
banks would serve to improve overall financial returns at every
level of the project. It is recognized 
that the opposite also
holds true, that the ten year grace period provides asignificant opportunity for accumulating reserves in the 
permanent Centr-ai
maide to ma ntain 

B.nk fund, and that every effort should bepre lect momentum once an initial drawdown has
blen made 

The flow of KiTnd,,s out of t:He perinanent Central Bank fund torepay the AD 1na)n (Taible 3, Annex G) may be compared withrelated flow.,;o into the fund aris ing from paymentq of interestand re-pnyments ot' principal by commercial banks to Government(Table 4, Annex G). A pro forma amortization scheduleconsolidt t.l:i, tw:,tl bank payyments and repayments has beenprepared, ba;,d mi ,nterest:om rato From (ove [runnt to banks of10 pe 'Cerllt h, r mint unm, 1 grae per!.,do of two yeairs", and anoverall Im0n per.oU of 10 yeIrs api .caible to eachdisbursemen2. A gric period of two yeart has been selected to 
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be equivalent to that deemed suitable by banks on subloans to
 
ultimate borrowers. A loan period to banks of ten years has
 
been selected as consistent with sub-loans to ultimate borrowers
 
ranging from 3 to 8 years (medium-term). Under these
 
arrangements there is ample time for loan processing and
 
possible extensions, and some revolving of AID-supplied funds
 
can also be achieved. Loans of up to eight yeers can still be
 
approved in the final year of the proposed five year drawdown
 
period. A ten year loan period has also been selected as being
 
near the upper limit to which commercial banks may be willing to
 
commit themselves at a fixed rate of interest. The simplicity
 
of fixed interest rates and fixed payments has been preferred in
 
the Kenyan context to more flexible but more complex solutions.
 

Financial flows from Table 3 and 4 which were discussed above,
 
are compared in Table 5, Annex G in order to demonstrate the
 
financial viability of the proposed project. Table 5 suggests
 
that under a broad range of conditions, there will be ample
 
reserves in the permanent Central Bank fund to make all
 
repayments of principal and interest, and to accumulate
 
substantial resources to be further on-lent to commercial
 
banks. A foreign exchange guaranty from the Government of Kenya
 
will be required to protect the value of the permanent fund
 
against possible depreciation of the Kenyan shilling in terms of
 
the U.S. dollar during the period of pay back of the loan to the
 
U.S. Government. Such a guaranty is appropriate since Kenya
 
will benefit from substantial initial inflows of foreign
 
exchange in excess of project requirements for imports. Such
 
inflows immediately reduce the need for borrowing abroad or
 
permit repayment of existing obligations. Moreover Government
 
has substantially within its power the ability to protect the
 
value of the shilling through appropriate fiscal and monetary
 
policies. When such policies cannot be implemented, the value
 
of any permanent fund is unavoidably reduced through an
 
inflation "tax." An additional such "tax" operating through
 
depreciation of the exchange rate would substantially undermine
 
the viability of any continuing fund. As Table 5, Annex G
 
i.ndicates, substantial reserves are accumulated in year3 1
 
through 10 (quarters 2-39) due to the shorter grace period and
 
higher interest rates associated with commercial bank loans
 
(compared to the AID loan to Government). Payments received
 
from banks accelerate reaching a plateau of just over $ 1
 
million (equivalent) per quarter by period 26 (six and a
 
half-year after the project begins). Beyond the 10th year
 
payments by banks decline as earlier loans are paid off in full.
 



-.*52 -

The fund experiences its first negative cash flow in P'eriod 42
when the second repayment of both principal and interest by
Government is made at the same 
time that the fund is facing a
decline in payments received from banks. 
 Beyond 15 years, of
 course, there are 
no inflows from banks 
at all, while

Gc.rnment's payments continue through period 160 
(40 years).
It can be estimated howeve'r, 
that the 
total value of the fund at
the end of the 59th quarter will be 
a minimum of $26,201,800

(equivalent). This exceeds by 
some $10.5 million the present

value of all future required payments 
to the U.S. during periods
60-160 (assuming a discount rate of say 13 percent). 
 This

minimum estimate of fund size is based on an accumulation of net
inflows deposited at zero interest. 
 The project envisages

relending available capital to 
a broad range of rural
enterpr-ises, however, as 
such funds become available. The
pattern of such lending cannot be exactly predicted at this
time. To give some 
idea of the effect of compounding on the
total fund size, Table 5, Annex G assumes immediate relending of
funds each quarter as they become available, at say 13 percent
per annum 
(3 percent higher than lending under the original more
restrictive AID program, but approximately 1.5 percentage points
below the existing Treasury rate). 
 Under such a regime, an
 average cash flow of nearly $2 million per quarter is generated
by the time the last repayment on the original loan is received
by Government from the banks. 
 Although the exact present value

of s'.-ch 
a flow will be highly dependent on inflation rates

during the intervening periods, the objective of
institutionalizing a relending facility for term capital in the
Central Bank can be successfully achieved in addition to 
the
income, production and employment goals achieved directly.
 

C. Administrative Analysis:
 

A number of studies conducted both before and during project

development have contributed to 
the summary administrative

analysis presented below. Principal among these were the
"Credit Feasibility Study", "Investment Opportunity

Study","Agribusiness 
 Policy Study" and "PVO Evaluation/Social
Soundness Analysis" which are available from AFR/PD/EAP asSupplemetary Annexes OtherA-D. inputs into che analysis andits conclusions were two visits by PRE/I staff and a PRE
provided management and training consultancy. 

I. Government of Kenya: 

An early decision required during project development was todetermine what role should be played by the Government in theproject and specifically whether the project agreement should be,;igned with the Government or directly with the various 
intermediary entities. 
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Factors to be considered in the choice of an obligating
 
mechanism included:
 

- the desirability for the Kenya Government to
 
assume the foreign exchange risk;
 

- the fact that any direct U.S. loans made to
 
private sector banks would have to be guarantied;
 

- the need for any loans made directly to private
 
sector banks to be exempted from payment of income
 
taxes on interest payments and the need for
 
duty-free status of any project-financed personnel;
 

- the need for Government to issue foreign exchange
 
and import licenses for most project-financed
 
commodities;
 

- the already heavy burden on the Government of
 
managing donor-assisted projects and possible
 
project implementation delays which could result
 
from overtaxing the Government;
 

- the desirability of establishing a means to
 
recirculate bank repayments through the commercial
 
banking system;
 

- the desirability of achieving some
 
institution-building with commercial banks through
 
a direct relationship between USAID and the banks;
 

- a possible negative reception from banks having to
 
deal with the Government on project implementation;
 

- a possible negative attitude toward repayment by
 
sub-borrowers if the project is viewed as a
 
Government project.
 

USAID concluded from the above that the Government must be
 
involved in the project in a number of critical ways (as it is
 
now with the PRE/KCB project), particularly with regard to
 
foreign exchange risk, allocation of foreign exchange, import
 
licensing, loan guaranties, and tax exemption. Discussions with
 
banks indicated that they were not overly concernced with a
 
formal loan relationship with the Government provided that
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operationally the program would be independent. 
 In light of the

above, USAID/Kenya has opted for a formal agreemenc with the
Government to ensure its participation in the areas where it is
 
required, but with important operational procedures (loan

approval, disbursement, and procurement, together with the
provision of technical assistance) handled directly by AID.

This arrangement will also allow development of a long-term fund
 
to 
support commercial bank medium-term lending while minimally

taxing Government administrative capacities.
 

The Government's role in the project will 
consist of the
 
following: 1) Signature of the overall agreement with USAID; 2)
participation in the preparation and 
issuance of requests for
 
proposals (applications) and selection of banks, contractors and

the PVO intermediary grantee; 3) issuance of import licenses for

sub-borrowers wishing to 
impoet equipment and raw materials; 4)

collection of loan repayments from banks and re-lending the
 
same; and 5) repayment to All). The Government will have no role

in sub-loan or sub-grant decis'ons and 
implementation, nor will
it be involved in the initial disbursement of funds. With the

exception of the issuance of foreign exchange and import
licenses, all o_" the above will be performed by the Ministry of
Finance which are capable of undertaking the tasks described. Acovenant will be included in the project agreement concerning

the issuance of: imnport licenses.
 

2. Intermediary Oranizations: 

(a) Selectioi: Given the broad project objective toestablish and expand] rural private enterprises, a wide range of

intermediary mechanisms as
suggest themselves potential vehicles

for delivering 
 project assistance. Alternatives considered
during project development include: commercial banks,
development bunks, cooperatives, finance companies, and private
voluntary organizacions (PVOs). USAID has concluded that more
than one in:ermediory entity would be necessary, considering
thac entJerp:ise, of both formal and infor'mai nature would be 
assisted. 

The on1y or;,n!z ation with a proven trck record in assisting
inforinna sort:tor enr,, -ithe PVOs. Given the strong
record (f n o,-ea in reachlng small (0-5)V.,:f t11s very
employees) enterpri,;es and very poor clients, the decision wasmade to utilize these, organizat ons to the maximum of their
capaciti-?c and to expand those capac :'ties, where possible.
There are some ques t i -; remanining concern ing their
administrative capacity and Jthe conormic f,_21;s!,b. ltty of such 
assi.stance. fhe economitc teasj]-.J!,ty qu,,;tin "tem, from the 
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lack of solid data concerning the economic impact of the PVO
 
programs. The PVO Evaluation/Social Soundness Analysis was able
 
to fix a cost per beneficiaryof approximately $58. However very
 
little quantitative information was available on the production
 
and employment impacts of the PVO programs, making a meaningful
 
cost comparison with alternative assistance mechanisms
 
impossible. The PVO Evaluation/Social Soundness Analysis did
 
estimate the capital cost per job among PVO-assisted enterprises
 
to be $2,000 vs. $5,000-$8,000 (Investment Opportunity Study)
 
among commercial bank clients. Against this difference must be
 
weighed the facts that: 1) there is no matching of loan capital
 
in the PVO programs; 2) the indirect impacts of informal sector
 
investments are likely to be lower (retail vs. manufacturing,
 
lower wages); 3) PVO administrative costs are proportionately
 
much higher (16% for the one pure loan program Daraja vs. 2-4%
 
for commeiciai banks); and 4) PVO credit funds are less likely
 
to be paid back and re-lent. However, the fact remains that
 
they are the only organizations effectively reaching this
 
important portion of the small business community, and USAID
 
plans to continue supporting them for both equity and economic
 
reasons. Provisions have been made In the project (through
 
technical assistance and establishment strict lending
 
performance criteria) to redress the administrative problems.
 

At the next level (5-20 employees) in the rural private 
enterprise comiaunity, there is a clear gap in the availability 
of intermediary insititutions. Suggestions were made to utilize 
tihe cooperative enterprise sector (PVO Evaluation/Social 
Soundness Analysis), finance companies (Investment Opportunity 
g'udy), and a guaranty program (PVO Evaluation/Social Soundness 
Analysis) to try to reach this segment of the business 
.ormnunity. However, insufficient information exists at present
 

0oncerning the management and financial soundness of cooperative 
enterprises and finance companies to allow a definitive judgment 
in this area. USAID's initial reaction is that in general 
neither the fir.ance institutions nor the cooperatives are 
sufficiently strong to serve as intermediate credit institutions 
under the project at this time. The target market of the 

inance companies appears to be too urban oriented to meet 
project needs. Cooperative enterprises are of course eligible
 
to apply for Loans at the commercial banks on the same terms as 
other rural private enterprises, and USAID anticipates that one 
PVO likely to participate in the program (Technoserve) will 
devote considerable effort to assisting cooperative enterprises 
both in managing their enterprises and in obtaining loans from 
commercial banks. A guaranty program to direct more commercial 
bank lending to this segment of the business community would be 
very attractive, if it were allowable under the Foreign 
Assistance Act, which it currently is not. Funds have been 
reserved in the project to explore each of these idcis further. 
Should project monitoring and evaluation indicate the need to 
re-design some project elements, the needed information will be 
available. 
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At the 1-.vel of formal sector enterprises of 20 or more

employees, two alternatives are 
available: the commercial banks
and development banks. 
 The Credit Feasibility Study reviewed
 
the orientations and capacities of both groups with the
 
following conclusions:
 

(a) Management capacity: Commercial banks were
 
found by a wide margin to be better and more
 
independently run and to have substantially greater

capacity for expansion. This is largely due to
 
their larger pool of managerial talent.
 

(b) Target groups: Commercial banks tend to lend
 
to larger, more experienced businesses. 
 Development

banks place much greater emphapis on lending to
 
smaller and less experienced entrepreneurs.
 

(c) Financial performance: As would be expected

from the differences in both management capacity and
 
target groups, the financial performance of
 
commercial banks greatly exceeds that of the

development banks. The development banks generally

have large arrears and have lost money in recent
 
years.
 

(d) Outreach and business advisory capacity:

Development banks provide much more assistance to
 
busine>:e! in conducting feasibility and engineering

studies. The commercial banks, which are 
lending to
 
experienced businesses, do 
not need to provide such

assistance and therefore have 
less experience in
 
this area. The exception to this statement is the
 
Kenya Commercial Bank which has 
an active business 
advisory service. Branch networks are more lghly
developed among the commercial banks. 

(e) Capital availnbility and needs: Development
banks have generally been successful in attracting
donor financing for their activities and 
demonstrated little additional need for 
financing.

Coinmerctial banks hive been successful in generating
local capital on a short-term bosis. The extreme
scarcity of mediuin-trm capital hns resulted in a 
concentra tion on capitalworking financing and has
contrlbu1ted to a lack of experience in medium-term 
lending. 

Based on theso: fnOIrig,,ISAII) hns opted for commercIal banks asimplementing agent,. Knya (,nirc.aI Bank Barc1ays Bank, and 
Standard Charto:red Pid.aplpenar to e I n the h est position to 
compete for the f[1incl a1 tiltermediary role because of their
size, experienc,, and iarge branch networks. With some 
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assistance, they will be able to implement the project
 
efficiently. Their strong financial and management performance
 
makes them the best choice for efficient project execution and
 
profitable selection of sub-loan recipients, but the project
 
will be open to responsive proposals from other banks as well.
 
Further information and analysis of the financial and
 
administrative capacities of Kenya Commercial Bank, Barclays
 
Bank and Standard Chartered PLC cdn be found in Supplementary
 
Annexes A and F.
 

In summary the project will utilize the proven, reliable
 
intermedaries (commercial banks and FVOs) available to reach
 
rural private enterprises with project assistance. The choice
 
of intermediary requires that some special attention be given
 
to enterprises, of 5-20 employees which the project will address
 
by providing incentives to banks to lend at this level, by
 
providing grant funding for required management and technical
 
assistance to sub-borrowers, and by providing funding to PVOs
 
which may assist some enterprises to obtain bank loans. To the
 
extent that these intermediaries need upgrading or re-direction
 
to achieve project objectives better, assistance will be
 
provided to that end.
 

(b) Upgrading/Redirection:
 

Insofar as commercial banks are concerned, their administrative
 
and financial capacities are well documented in the Credit
 
Feasibility Study. The principal need as concerns commercial
 
banks is to induce them to be more willing and able to lend to
 
smaller-scale enterprises. To iome extent some such lending
 
will be encouraged by the requirements that the loans be rural
 
and that they meet at least one of the project's development
 
criteria. In addi'ion, the project includes several provisions
 
designed to make lending to smaller scale enteprises more
 
attractive to commercial banks. These are as follows:
 

- the foreign exchange costs of technical assistance
 
to the banks to establish a business advisory
 
capacity similar to that existing now at the Kenya
 
Commercial Bank I / will be financed by t11e
 
project;
 

I/ The Business Advisory Service AS'TT of the Kenya 
Commercial Bank was established under the initial IFC loan to 
KCB for the Small and Medium-Scale Eiterprise Program. The BAS 
conducts feasibility studies on potential loans (on a 
cost-sharing basis with entrepreneurs) which allows Credit 
Managers to make lending decisions on a cash-flow as well as 
collateral basis. Such studies can also alert potential 
investors to problems in their proposed investments. The BAS 
also provides procurement assistance to potential borrowers and 
follows-up on loans made. Although the BAS has limitations in 
Llui asslstance IL caii provide to smaller borrowers, it has 
provided an important focal point for such lending to small and
 
medium-scale enterprises. 
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- the interest spread will be sufficient to 
cover a
portion of the local costs associated with

establishment of a business advisory capacity;
 

- training will be provided to business advisory

personnel;
 

- the Management and Technial Assistance Contractor

will help improve the quality of the investment

proposals made by smaller scale entrepreneurs;
 

- incentive payments will be made to banks making
loans smaller than $75,000 to offset some of the
proportionately grcater administrative costs of
 
making smaller loans.
 

Concerning the Private Voluntary Organizations likely to be
involved in the project, the 
PVO Evaluation/Social Soundness
Analysis concluded that all 
five organizations reviewed were
essentially sound in their management, effective in achieving
their objectives, and able to manage sor.ewhat 
larger programs.
The tudy also identified several 
areas in gene'al need of
improvement. 
The principal needs identified were to:
 

- upgrade management and administrative systems;
 

- upgrade or establish credit delivery systems;
 

- to improve coordination and sharing of information 
with other PVOs and with donors; 

- to improve access to technical assistance and
tra iing for both PVOs and their clients in areassuch as marketing and entcrprisc manogcment; 

- to establish or improve monitoring and evaluation
 
of PVO programs. 

The principal project mechanism to address these needs will beto provide sub-grant and technical astistance through a PVOintermediary. PVOs and PVO clients will also have access toservices and training made avilable under the Management andTechnical Ar;sistnnce Contractor where those are not availabledirectly from the rVO intermediary organization. 

(c) sustlifillility: 

Commercial bnnks have it long and successful history in Kenya andwill of course cont:inue to operate following projectcompletion. The following factors will encourage banks tocontinue to make medium-term loans: 1) banks will have developed 
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business advisory services able to provide credit managers with
 

cash flow (vs. collateral) criteria for loan approval; 2) banks
 
will have had 5 years of experience making medium-term loans to
 

rural private enterprises; 3) banks will have a continuing
 
source of medium-term capital (the special account, and perhaps
 
a syndicated insurance fund); and 4) economic incentives in the
 
economy as a whole are expected (after structural adjustment) to
 

favor more rural, local resource-based, export-oriented
 
investments. There would therefore seem to be a reasonable
 
prospect that lending similar to that financed by the project
 
will continue following the project's completion.
 

more
 
open to question. By the very nature of PVO clients it cannot
 
reasonably be expected that the PVO programs will become
 
self-financing operations. However, the individual and group
 

enterprises assisted by the PVOs will continue to function and
 

The permanency of PVO lending and assistance programs is 


to be an important source of earnings to project beneficiaries.
 
Further, the PVOs assisted by the project will after the project
 
be more effective delivery systems for donor (and possibly Kenya
 
Government) assistance to small-scale informal sector
 
enterprises . 

3. Rural Private Enterprises:
 

The various studies dealing with the project's administrative
 
feasibility from the point of view of rural private enterprises
 
(Credit Feasibility Study, Investment Opportunity Study, the
 
Agribusiness Policy Study) and discussions with commercial banks
 
ind the Investment Advisory Center all concluded that there are 
a sufficient number of viab'e enterprises and investments 
available which meet project criteria to justify a program at
 

the propof;ed level. Those efforts were equally in agreement 
concerning the need to provide management and technical 
assistance to improve the quality of the portfolio and its 
distribution among various enterprise categories. Project 
elements which will respond to this need for assistitnce include 
technical assistance to banks for business advinory services, 
the Management and Technic l Asisif;tance Contract, and the bulk 
of PVO assititance efforts. 

Another adnt.ilstrattve factor whlIclh ernerged from the studie.; and 
discuHssts with pIrobable project part cipnts wat the 
potentLilly fatal tImpact of strict 1,pplication of' 1I.S.
 
procurement regul atlont; on the ability nnd wi I I I ngnest of rural
 

private enterpris;,; (particularly the ,inaller ont e) to
 
rartic [pate in the project. Asi desicribed In S hn1 IV.A,
 
'Implementat oll Arrangeiments", provis [on lt; Ii ,l nud, In
 
project design concerning most procurment requIt rementi, and to
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provide maximum opportunity for U.S. suppliers to meet the
procurement needs of the project. 
 However, the source and
.origin--regulationswi-11 need to be-waived for the-es-6i- given

below:
 

- Sub-borrowers are likely to be widely dispersed
with little access to the procurement information

needed to effect U.S. and developing country (Code
941) procurement. Application of source and
origin requirements would therefore bias project

lending toward larger, urban enterprises.
 

- Sub-borrowers will be paying commercial rates for
their loans and will therefore be unwilling to
utilize loan funds to procure more costly Code 941

commodities.
 

- Code 941 commodities are rarely available off-the
shelf in rural areas in Kenya. To require
procurement from Code 941 
sources would therefore

imply major delays in implementing many sub-loans.
 

- Once procured, Code 941 commodities would be
difficult or impossible to maintain and repair in
rural areas because the needed maintenance
 
expertise and spare parts are unavailable.
 

All of these factors indicate that, from the point of view of
rural private enterprises, a Code 941 procurement requirement
would make the lending program unattractive and/or impossible to
utilize. In addition, as 
is suggested by the recent evalu#4ion
of the Entente Fund African Enterprises Program Evaluation.,
a Code 941 procurement requirement would be extremely difficult
to implement, enforce or monitor. 
An attempt to enforce Code
941 procurement would place enormous burdens on the financial
intermediaries (which they are unlikely to accept) and on USAID,
with little prospect of satisfactory compliance. 
These
considerations have led USAID to conclude (as did the PID review

committee) that the project would not be feasible

administratively if Code 941 procurement were required. 
A
waiver request is therefore included as Annex F. Case by case
determinations of non-availability of U.S. flag carriers from
other than U.S. ports would also be infeasible, thus a blanket
determination regarding non-U.S. flag carriers is 
also included
in Annex F.
 

-
 "AsStng Small Business 1n Francophone Africa: The
Entente Fund Africa Enterprises Program ', AID Project Impact

Evaluation No.40, December, 1982.
 



4. A.I.D: 

The project is designed in such a way as to reduce to the extent
 
possible AID support requirements. By using financial
 
intermediaries to solicit, appraise, approve and manage
 
project-funded loans, AID can effectively remove itself from
 
many of the day-to-day project implementation requirements. The
 
bulk of AID's project support workload will be in the first two
 
quarters of project implementation. Financial intermediaries,
 
principal contractors and grantees must be selected and
 
agreements negotiated during that period and Letters of
 
Commitment must be established. Once these initial project
 
implementation actions have been completed, however, the AID
 
support workload will consist primarily of reviewing financial
 
intermediary, contractor and PVO reports and making spot visits
 
to loan recipients. Currently planned USAID personnel levels,
 
,.hich include one U.S. Direct Hire employee to manage the
 
project as his/her p-incipal responsibility, are adequate for
 
these tasks. The Management and Technical Assistance Contractor
 
will request Private Enterprise Bureau assistance in conducting
 
feasibility studies and arranging training and REI)SO/Supply 
Management and SER/COM assistance in promoting procurement of 
U.S. commodities by project sub-borrowers. 

VI. I). Business Analysis: 

During project design four studies were undertaken to determine 
the nature of rural enterprise likely to be assisted, the 
probable level of demand for medium term credit, the type of 
investments and the 
contain an analysis 

likely development 
of constraints and 

impacts. 
a sample 

These reviews 
of investment 

proposals. 

The ruril enterprLse sector contains some 
eonterprises in manufacturing and services 

1,500 
along 

general 
with some 500 

agribusiness firms and perhaps 200,000 informal sector 
businesses. 

The majo: constraints to expansion of the sector have been 
identified as: 

- the lack of medium -t,rm credit resulting from the 
short-t rn ntature oi the depoiit 1)11e and the lack 
of liquidity. Diemand for this term lending is 
estirnattd at )etweein $100-150 miliion; 

- price controls and regulati Ion onl Icntil ng, 
importti and e x port ; 

- the lack of diversity In invet;tment proposoils; 
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- inadequate management and technical capacityparticularly among the smaller businesses; 

- the shortage of foreign exchange and the resulting
lack of spare parts and imported raw materials.
 
The constraints have an impact, to some degree or another, on
all rural private enterprise investment activities, and vary in
their effects by particular enterprise and over time. 
 The
policy and regulation issues are being addressed by USAID and
IBRD in Structural Adjustment Programs. 
 The management
questions are to be helped by the improvement of bank advisory
services and project-financed technical -nd management
assistance. 
 This project directly addresses the credit problems
and will help relieve the current foreign exchange shortage.
The size of the unmet credit demand indicates that despite the
constraints business opportunities exist.'
 

The rural enterprise sector consists of some 2,000 registered
companies in agribusiness, manufacturing and services and 
some
200,000 informal enterprises. 
A sample of 28 proposals was
reviewed against project criteria and objectives to determine
the likely outcomes. The main criteria applied were:
 

-
increased rural production, employment and income;
 

-
private sector, rural location;
 

- labor intensity, potential foreign exchange

savings;
 

- increased markets, inputs or services for

agriculture.
 

All the projects in the sample met 
some of the criteria and most
met at least three. 
 There was a good distribution between small
and larger enterprises. 
 Cost per Job ranged from about $1000 to
$20,000 plus, with an average of $8000. 
Estimates of employment
are 6000 direct and 12,000 indirect jobs, not counting those
supplying agriculture products for processing or jobs to be
created through PVO programs. Most enterprises were rural with
strong links to agriculture.
 

As expected agribusiness dominates. 
 Agroprocessing of fruit,
vegetables, sisal, oils, hides, fish, livestock and wood make up
the majority of enterprises. 
Small scale manufacturing and
service businesses made up the remainder. 
Most enterprises
would produce for both the local and export market. 
Basic tests
of viability showed most projects could be successful.
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The projected portfolio of loans is expected to number 270 and
 
range between $7,500 and $750,000 U.S. contribution not
 
including the micro enterprise loans. The actual loans are
 
expected to deviate from the sample by a) including a large
 
percentage of expansions and b) having more non agriculture or
 
input/services firms.
 

The reviews and experience to date confirm that there is
 
adequate demand for medium-term credit for rural enterprise. It
 
also confirms that the loans can have high development impact
 
and provide services and markets for rural families.
 

A more detailed Business Analysis is included as Annex I.
 

VI. E. Social Soundness Analysis:
 

The Social Soundness Analysis carried out during project design
 
was prepared in two parts. Analysis of Lhe PVO component was
 
included in the appraisal of each PVO program considered. A
 
separate analysis was carried out for the commercial lending
 
component of the project. Both are included in the "PVO
 
Evaluation and Social Soundness Analysis" available from
 
AFR/PD/EAP as Supplementary Annex D. The results of both
 
investigations are summarised below.
 

1. PVO Programs:
 

In general the PVO programs reviewed were rated very highly from
 
a social perspective. Tey reach and assist the self-employed
 
poor who lack access to conventional support mechanisms. These
 
are specially effective in reaching women (more than 85% of
 
their clients are women). At the same time the PVO programs
 
seek to integrate social and economic inputs through group
 
formation so that income generation is based on local
 
participation and organizational development. Outreach was
 
found to be good through decentralized service delivery
 
structures, and the programs were considered to be cost
 
effective per client. In summary, in terms of beneficiaries,
 
participation, feasibility, and 6ocial impact the programs were
 
found to be socially sound. Given the anticipated strong
 
positive social impact of this component of the project the
 
project design has included funding for the PVO component up to
 
the estimated maximum absorptive capacity of PVOs doing
 
project-related work.
 

2. Commercial Bank Lending: 

The conclus;ions of the Social Soundness Analysis regarding the 
commercial bank lending program differed charply from those
 
concerning PVO programs. The principal conclusions of the
 
analysis were that, given the criteria established in the PID,
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most loan capital would: flow to 
large, capital intensive firms
 
located in Nairobi and Mombasa; create few jobs per dollar

invested; and not be accessible to the majority of rural
 
Kenyans. 
 Such a lending pattern would not, the analysis argued,

respond to the objectives of the project nor to the current
 
socio-economic needs of Kenya. 
 USAID agrees entirely that such
 
a lending pattern would not be consistent with program or
 
project objectives and would be undesirable. However, USAID's
 
own analysis does not support the conclusion that project

lending criteria would lead to a loan portfolio of the type

described by the Social Soundness Analysis. 

The Social Soundness Analysis drew its conclusions by applying

IFC and KCFC term lending patterns to the project. However, 
neither of these portfolios required that sub-loans be
 
labor-intensive, export-oriented or strongly linked to
 
agriculture, as does the project. 
 Nor do tney rquire that
 
lending be rural, a does the project (except for
agribusinesses). More generally, term lending by the KCFC is
the exception to their normal l.ending and is only done under thesafest" coiditions (given short-termthe deposit base and

possibility of precipitous withdrawals). Loan capital provided

under the p-oject will be more secure 
(from the banks' point of

view) than Their normal sources of capital, which should affect
 
their lending bekavJor. The Social Soundness Analysis

calculation alSo makes at least one arithmetic error with

far-reaching inp lic t'.ons. It concludes 
 (p.18) that utilization 
of project ('redit ;onrces according to the KCFC pattern (in
which 137, of loan vluie i,; applied to loans of less than Ksh 1
million) would result in only 17 loans of less than KSh 1
million. In fact, 137, percent of the value of loans under the
project wo, id total KSIh 80 million. At the current average loan
size of npproxiiaitely KSh 240,000 for loans under KSh 1 million 
more than 300 such loans would result, not 17 as projected by
the Social Soundne-,, Analy stI. 

In spite of th abo,.,, problems with the analysis (most of which 
arise becauso. of tlrI e and data constraints) the concern to 
ensure thnt funds will be directed towards smaller scale rural
'n ter srts is; v ll1d. As discusssed in the Busines s Analysis,

USAII) c(,mm,'JIi s 1 iod i i, Invest:ment Opportunity Study to develop a 
portfolio o. likel.y inve;tin ,ents ,.in, project criteria. Thatport folloJohod 8'f the 1ons in rural areas, at a cost/job
of about $8,000. It (soshowed an average loan size of nearly
KSh 11 mi 11 ion - too lisr, e. USAII) therefore lowered the maximum 
loan ; ,Ze. The flew ,nlximumn, When applied to the same portfolio
yelded an lv,-ragf, !oln silze ,f ),out KSh 3.5 million, at a cost 
per job 1, t: 6tb AdOit lotial ,ct:on i taken toot h, thaT ,000. 
tI~crease pum:; pa I ,tt i', (J1 n ller, rnrore- rursil are:tiflh enterpris es 
I) rest rtct,,~ '~ of lending In Nn irobi and Morahnias, through a
requirement thi t UISAID ) prove any loans and thatsuch such 
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approval will only be given if very strong links to rural
 

production and employment are demonstrated; and 2) introduction
 

incentive scheme to make lending to smaller entrepreneurs
of an 

more attractive.
 

The Social Soundness Analysis also discusses at considerable
 

length the dichotomy between formal and informal sector
 

enterprises, and concludes that promolion of informal sector
 
The issue
enterprises has a greater impact on t'e rural poor. 


-*or which insufficient data
is of course a debatable one and one 

are certainly, for
is available in Kenya to resolve. Th,!re 


example, s'iong backward and forward linkages in formal sector
 

production!t which are largely undocumented. However,
 
whatever the outcome of such a discussion, it seems clear that
 

formal and informal sectors are necessary and
both the 

interdependent participants in a developing economy. The
 

project provides assistance to both (in the case of the informal
 

sector up to the estimated limits of the capacities of the
 

- PVOs), and it will study the possibilites
delivery mechanisms 

of other potential delivery mechanisms (cooperatives, finance
 

companies, guaranty schemes with commercial banks), to try to
 
of assisting the intermediate group
develop alternative means 


which falls between the formal and informal sectors.
 

F. Environment:
 

The Initial Environmental Eamination (lEE) approved at the time
 
not have prior
of PID review concluded that since AID will 


knowledge or control over specific sub-loans to be financed by
 

the project, a categorical exclusion to further environmental
 

analysis was appropriate. However, the subloan approval
 

guidelines will include a requirement that each proposed
 

activity comply with the Government environmental regulations.
 

VII. CONDITIONS, COVENANTS AND NEGOTIATING STATUS:
 

At the time of PP preparation the project had been discussed
 

with the Investment Advisory Center, the Ministry of Planning
 

and Economic Development, and the Ministry of Finance.
 

Discussions had also been carried out with the Kenya Commerciel
 

Bank, Barclays and Standard. More limited discussions had becn
 

with Citibank and Commercial Bank of Africa (Bank of
carried (.ut 
In general the project has received favorable
America). 

are of
reactions from all organizations approached, although all 


course awaiting specific procedural, financial and reporting
 

information before making any commitments. A letter of request
 

for the entire project is expected shortly. USAI) expects that 

/--Thero-ectITl ]conduct a study in this area to try to
 

bring mo:e information to bear on the discussion.
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negotiations with Government can be completed in time for a July
obligation if the AID/W review and approval process is
expeditious. In addition to 
standard conditions precedent and
covenants USAID plans 
to include conditions and covenants in the
agreement with the Kenya Government as follows:
 

A. Prior to first disbursement by A.I.D. or to the
issuance of documentation pursuant to 
which disbursement will be
made, unless A.I.D. otherwise agrees in writing, the Government
 
of Kenya will:
 

1. Establish a Special Account at 
the Central Bank
 
of Kenya into which bank repayments will be made;
 

2. Identify the officer in 
the Central Bank of
Kenya who will be responsible for administering
 
the Special Account.
 

B. Prior to disbursement under any project sub-loan
 
agreement with commercial banks, the Government of Kenya will
furnish to A.I.D., in form and substance satisfactory to A.I.D.,
 
a copy of such sub-loan agreement.
 

C. The Government of Kenya agrees to:
 

I. process expeditiously all project-related import
 
and foreign exchange approvals; 

2. provide all necessary personnel to 
ensure the
 
effective managemert of the Special Account at

the Central Bank of Kenya. 

VIII. EVALUATION PLAN:
 

A. Evaluation Arrangements: 

Monitoring, evaluotion and special studies 
are of particular
importance in this project, and provision has been made forclose coordinati-m of these elements. The Government of Kenya
in its Sessional Paper No. /4 of 1982, and in its draft Five YearPlan for the period 1983/84-1.987/88, is placing increased
emphasis on the role of the private sector. Moreover, the RuralPrivate E'nterpr se Project is the largest single element inUSAID/Kenyai's strategy utilizingof private sector institutionsand mobilizLng privte nector resources for development
purposes,. Evaluation results will have implications not onlyfor USAID/Ki.nya, but for All) programs in general. A total of$1, 1 50,000, ther,.for,:, hnt[ been hudgeted for monitoring,
evn ltat ion and ntudies of this project (3.2 percent of total AID 
fundl in the projec t). 
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Evaluation expenditures of $250,000, and related studies
 
totaling $150,000 are not excessive in light of programmatic
 

Economies in direct evaluation expenditures
considerations. 

have been made possible as a result of special reporting
 
procedures required of participating banks (See Annex E), and
 

close monitoring arrangements for bank and PVO operations
 
(discussed in Section III B.5 above). Baseline data, and
 
progress indicators, will be collected as the project proceeds
 
and should be available to the evaluation contractor in readily
 
useable form. A single contractor will be engaged early in the
 

project cycle to perform all required studies, and eventually to
 
carry out both tha mid-term and final project evaluations. It
 
Is expected that these special studies will require the periodic
 

presence in Kenya of contractor representatives. In addition,
 
it will be the responsibility of the evaluation contractor to
 

establish whatever local representation is required to ensure
 
that baseline and other data necessary for successful evaluation
 
of the project are collected on a continuing basis. Time
 
pressures or lack of acceptable data should be considerably
 
reduced as negative factors in completing mid-term and final
 
evaluations by adopting this approach.
 

Early in project implementation, USAID will prepare a Project
 
Implementation Order/Technical (PIO/T) providing a detailed
 
scope of work, and defining the respective conditions and
 

responsibilities of USAID/Kenya and the Evaluation and Studies
 
Contractor. After Government and USAID have signed the PIO/T,
 

the REDSO Regional Contracting Officer will be requested to
 
iavite proposals from qualified U.S. and Kenyan firms and
 

universities. Criteria for selection of the organizations will
 

include demonstration of: previous experience providing design
 

and evaluqtion of intermediate credit programs in developing
 
countries (preferably in Africa); knowledge and experience of
 

commercial banking practices; previous experience with
 
co-operative and other small scale lending and management
 
assistance programs; knowledge and experience of inter-industry,
 
social accounting, urban/rural and formal/informal sector
 
relationships in d2veloping countries (preferably in Africa,
 
preferably in Kenya).
 

Following receipt of proposals from interested firms and
 
universities, USAID will select the contractor and request Lhe
 

Regional Contracting Officer to negotiate and sign a direct AID
 

contract with the organization selected. Immediately after 
signing of the contract, work should begin on two studies 

budgeted at $25,000 each: a) to review a possible expanded use 

by All) of the co-operative system to assist development of rural 
private enterprises tn Kenya; and b) to investigate the 
legality, commercial acceptability, desireability and procedures 
associated with establishing a guaranty mechanism to assist
 
rural private enterprises in the country.
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Following completion of the proposed IFC study of financial
 
markets in Kenya, and of the possible Private Enterprise Bureau

(PRE) study of capital markets, but in no case less than six

months before the mid-term evaluation, work should begin on a

study budgeted at $25,000 to 
review possible expanded use by AtD
of the growing network of finance companies to assist
 
development of rural private enterprises in Kenya. 
 Final

analysis and recommendations should be completed before the
 
mid-term evaluation begins in order to permit prompt

implementation of any recommendation by the evaluation team to
 
expand project coverage through use of non-bank financial
 
intermediaries.
 

Two years after the initial drawdown of funds by commercial
 
banks under the project, work should commence on the project's

mid-term evluation with special emphasis on 
achievement of

project inputs, and recommendations on any additional necessary

mechanisms or implementation steps required to better achieve

project oututs and 
the project purpose. Following rcompletion

of the lid-,*,rm evaluation, but in no case less than one year

prior to the final evaluation, work should begin on a study

budgeted at $75,000 to determine the indirect impacts of

increased formal sector production on: formal or informal 
sector

suppliers of inputs or purchasers of outputs; and employees and

their families (eicher through direct 
flows of income or through

remitthnrwes). Special attention should be plad to

methodological approaches, 
 an(d to national and regional baseline
data and analyses, completed (.r planned by the Central Bureau of

Statistics 
 (CBS), the World Bank, and others. An in-depth
project evaluation will be initianed five years after obligation
of project funds has occurred, utilizing the logical framework

(Annex B) a. the 
 evaluntlon guide. A supplemental discussion of

performance characteristics 
 and related evaluation 
consideratio-s is included in the sections below. 

B. Baseline: 

I. Socio-Economic Baselinc: 

Kenya is fortunate in having a number of completed or planned 
surveys and studies which the Studies and Evaluation Contractor
must consul': in order to establish a satisfactory baseline of
economic and social data, and to develop a satisfactory insight
into the Kenyan soclo-economic framework. Data from the 1982Census of Industrial_ Production, carried out by the Central 
Bureau o-f-St-1tis1L1ct1, shouldTbe ready in time for the mid-term
evluation. In any case, the data must be reviewed. TheIndustrial Census wil. contain a detailed |)as;line of urban and 
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rural production, factor payments, and employment, by firm 
size. These data will be supplemented by related CBS data 
contained in publications such as: The Survey of Industrial 
Production; Employment and Earnings in the Modern Sector; the 
Economic Survey; and the Statistical Abstract. At the household 
level, the Central Bureau of Statistics is carrying out a 
comprehensive National Sample Survey and Evaluation Programme. 
Urban aid rural household budget data, together with related 
health, nutrition and other social irdicators will be collected 
during 1982/83. It is expected that analysis of the household 
budget data will form an essential baseline for the final 
project evaluation. The Studies and Evaluation Contractor will 
be responsible for closely reviewing progress on the analysis of 
this data, and arranging for access to analysis in progress, if 
necessary, to establish an adequate baseline for the mid-term 
and final ev3luations. A research proposal entitled Support 
Networks and Survival Strategies of the Urban Poor has been 
prepared by Mr. Michael Bamberger of the Urban Regicnal 
Economics Division of the World Bank. The Studies and
 
Evaluation Contractor can profit from methodological and
 
analytical work completed and projected with regard to
 
formal/informal and rural/urban relationships in Kenya by
 
reviewing the research proposal, following up regarding its
 
status, and consulting or perhaps collaborating with its
 
originators.
 

2. Project Specific Baseline: 

It is not anticipated that a project of this magnitude will have 
effects on the national economy that are statistically 
distinguishable from other causes of growth during the period of 
project implementation. What will be required of the Studies 
and valuation Contractor is a comparison of project specific 
data and national data to put project achievements in a national 
perspective. The requirement is for an assessment of the 
relations between credit, production, employment, incomes, and 
welfare in the project against similar relations in the economy 
as a whole for which adequate data ahould be available. The 
contracting organization will review the project-specific 
baseline data contained in the initial proposals of banks and 
PVOs, and in, the reports of the banks and the monitoring 
contractor, and propose such additional baseline data to be 
collected as in the organization's opinion may be necessary to 
evaluate achievement of the project purpose. 



- 70 -

C. Targets:
 

1. Inputs:
 

AID inputs into the project are primarily technical, managerial

and financial. In general, timely provision of inputs of these
 
types poses relatively little difficulty. In this project in

particular, AID will be responding 
 o incremental private sector
 
requests for disburs;ement of funds and provision of technical
 
assistance. Once initial contracts are signed with banks,

contractors and PVOs, 
as proposed in the implementation plan,

and defined In the evaluation arrangements, the measure of

project success at 
the input level will be the project's
 
response time to requests 
for funds and specific technical

assistance requirements. These requests, from a variety of PVOs

and banks, cannot realistically be forecast with great accuracy
in advance, and given the private sector orientation of the
proJect, a strict schedule should not be imposed. It should be
 
noted that The pro-forma drawdown and amortization schedule

contained i~i the project s financial analysis sections are

illusurativ: ol7 the simpl 
 st drawdown and repayment
possibilItics. 
 It is not expected that ecouomic conditions will

necessarily lead to this pattern of disbursement, nor that equal
quarterly dvrwdownt are more desireable than some other patternwhich banks may request. The Loan Agreement, reports from
financial inter:mediaries, contract otherand project
implementation (locuflents, should be used by the Studiev and
Evluation Coitractor to verify AID's ability to 
respond

flexibly and in a timely falchion in providing required inputs to
 
meet changing private sector requirements.
 

2. Outputs: 

The project will lend $50 
million to rural private enterprises
by the end of 5 years of project operations, as will be
indicated by rtport.; of' financial intermediaries and PVOs. Of

this, t otal, 2 m~ni1ten will be lent 
 by PVOs themselves, and therest by ban;,! . Some 1600 loans will be made in total, the great
major!ty by Lh,, t'V(. It is estimated that perhaps 250 loans
wil l bu mad,, 1,. ,omiivrcIal banks, total l.ng $48 million
dollars. The, n ..er of loans notit; part icularly relevant to
achlevement of t lp :)roject purpose if all the funds are fully
lent to meet umpIovin(y ,tit, income, and p ro(duction goal.s. As an
i(dicatft:, ,)of,;Iccv:;:,,ul lending, the project sieeks to hold bad
debt 1oe; o a llvt--year nverage ,of two percent of tle value
of l lian ,,,uf ;t1111d Ing by commmmrclail bank:;. It Is recognized that 
mnacro c ()omi!( c('Ind it ()lm may ofI elCt per normiince In nimy one 
year. No ; III al1r g i I fill !)4'n'l tiet I'(or the( $2 in. lioni oI vn(tling by W'VOs , given the p,,oo)r fx 1.tit. to1g (I,,tal base whichon to 



-71 

form an estimate. The PVO Management Grantee will, however, be
 

required to show improvement in this area compared to the prior
 

experience of individual PVOs' participating in the project.
 
should be
Principal and interest in arrears more than six months 


held to 10 percent or less of total lending by banks. PVOs
 

should demonstrate improvement in performance in these areas to
 

levels above those which they experienced before joining the
 

project.
 

Provision of business advisory services by banks, and of
 

technical assistance by the contrnctor, is not seen as an end in
 

A primary measure of the success of such services will
itself. 

be the ability of sub-borrowers to repay their loans in a wimely
 

that the project succc.ssfully meets its
fashion and in full so 

bad debt and arrearage targets. Beyond such indicators, the
 

rates of expansion of investment, employment, production and
 

sales will be important verifiable indicators of successful
 

business and technical advisory services. It may be possible
 

for the Studies and Evaluation Contractor to compare relative
 

in these areas between assisted and unassisted
success 

sub-borrowers, although it is realized that the least viable
 

sub-loans ought to receive the bulk of referrals to the
 

available services. Given the relatively lower level of
 

record-keeping to be expected from PVO providers of management
 
a case study and
and technical advice, and by their clients, 


survey approach will be preferable for evaluating the extent of
 
the extent of success, of business advice channeled
usage, and 


through these sources.
 

3. Project Purpose Targets:
 

from banks will be utilized to verify that a
Financial reports 

minimum 6,000 jobs have been directly created in
 

It has been estimated that at
project-assisted enterprises. 

least one addit~onal job in the formal sector and one in the
 

informal sector will be associated with each job created
 
a whole
directly. Inter-industry relationsipp in the economy as 


will be invettgated by the Studies and Evaluation Contractor to
 
Given
establish a correct order of magnitude for such ratios. 


an estimated average capital/output ratio of four to one, which
 

is plaui;Ible for Kenya, it may be hypothesized that when $48
 

lent, a minimum annual increase in output of
million has been 
$12 ,,il.i oa ought to occur in proJect-assisted busineNses. On 

4

the bas I of financial Intermediary reports, this conclusion is 

and Evaluationto be veri1fied or mcdified by the Studie 
reported estimates of production are likely
Contractor. Since 


to be minimums, demonstraton of an output/capital ratio of 
four
 

to one would be nubstantial evidence of project
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success. It is recognized, however, that the 
reverse is not
necessarily indicative of failure to meet the project's
production goal. 
 Production targets have not been established
for the PVO components, given the likelihood that records will
not be able to 
adequately reflect true production increases. A
survey or case 
study approach will provide verifi--ation of the
success 
or failure of the PVO approach to providing business and

technical advice. 

4. Goal Achievement:
 

The Studies and Evaluation Contractor will compare project
purpose targets, described in 
the previous section, with
socio-economic data described in the section on baseline data.
The contractor will determine the 
impact of project income,
production, and 
employment achievements on total
non-agricultural income, production and employment in rural
 areas. 
 The purpose of such a comparison is to provide
perspective. 
 There is no assumption that project effects can be
statistically segregated from national trends in the economy.
Socio-economic baseline data described earlier should provide
required input into this estimation process. 
 Case studies,
surveys, or both, ;hould be utilized to verify such
relationships in representative project-assisted enterprises.Monitoring of records of PVO activities will demonstrate whether
the target has been achieved with regard to the estimated 1,000jobs to 
be directly created through PVO lending activity. It is
recognized that 
the major contribution of PVO business advice
may be ini 
 the reduction of underemployment, rather than in the
creation of easily identifiable new jobs per se.
 

Increases in value-added as 
a result of project lending
activities may be difficult to measure given predictable desire
on the part of some 
entrepreneurs to 
understate production data
for sales-tax )r income-tax purposes. 
 The Studies and
Evaluation Contractor will, however, compare growth rates
relevant ,wctors of in
the national economy with project assistedgrowth rates by comparable sector to determine relative success
of p)roject assisted activ.,i.ies. 

I). Project Assumptions: 

The project assuines continuation of the process of structuraladjustment, begun in Kenya before project start-up, as apre-condl, i,, to( achievement of projects' outputs, purpose andgoal, and possibly of soife project inputs (loan funddrawdowno) . 'lit, details of structural ,idjustent in Kenya ae
compl x. Studi ,:;The ind Evawluation Cov.tractor will reviewrelevant IMF, World Bank, and USAID documents during the
mid-term and final evaluntions to 



- 73 

determine whether macroeconomic actions or inactions on the part
 
of Government have substantially enhanced or inhibited project
 
achievements. Government's intentions regarding continuation of
 
the structural adjustment are contained in its letters of intent
 
to the IMF, IBRD and USAID. Its long -term intentions are set
 
forth in Sessional Paper No. 4 of 1982 on Development Prospects
 
and Policies and in the 1983/84-1987/88 Five Year Plan, which
 
the contractor will also review. Although many potential
 
disruptions at the macroeconomic level are of concern (the
 
logical framework contained at Annex B lists six), the design
 
team is particularly concerned that project assisted businesses
 
should have continued and reliable access to foreign exchange
 
for import of equipment and inputs; and that there be no abrupt
 
changes in interest rate policies. The overall availability of
 
foreign exchange is being dealt with by the IMF, TBRD and USAID
 
in the context of program assistance activities wh'.ch will
 
directly complement this project. USAID will in eddition
 
negotiate a covenant with Government concerning prompt
 
processing of foreign exchange and import licenses for
 
project-assisted imports. USAID will also continue to discuss
 
with Government the importance of maintaining posiLive real
 
rates of interest to savers to ensure availability of an
 
adequate deposit base in commercial banks which will be required
 
to provide necessary matching funds. USAID will leave open the
 
possibility of renegotiating project interest rates to banks and
 
to borrowers, reducing the spread to Goverument if necessary, to
 
maintain project viability if official rates of interest are
 
permitted to fall below expected levels.
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ANNEX 13 

RURAL PRIVATE f1lIERPFdSE 

LC)GICAL FRAJ13WORK 

NAREAT l7E S'e.AFY OJIECrVELY VERIFIAiHE INDICATICNS 'FANS OF VERIFICATIC In4OXF'AN'T ASSUPTION 

Prccraz of Sector Goal Masures of Goal Assumptions of achieving 
-'e-roader objective Achieveme=nt: goal targets:
tc wich th-is project 
ccntri'ttes:
 

Lncr-se( r-ral 1. Increase value o! output o1 Census of Industrial Government will pursue
pFroducticn, emplcymernt rural private enterprises Production; Survey of fiscal, monetary, pricing,
and income 	 2. Jobs cirectly ari§ indirect created Industrial Production; marketing, industrialization, 

3. Increaseu incce of cners Eaployment an Earnings and export policies in 
ana e ployees of rural private in the Modern Sector: accordance with Sessional 
enterprises Other National Paper No. 4 and the Report 

statistics of the Working Party on 
Government Expenditure 

Project Purpose; 	 Conditions th-at will indicate Assumptions for Achieving 
purpose has been achieved: End-of- purpose: 
Project status: 

lo establish and 	 1. Increased value acded in - Financial inter- 1. Relevant GOK ministries 
expand rural private project-assistec and pro3ect-related mediary reports will provide and maintain
 
enterprises in Kenya businesses, 
 needed infrastructural
 

support services such as
 
water, access to land,
 
electricity, road and rail
 
access. 

2. A md-,imum of 7,000 jobs directly 2. In-depth evaluation 2. Adequately functioning

created and 12,000 jobs indirectly import and export licensing 
created system


3. Loan application 
data and enterprise 

balance sheets
 



%AF$ATIVE
SLN."A 


-rC-t 	 t Cutputs: 

creasea capital 
zi-- rural privatetc 

er r Is es 

i. 	 iL scc~ c ity 
n iinar.cial:nCerfso 

ies tc make 
iceh zo r r rivate 

-. C iaticn ant 
a-dvscry services beiric 

itl'ized zybcrrcwers 

Project Inputs: 

1. USAID credit funds 

2. Lccaiiy generated 
credit funds 

. naceent and 
Tech-.ical Assistance to 
fi:anr..ial intermediaries 
and L'sinesses 

C JI -'I'LLY VERIF1AELE lNDICATICt1.S M-LS GV ERlFlCA1iC 

agr-itUr of GXtnuts 

1. A inium of $50 million 	 3. Financial inter-
cua.ulative total value ot loans niediary reports 


2. A minimu ot iLCs loas made 2. Monitoring reports 
to rural private enterprises and 
agribusinesses 

3. Average aiz,ual bac debt losses 
less than 2 percent of loans 
outstarxdir.,. Average value of 
principal ar interest in arrears
 
more tl-ian 6 mofths less than 

C percent 

4. Project borrowers using 
advisory services as necessary to 
assure sufficient profitability to
 
relay loan principal and interest within 
bad debt and arrears targets set. 

Implementatio. Target 
('1pe& Quantity) 


i. Credit funds disLursed on 1. Loan Agreement 
sc:.eaule 

2. Matching credit funas disbursed 2. Financial inter-
on schedule mediary reports
3. Feasibilit studies conductea 3. Implementation 
and management assistance provide documents 

ICoRIAN1 ASSbTPlICU 

Assumptions tor achieving 

outputs:
 

1. Realistic price structure 
for laLor, capital, raw 

materials ariL imported inputs 

2. Realistic price structure 
tor business outputs 

Assumptions for Providing 
Inputs:
 

1. Competent and approp
riately structured financial 
intermediaries will want to 
participate in project

2. GOK will assume foreign 
exchange risk 
3. Sufficient liquidity a, 

available to intermediaries 
to match credit funds 
4. Sufficient interest spead 
available to banks to make 
lending matching of funds 
profitable
 



ANNEX C 

STATUTORY CHECKLIST 

A. GENERAL CRITERIA FOK COUNTRY 
ELIGIBILITY: The responses 
contained in the Structural 
Adjustment Program Grant 
(615-0213) Program Apbistance 
Approval Document approved on 
June 24, 1983, remain valid. 

B. GENERAL CRITERIA FOR PROJECT 

1. FY 19t2 Appropriation Act 
Sec. 523i FAA Sec. 634A; 
Sec. 653(b)i Second CR FY 83, 
S-ec. 101(b)(1). 

(a) Describe how authorizing 
and appropriations committees 
of Senate and House have been 
or will be notified concerning 
the project; 
(b) is assistance within 
(Operational Year Budget) 
country or international 
organization allocation 
reported to Congress (or 
not more than $1 million 
over that amount)? 
(c) If the proposed 
assistance is a new country 
program or will exceed or cause 
the total assistance level for 
the country to exceed 
assiptance amounts provided 
Lo ,uch country in FY 82, has 
a notification been provided 
to Congress? 

(a) This project was 
included in the FY 84 
Congressional Presen
tation, pages 171 and 
173. A Congressional 
Notification was sent 
to Congress on7/15/83 
The 15-day waiting 
expired on7/29/83 without 
Congressional objection. 

(b) Yes 
(c) FY 83 assistance is 
above FY 1982 levels. 
Congress has been noti
fied as stated above. 
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(d) If the proposed assistance N/A 
is from the $85 million in ESF 
funds transferred to AID under 
the Second CR for FY 83 for 
"economic development 

assistance projects", has the 
notification required by 
Sec. 101(b)(1) of the Secona 
CR for FY 83 been made? 

2. FAA Sec. 611(a)(1). Prior 
to obligation in excess of 
$100,000, will there be 
(a) engineering, financial (a) Yes. 
or other plans necessary to 
carry out the assistance and 
(b) a reasonably firm (b) Yes. 
estimate of the cost to the 
U.S. of the assistance? 

3. FAA Sec. 611(a)(2). If further No further legislation 
legislative action is required is required. 
within recipient country, what 
is basis for reasonable 
expectation that such action 
will be completed in time to 
permit orderly accomplishment 
of purpose of the assistance? 

4. FAA Sec. 611(b); FY 1982 
Appropriation Act Sec. 501. 
I for water or water-related N/A 
land resource construction, 
has project met the 
standaros and criteria as set 
forth in the Principles and 
Standards for Planning Water 
and Related Land Resources, 
dated October 25, 1973? 

5. FAA Sec. 61l(e). If project is 
capital a'j.;istance (e.g., 
constructioni), alid all U.S. N/A 
assistance oi; it wi 11 exceed 
$1 mi I I on, Iii:; Mission Director 
curtified iid legional Assistant 
Admini striaor taketn into 
consi ourtit ion tlu country's 
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capability effectively to
 

maintain and utilize the
 

project?
 

FAA Sec. 209. Is project
6. 

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: (a) increase the 


flow of international trade; 


(b) foster private initiative 
and competltion; cIIIu 

(c) encourage development ana 


use of cooperatives, and credit 


unions, ano savings and loan 


associations; (d) discourage 

(e) improve
monopolistic practices; 


technical efficiency of industry, 


agriculture and commerce; and 


(f) strengthen free labor unions. 


8. 	 FAA Sec. 601(b). Information and
 

conclusions or how project will 


encourage U.S. private trade and 


encourage private U.S. participation 

in foreign assistaince Jprograrw 
(including use of private trade 
channels and the services of 

U.S. 	 private enterprise). 

No. It is a country
specific activity.
 

The project is specifi
cally designed to
 
increase the flow of
 

international trade,
 
to fobter private
 
initiative and competi

tion, to di!corage
 
monopolistic practices
 
and to improve the
 
technical efficiency
 
of industry agricultuLe
 
and commerce. Some
 
project zesources will
 

encourage development
 
and use of cooper, ,ves
 
and credit unions. The
 

project's impact on
 
labor unions is unclear 
but no negative .' pact 
is anticipated. 

Grant-f,'tItd t e(Inica 

and IIIaiIac einitIt ,issis

taIce, will (lilw on1 U.S. 
private ,;ector 
experti . Jlr: fAIW]s 
will permit i ncreased 
U.S. expolrts of. capital 
equipment and machi nery. 

I 



9. 	 FAA Sec. 612(b), 636(h);
 
FY 1982 Appropriation
 
Act Sec. 507. Describe steps 

taken to assure that, to the 

maximum extent possible, the 

country is contributing local 

currencies to meet the cost of 

contractual and othe 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 Che
 
awardini of contracts, except
 
where applicable
 
procurement rules
 
allow otherwise?
 

12. 	 FY 1982 Appropriation
 
Act Sec. 521. 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 113(c) and (d). Does
 
the project comply with 

the environmental procedures 

set forth in AID Regulation 16?. 

Does the project or program take 

into consiceration the 

proplom of the destruction
 
of troplcal forests?
 

Local commercial banks
 
will match U.S. loan
 
funding on a one to one
 
basis and local
 
organizations and enter
prises will contribute a
 
portion of the local
 
costs of training and
 
technical assistance.
 

No.
 

Yes.
 

This assistance is not
 
for the production of
 
any specific commodity
 
for export.
 

Yes. A negative
 
determination was
 
approved by the Africa
 
hureau environmental
 
officer.
 

ft )1 



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 and 
expenditure of project 
funds (dollars or local 
currency generated therefrom)? 

15. FAA Sec. 128; Second CR FY 83, 
Sec. 101(b)(2). Has an 
attempt been made to finance 
productive facilities, goods, 
and services which will 
expeditiously and directly 
benefit those living in 
absolute poverty under 
the standards adopted by 
the World Bank? 

Bo FUNDING CRITERIA FOR PROJECT 
1. revelopment Assistance 
Project Criteria 

a. FAA Sec. 102(b), Ill, 
113# 21(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 poorin the benefits 
of development on a sustained 
basis, using the appropriate 
U.9. institutions; (b) help 
develop cooperatives, 
especially by technical 
assistance, to assist rural 

N/A
 

Yes, through provision
 
of technical
 
assistance and credit
 
funds for private
 
voluntary organizations
 
which assist the very
 
poor, and through
 
sub-grant criteria
 
which require lending
 
to be rural and in
 
accordance with
 
specified development
 
criteria.
 

(a) All credit funds
 
will be for investment
 
in small towns or rural
 
areas. Labor intensive
 
production is one of
 
the criteria for sub
loan approval and
 
technical assistance
 
will be provided to
 
to sub-borrowers for
 
selection of
 
appropriate techno
logivs. U.S. private
 
voluntary and private
 
for profit institution
 
will be involved in
 
the provision of
 
technical and nianage
ment assistance to
 
sub-borrowers.
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and urban poor to help
 
themselves toward better life,
 
and otherwise encourage
 
democratic private and
 
local governmental
 
institutionsl (c)support 

the self-help efforts of 

developing countries; (d)promote

the participation of women in the 

national economies of developing

countries and the improvement 

of women'- status: and (e)utilize 

and on-ourage 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 accot'nt) being used? 


c. 	FAA Sec. 107. Is emphasis on 

use of appropriate technology

(relatively smaller, cost-saving, 

labor-using technologies that 

are generally most appropriate
 
for the small farms, small
 
businesses, and small incomes
 
of the poor)?
 

d. FAA Sec. 110(a). Will the 

reaipient country provide at 

least 25% of the costs of the 

program, project, or activity 

with respect to which the 

assistance is to be furnished 

(or is the latter cost-sharing
 
requirement being waived for a
 
"relatively least developed"
 
country)?
 

(b,c, d) The Private 
voluntary organizations 
to be involved in 
project implementation 
focus heavily on 
cooperative, self-help
 
organizations, and
 
assistance to women.
 

(e) Training visits
 
to other developing
 
countries for entre
preneurs will be
 
undertaken as part of
 
the project's training
 
component.
 

Section 103: Project
assisted enterprises
 
are expected to be con
centrated in the
 
agricultural input and
 
agriculture processing
 
areas.
 

Yes, through private

voluntary organization
 
assistance and
 
incentive measures.
 

Yes. It is estimated
 
that host country
 
entities will con
tribute $26 million
 
(42%) to the project
 
costs.
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e. FAA Sec. .10(b). Will grant 
capital assistance be disbursed N/A 

for project ovez more than 
3 years? If so, has 
justification satisfactory to 

Congress been made, and efforts 

for other fir anc i ng, oi is the 

recipient cointry "relatively 
least d evel e 1 , 

f. FAA Sec. 122(1). Does Yes. The project is 
tle act-'vit" give rIasonable specifically targeted 

promise (,I c)ntrihuting to toward the development 
resourcesthe develolment of economic of economic 

resources or to the increase arid increased 

of product ve capacities and productive capacity. 
sel-su Yt inirg eC(ca l io C 

growth? 

g. FAA Sec. 'b1(b).
 
Describe extenit to which The principal iriterme

pru~ dil/Aj' L~L~jII Laly Clr;Lnuzatio&'LA. 

desires, in 
and capacities ot the project project are Kenyan 

people f the coultry; and the "as majority 
util iz.s tlie country's of project -msis sted 

intellectua 11 r .so rces to investments will 1) by 
encourau o ins t i tllt i anal Kenya ns. Local t rain

development ; an(i ing alid techn1lical 
sulpprts ci vi I assistance a ryaniz A

education anIid training tions will he ut i I ized 
in skills i .,qui re(i to the rriaxi mum extent 

for effetl ivo, practicabl, e. 
part i 1),tioi i i 

goverlei t proc,;ses 
essenit ial t') sef

particular dnei, involved the 

2.1evel(j elit A. ,istance l'roiect 
Criteri a (loans ri y1}71 

a. FAA (. 
informlat ior1 ,,11lj ( n Is ion The project tiriarcial 
or capa;ic ty ,f t lite a('uInt ry analysis conIchluLce( 

to repiay t. lie 1 ,01, It a that tLhe (;(avv l'meILt 
reasonabi e rlte, od Intetest. of Keny-i cotil( repay 

thIV 10I 11 



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?
 

c. ISDCA of 1981, Sec. 724
 
cand d- If for 

Nicara uadoes the loan 
agreement require that 
the funds be used to the 
maximum extent possible 
for the private sector? 
Does the project provide 
for monitoring under FAA 
Sec. 624(g)? 

d.Second CR FY 83, Sec. 134.
 
If the recipient country has 

an annual per capita gross
 
national product greater than
 
$795 but less than $1,285,

will the loan be repayable
 
within 25 years following the
 
date on which funds are
 
initially made available? If
 
it has an annual per capita
 
GNP greater than or equal to
 
*i,285, within 20 years?
 

3. Economic Suport Fund
 

a. FM 8oc.531(a). Will
 
this iusistance promote 

@cot ,c or political
 
ata... Lity? To the
 

extent possible, does
 
it reflect the policy
 
directions of FAA Section
 
102?
 

N/A
 

N/A
 

N/A
 

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

c. FAA Sec. 534. Will ESF 
funds be used to finance N/A 
the construction of the 

. operation or maintenance of, 
or the supplying of fuel for, 
a nuclear facility? If so, 
has the President certified 
that such use of funds is 
indispensable to non
proliferation objectives? 

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

e. Second CR FY 83, Sec. 
l01(b)(1). If ESF funds to N/A 
be Utilized are part of the 
$85 million transferred to 
AID under the Second CR for 
FY 83 for "economic development 
assistance projects", will such 
funds be used for such projects 
and not for non-development 
activities including balance of 
payments support, commodity 
imports, sector loans, and 
program loans? 
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5C(c) - STANDARD ITEM CHECKLIST 

Listed below are the statutory
 
items which normally will be
 
covered routinely in those
 
provisions of an assistance
 
agreement dealing with its
 
implementation, or covered
 
in the agreement by imposing
 
limits on certain uses of funds.
 

These items are arranged under
 
the general headings of (A)
 
Procurement, (B) Construction,
 
and (C) Other Restrictions.
 

A. Procurement
 

I. FAA Sec. 602. Are there Grant financed contracts
 
arrangements to permit will follow A.I.D.
 
U.S. small business to contracting procedures
 
participate equitably in which contain provisions
 
the furnishing of for small business
 
commodities and services participation.
 
financed?
 

2. 	 FAA Sec. 604(a). Will all Yes.
 
commodity procuTement
 
financed be from the United
 
States except as otherwise
 
determined by the President
 
or under delegation from him?
 

3. 	 FAA Sec. 604(d). It the
 
cooperating country Kenya does not discriminate
 
discriminates against against U.S. marine
 
marine insurance companies companies.
 
authorized to do business
 
in the U.S., will commodities
 
be insured in the United States
 
against marine risk with such
 
a company?
 

4. 	 FAA Sec. 604(e)i ISDCA of
 
1980 Sec. 705(a). If Project financing is
 
offshore procurement of not for any specific
 
agricultural commodity or procurement of commo
product is to be dity. Agricultural
 
financed, is there commodities are
 
provision against such unlikely to be
 
procurement when the procured under the
 
domestic price o such project.
 



commodity is less than 
parity? (Exception where 
commodity financed could 
not reasonably be 
procured in U.S.) 

5. FAA Sec. 604(g). Will No. 
construction or 
engineering serv.ces be 
procured from firms of 
countries otherwise 
eligible under Code 941, 
but which have attained a 
competitive capability in 
international markets in 
one or these areas? 

6. FAA Sec. 603. Is the Separate determina
shipping excluded from 
compliance with 

tion made on non
availability 

requirement in section 
901(b) of the Merchant 
Marine Act of 1936, as 
amended, that at least 50 
per centum of the gross 
tonnage of commodities 
(computed separately for 
dry bulk carriers, dry 
cargo liners, and 
tankers) financed shall 
be transported on 
privately owned U.S. flag 
commercial vessels to the 
extent that such vessels 
are available at fair and 
reasonable rates? 

7. FAA Sec. 621. If 
technical assistance is Yes. 
financed# will such 
assistance be furnished 
by private enterprise on 
a contract basis to the 
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fullest extent 
practicable? If the 
facilities of other 
Federal agencies will be 

N/A 

utilized, are they 
particularly Euitable 
not competitive with 
private enterprise, and 
made available without 
undue interference with 
domestic piograms? 

8. International Air 
Transport. Fair 
Competitive Practices 
Act, 1974. if air 
transportation of persons Yes. 
or property is financed 
on grant: basis, will U. S. 
carriers be used to the 
extent such service is 
available? 

9. FY 1982 Appropriation Act 
Sec. 504. If the U.S. Yes. 
Government is a party to 
a contract for 
procurement, does the 
contract contain a 
provision authorizing 
termination of such 
contract for the 
convenience of the United 
States? 

E. Construction 

1. FAA Sec. 601(d). If 
capital (e.g., construction) 
project, will U.S. engineering 

N/A 

and professional services 
to be used? 

2. FAA Sec. 611(c). If 
contracts for 
construction are to be Yes. 
financed, will they be 
let on a competitive 
basis to maximum extent 
practicable? 
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3. FAA Sec. 620(k). If for N/A 

construction of 
productive enterprise, 
will aggregate value of 

assistance to be 
furnished by the U.S. not 
exceed $100 million 
(except for productive 
enterprises in Egypt that 

were described in the CP)? 

C. Other Restrictions 

1. FAA Sec. 122(b). If 
development loan, is Yes. 

interest rate at least 2% 

per annum during grace 

period and at least 3% 
per annum thereafter? 

2. FAA Sec. 301(d). If fund 

is established solely by N/A 

U.S. contributions and 

administered by an 
international 
organization, does 
Comptroller General have 

audit rights? 

3. FAA Sec. 620(b). Do 

arrangements exist to Yes. 

insure that United States 

foreign aid is not used 

in a manner which, 
contrary to the best 

interests of the Uniced 
States, promotes or 
assists the foreign aid 

projects or activities of 

the communist-bloc 
countries? 

4. Will arrangements preclude 
use of financing: 
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a. FAA Sec. 104(f); FY
 
1982 Appropriation Act
 
Sec. 525: (1) To pay for 

performance of abortions
 
as a method of family
 
planning or to motivate
 
or coerce persons to
 
practive abortions; (2) 

to pay for performance of
 
involuntary sterilization
 
as method of family
 
planning, or to coerce or
 
provide financial incentive
 
to any person
 
to undergo sterilization;
 
(3) to pay for any 

biomedical research which
 
relates, in whole or
 
part, to methods or the
 
performance of abortions
 
or involuntary
 
sterilizations as a means
 
of family planning; (4) 

to lobby for abortion?
 

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

expropriated nitionalized
 
property?
 

c. FAA Sec. 660. To
 
provide training or 

advice or provide any
 
financial support for
 
police, prisons, or other
 
law enforcement forces,
 
except for narcotics
 

programs?
 

d. FAA Sec. 662. For 

ClA activities?
 

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


lease, exchange or
 
guaranty of the sale of 
motor vehicles
 
manufactured outside
 
U.S., unless a waiver is
 
obtained?
 

(1) Yes.
 

(2) Yes.
 

(3) Yes.
 

(4) Yes.
 

Yes.
 

Yes.
 

Yes.
 

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


pensions, annuities,
 
retirement pay, or
 

adjusted service
 
compensation for military
 

personnel?
 

g. FY 1982 Appropriation
 
Act, Sec. 505. To pay 


U.N. assessments,
 
arrearages for dues?
 

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


out provisions of FAA
 

section 209(d) (Transfer
 

of FAA funds to
 

multilateral
 
organizations for
 
lending)?
 

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

finance the export of 


nuclear equipment, fuel,
 
to train
or technology or 


foreign nationals in
 

nuclear fields?
 

j. FY 19,2 Appropriation
 
511. For the purpose
Act, Sec. 


'f aiding the efforts of the
 

government of such country
 

to represss the
 
legitimate rights of the
 

population of such
 

country contrary to the
 

Universal Declaration of
 

Human Rights?
 

k. FY 1982 Appropriation
 

Act, Sec. 515. To be 


used for publicity or
 

propaganda purposes
 
within U.S. not
 
authorized by Congress?
 

Yes.
 

Yes.
 

Yes.
 

Yes.
 

Yes.
 

Yes.
 



ANNEX D 

REPUBLIC OF KENYA 

MINISTRY OF FINANCE THE "TREASUR'Y 

Telegraphic Address: 
FINANCE-NAIROBI 
Telephone: 338111 .. 

P.O BoxASG 
NAO. B I300C 

KENYA 

When replying please quoteRef. No. . ........ 1st Ju ...".......... 19 . . 

and date 

Mrs. Allison B. Herrick,
 

Director,
 
Kenya,
USAID Mission to 


P.O. Box 30261,
 

NAIROBI.
 

!Herrick,
Dear Mrs ..


RE: RURAL PRIVATE ENTERPRISE PROJECT
 

of the major thrusts of Govern-
As you are aware one 


ment policies and this year's 
budget is to reduce
 

make more liquiin order to 
government expenditure 


dity available for development 
through the private
 

utilize
 
As part of the overall program to 
sector. 


the private sector to achieve 
development objectives,
 

the Government of Kenya requests 
the assistance of
 

financing and implementing 
a*
 

the United States in 


lending to rural private enterprises
 program of 


through the commercial banking 
system.
 

The Government of Kenya also 
requests assistance
 

private volun
in financing a program of grants 

to 


providing financial,
 
tary organizations which are 
 small
management and technical assistance 

to very 

million in
A combination of $24 


scale enterprises. 

million in grant
 

concessional loan funds and 
$12 


funds is requested to help carry 
out these programs.
 

Yours sincerely,
 

W. P. MAYAKA
 

,.,"for: PERMANENT SECRETARY
 



Annex E
 

Reporting Requirements for
 
Commercial Banks
 

banks will provide AID with reports on
A. 	 Quarterly: 

the
Subborrowers, a cumulative statistical review of 


Project's progress, and financial statements of 
the 
bank
 

within 45 days of the end of each quarter. Reports on
 

Subborrowers will contain the following information:
 

(1) 	 (a) New Subborrowers: A brief description of each new
 
nature and location of
Subborrower including the 


the purpose and the developmental
business; 

objectives of the Subloan and anticipated
 

employment to be directly generated; total assets
 

before and after financing and projected increased
 

value added; term loans, overdraft and other
 
and 	the
facilities provided by the banks; 


Details
component of term loans provided by AID. 


funds committed but not disbursed and of funAs
of 

A calculation of
disbursed will also be included. 


incentive payments due.
 

Separate cumulative totals of
(b) 	Statistical Review: 

funds and other facilities provided by AID and the
 

bank. An analysis of total funds outstanding,
 

firms and location will be provided. The
size of 

review will also include a summary of funds
 

size of Subborrower,
outstanding, classified by 


separately showing term loans provided by the
 

bank, AID, and overdraft and other facilities
 

provided by the bank on a cumulative basis.
 

(c) Rating of Existing Subborrowers: A quarterly
 

rating of a3.l individual Subborrowers according to
 

creditworthiness and compliance with debt service
 

obligations.
 

(2) the amount disburs-d und-r the Loan, and the amount
 

sublent 	by the bdnk under the Project, both in toto and
 

the quarter, and for both the A.I.D.-financed
for 

tne
portion and bank-financed portion of Project;
 

an estimate of the amount of the Loan to be disbursed
(3) 

in the subsequent quarter;
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(4) the amount of principal, interest, standby fees, and
 
prepayment penalties paid to AID, both in toto and for
 
the quarter.
 

(5) 
the number of clients using business advisory services
 
durinc the quarter and the number and value of loans
 
made to such clients.
 

. Annually
 

(1) Statistical 
Review and Other Reports: The bank will,

within 120 days of their financial year end, provide

AID with a brief summary of each Subborrower's
 
financial condition, and with 
a cumulative statistical
 
review providing information as specified in Paragraph

A(2) above and an 
explanation of how the developmental

criteria of the Subloan agreement have been met.
 

(2) Audited Financial Statement: 
 The bank will, within
 
120 days of their financial year end, provide AID with
 
its annual reports and audited financial statements
 
and with any management letters to the bank prepared
 
by auditors.
 



ANNEX F.1
 

SOURCE/ORIGIN WAIVER REQUEST
 

PROBLEM: Your approval is requested for a waiver of U.S
 

source/origin requirements from A.I.D. Geographic Code 941 to
 
A.I.D. Geographic Code 935 for the procurement of approximately
 
$12,000,000 of capital equipment and spare parts by intermediate
 
credit institution sub-borrowers under the Rural Private Enterprise
 
Project (615-0220).
 

(a) Cooperating Country 	 Republic of Kenya
 

(b) Nature of Funding 	 Loan
 

(c) 	 Description of Goods : Capital equipment and
 
spare parts for
 
agribusiness and other
 

rural private
 
enterprises
 

(d) Approximate Value 	 Less than $12,000,000
 

(e) Origin 	 A.I.D. Geographic Code
 

935.
 

(f) Probable Sources 	 Kenya, Europe, Japan
 

BACKGROUND: The purpose of the Rural Private Enterprises Project
 

is to establish and expand rural private enterprises in Kenya.
 
Achievement of this purpose will directly contribute to fulfillment
 

of the Government of Kenya and USAID top goal of increased rural
 
production, employment and income. Project oLjectives will be
 
attained through the provision of credit and technical assistance
 
to commercial banks active in Kenya who will in turn make loans and
 

provide business advice to rural entrepreneurs. The project will
 
also provide grants f-o PVO's who will provide business management
 
advice and extend loans to small-scale entrepreneurs. $24 million
 

of medium-term loan funds will be provided by A.I.D. through the 
Kenya Government to commercial banks for on-lending to rural
 
private enterprises at market interest rates. Local resource-based
 
processing and manufacturing, and agriculture service enterprises
 
are most likely to borrow under the project.
 

Since the project will be implementeo through an interme(iiatLe 
credit institution and loan decisionsi will not be made prior to
 
project ;authorization, no specific list of required commodities can
 
be established. However, studies carried out during project design
 
do allow broad estimates of the procurement requirements.
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USAID estimates that 
some 270 sub-borrowers will 
wish to procure
approximately $12 
million of capital equipment and spare parrs of
Code 935 but non-Code 941 origin. 
This procurement will b 
 noth
off-the-shelf and off-shore. 
 Likely procurement requirements are
for items such as 
food processing machinery, wood and clay-based
manufacturing equipment, 
hides processing equipment and machinery
and equipment 
related to agriculture 
service industries such as
metalworking and bagging. 
 The project sub-borrowers will be 
rural
based and widely "ispersed with little 
access to procurement
information on commodities other than those normally available in
the vicinity of the enterprise. Likewise, maintance and repair
services are available only for equipment normally 
in use in the
area. 
 A large portion of U.S. exports 
to Kenya (See Attachment I)
are items Iinancea in whole or 
in part by the U.S. Government
(PL480, military sdlos, Commodity Import Program fertilizer,
project-Linanced equipment ). Kenyan imporLs from ;he U.S.,including items finarLceo 
by military and aid programs, account
less than 6 percent of total Kenyan i mports. Other major I.S. 
for 

exports to K'ciy oir raw materials for industry, a'jricultural

inputs, and road buildi ng 
equipment. '1Thus few, if any, of 
the
commodities likwly to imported by
be sub-borrowers under the
project are currently imported by Kenya 
from the United States.
Visits to ruta acas by 
USAID personnel confirm the general
non-availaLitity of U.S. equipment, machinery, and 
spare parts in
 
these areas.
 

DISCUSSION: 
 Given the likely procurement needs of 
project
sub-borrowers, appl]ication of 
U.S. source and origin requirements
to sub-borrowers' procurement would have negative project
implementati 
on iplications for sub-borrowers, intermediate creditinstitutions, and A.l.1., with littlu tangible benefit to U.S.
exporters. Application of normal source ann 
origin requirements

are 
likely to reduce sil ificanltly the participation ofsub-Lorrower 
s in ti e project for tihe follnwiig reasons: 

Neede,-d goods of U.S. and cieve opi rig country (Code 941)source and oricyn are not normal ly available to the ruralsub-horrowe rn et hei ofi-the-she]t or from locally known

and accepted cummercia] suppliers. 
 To the extent Ltiat
approprl vInn ctmmooiti Lies coul manebe available,
substan LiaI add itiona. time and cost would be required to
obtain L uene coimmuJities. Sub-bor owers paying marketinterest rates are unlikely to be willing to incur these 
adoitional costs. 

Ma i nIe Iri It W ' (I I rcpaied (f Cod: 91l I (0 11,io ities, i f riot.
al ready iva I a] _ and gerer 1ly used locally, will bedifficult, I inoi mpossible, anid cer tainly more costly
 



- 3 

to the sub-borrower. Even if the sub-oorrower is willing
 
to incur additional maintenance and repair costs, the
 
risk of having to shut down operations for an indefinite
 
period of time because of the lack of spare parts may
 
well incline the potential sub-borrower away from the
 
project.
 

From the point of view of the intermediate credit institutions
 
(commercial banks) application of Code 941 source and origin
 
requirements, and more importantly the administrative burden that
 
such requirements would place on the banks, would make banks far
 
less willing to participate in the project. The administrative
 
cost and burden U.S. procurement requirements place on the
 
implementation agent are usually acceptable to governments who are
 
borrowing at highly concessional rates. In the case of private
 
sector commercial banks which will be borrowing at near commercial
 
rates under the project, however, the additional adrlnnistretive
 
time and effort which would be required for up to 200 branch
 
managers in rural areas to master and implement A.I.D. source and
 
origin requirements would be a substantial deterrent to their
 
participation.
 

The following considerations make a Code 941 procurement
 
requirement undesirable from A.I.D's point of view as well:
 

Because of the difficulty small, rural borrowers would
 
have in procuring and maintaining Code 941 commodities, a
 
Code 941 requirement would significantly bias the
 
project's lending toward larger, urban-based
 
sub-borrowers, which would be undesirable from both
 
social and economic perspectives.
 

Because of the difficulty in repairing and maintaining
 
equipment not routinely available in the vicinity of the
 
investment, project-assisted investments would be less
 
sustainable than would otherwise be the case, thus
 
weakening the potential long-term impact of the project.
 

Given the nature of U.S. exports to Kenya, most
 
commodities required by the project would need a waiver
 
in any case. Granting such waivers on a case by case
 
basis would place an enormous and unnecessary burden on
 
sub-borrowers, the intermediate credit instition and AID,
 
without significantly altering the composition of the
 
total import list.
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As was demonstrated by the Impact Evaluat on of the
 
Entente Fund African Enterprises Project/, a Code 941
 
procurement requirement for lending to rural private

enterprises through a number of credit intermediaries is
 
difficult or impossible to monitor and impler nt in the
 
African context. The referenced project was unable to
 
meet even a 15% Code 941 requirement. The impact

evaluation concluded that the Code 941 requirement was an
 
impractical and unworkable condition of the Ertente Fund
 
loan and strongly urged that the remaining Code 941
 
requirements be waived.
 

The conclusion of the PID review committee (See State 103847) and
 
of the AID project design committee following further analysis was
 
that application of a Code 941 source/origin requirement to the
 
Rural Private Enterprises project would make the project

unfeasible. It would discourage sub-borrowers from borrowing, it
 
would reduce the long-term impact of the sub-loans, it would
 
dissuade many if not all potential financial intermediaries from
 
participating in the project, it would be difficult or 
impossible

for A.I.D. to monitor in full accordance with its responsibilities,

and it would have little positive impact on U.S. exports to Kenya

in any case.
 

USAID does nevertheless recognize the legitimate interests and
 
concerns of U.S. private enterprises which the source and origin

requirements were designed to protect. Consequently the following

provisions have been included in the project design to permit full
 
and fair U.S. participation in the supply of project-financed
 
commodities where appropriate:
 

Early in project implementation, a notice will be
 
published in the Commerce Business Daily describing the
 
project, identifying the kinds of procurement likely to
 
be required under the project, and providing the contact
 
point for project procurement (Management and Technical
 
Assistance Contractor)-


Early in the loan approval process any import

requirements of project sub-borrowers will be referred to
 
the Management and Technical Assistance contractor who
 
will assist potential s.li-borrowers in the identification
 
and procurement of U.S commodities.
 

1. 	 "Assisting Small Business in Francophore Africa". The Entente
 
Fund African Enterprises Program, All) Project Import

Evaluation NO.40, December, 1982.
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Sub-loan agreements with sub-borrowers will include a
 
stipulation that preference be given to the procurement
 
of commodities from the United States and other Code 941
 
countries, in that order, where appropriate.
 

USAID believes that the above measures will yield a commodity
 
procurement origin mix which closely resembles that which could be
 
expected under more restrictive conditions, without unduly damaging
 
project implementation.
 

PRIMARY JUSTIFICATION: The criteria relied upon to support the
 
waiver, per Handbook 1, Supplement B, Chapter 5, Section 5B4a, are
 
as follows:
 

(2) 	The commodities are not available from the authorized
 
source: Given the extreme difficulty which would be
 
encountered by project sub-borrowers in maintaining and
 
repairing a large proportion of Code 941 origin machinery
 
and spare parts in rural areas of Kenya, such commodities
 
have been considered to be unavailable.
 

(6) 	Procurement in Kenya would best promote the objectives of
 
the Foreign Assistance Act: Procurement in Kenya will
 
greatly speed and facilitate the project procurement
 
process for sub-borrowers, rendering the project more
 
feasible from the financial intermediaries' point of view.
 

(7) 	Such other circumstances as are determined to be critical
 
to the success of the project: Given the determination
 
that the project would not be feasible from the point of
 
view of sub-borrowers, financial intermediaries or AID if
 
Code 941 source and origin requirements were applied,
 
waiving of such requirements has been considered in the
 
best interests of the project.
 

RECOMMENDATION: Based on the above justification it is recommended
 
that you determine that exclusion of procurement of goods
 
originating from free world countries other than the cooperating
 
country and the frien~dly less developed countries included in AiD
 
Geographic Code 941 will seriously impede the attainment of U.S.
 
foreign policy objectives and the objectives of the foreign
 
assistance program in Kenya.
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ANNEX F.2
 

DETERMINATION OF NON-AVAILABILITY
 
OF U.S. FLAG CARRIER
 

PROBLEM: Your approval is requested to determine that U.S. flag
 

carriers are not available for shipments from non-U.S. sources to
 

Kenya under the Rural Private Enterprises Project.
 

DISCUSSION: The purpose of the Rural Private Enterprises Project is
 

to establish and expand rural private enterprises in Kenya.
 
fulfillment
Achievement of this purpose will directly contribute to 


of the Government of Kenya and USAID top goal of increased rural
 
production, employment and income. Project objectives will be
 

attained through the provision of credit and technical assistance
 
in turn make loans and
to commercial banks active in Kenya who will 


provide business advice to rural entrepreneurs. The project will
 
PVO's who will provide business management
also provide grants to 


advice and extend loans to small-scale entrepreneurs. $24 million
 
of medium-term loan funds will be provided by A.I.D. through the
 

Kenya Government to commercial banks for on-lending to rural
 

private enterprises at market interest rates. Local resource-based
 
processing and manufacturing, and agriculture service enterprises
 
are mopt likely to borrow under the project.
 

Since the project will be implemented through an intermediate
 
credit institution and loan decisions will not be made prior to
 
project authorization, no specific list of required commodities can
 
be established. However, studies carried out during 7roject design
 
do allow broad estimates of the procurement requirements. USAID
 
estimates that some 270 sub-borrowers will wish to procure
 
approximately $12 million of capital equipment and spare parts for
 
agribusinesses and other rural pri,,ate enterprises of Code 935 but
 

non-Code 941 origin. This procurement will be both off-the-shelf
 
and off-shore. However, there is nc regular U.S. flag liner
 
service from non-U.7. sources to Kenya. Further, there is no
 
reqular U.S. liner service to Kenya from other tian Gulf and East
 

Coast Sources. (See Attachment 1). Therefore you are requested to
 
determine, per Chapter 7, Section 7D5b(3) of Handbook 15 a-nd per
 
Chapter 10, Section 10A4 of Supplement B, Handbook 1, thot U.S.
 
flag vessels are not available for intended procurement f1rm
 
non-U.S. Gulf and East Coast Sources, thereby relieving project
 
sub-borrowers of the obligation to ship at least 50 percent of
 
commodities from these sources financed by the project on U.S. flag
 
carriers.
 



This request is 
being made on a blanket, rather than a case 
by case
basis because of the large number of 
individual transactions which
will take place under the project. 
 To try to make the determination
 on a case-by-case basis would impose undue delays in the procurement
process which would be unacceptable 
to private sector sub-borrowers
and banks. It 
would also impose an enormous USAID project management

burden.
 

RECOMMENDATION: 
 That you determine that U.S. flag shipping 
is not
available for 
the intended procurement from non-U.S. Gulf and East
Coast Sources in accordance with your authorities under the cited
provision of Chapter 10, Supplement L, Handbook 1.
 

Attachment: a/s
 



UNITED STATES GOVERNMENT
 

memorandumDATE: July 1, 1983 
IEMILY TO 

ATTN OF: David Cowles - RSO 

SUBJECT: U.S. Flag Liner Service to Mombasa 

TO: Gordon Bertolin
 

On June 30, 1983, I had a discussion with Mr. Howard Clarke
 
of Mitchell Cotts Kenya Ltd., regarding the availability
 
of U.S. flag shipping to Mombasa. Mitchell Cotts acts as
 
local ag3nt for both Lykes Lines and United States Lines.
 
Mr. Clarke advised that there is liner service available
 
from U.S. east coast and gulf ports to Mombasa. U.S.
 
flag liner vessels do not provide service to Mombasa from
 
other than these points of origin. Therefore, it appears
 
that SER/COM/TS could grant a certificate of non availability
 
of U.S. flag service, in accordance with justification set
 
forth in Section 7D5b(3) of HB 15, for shipments originating
 
at other than U.S. east coast and gulf ports.
 

The U.S. flag liner service which is available involves
 
transfer of the cargo in a South African port. It is
 
unclear if this is a "transshipment" which would provide
 
grounds for granting a certificate of non availability, in
 
cases where direct foreign flag service is available, or if
 
this would be considered a "relay," in which case a certificate
 
of non availability could not be justified. I will request
 
that SER/COM research this issue and will pass on their
 
finding when received.
 

Buy U.S. Savings Bonds Regularly on the Payroll Savings Plan OPTIONALFORM NO. 1 

7-76) 
GSA FPMR (41 CFR) 101-I 1.

2(REV. 
010-lIZ
 



FINANCIAL ANALYSIS 	 ANNEX G
 

A. 	 DETAILED BUDGET ESTIMATES
 

Note: Inflation Factor - Foreign Exchange Costs 7.5% per
 
annum; Local currency costs - 15% per annum.
 

Management and Technical Assistance Contract: A.l.D. Costs
1. 	 ($000)
 

A. One long term U.S. technician
 
(5 person-years) at Nairobi
 
and office expenses.
 

(a) 	Salary 223.6
 

(b) 	Payroll overhead 30% of a) 67.1
 

(c) 	General and Administration
 
overhead 90% of a) 201.2
 

(d) 	Defence Base Act Insurance 11.2
 
5% of a)
 

(e) 	International travel
 
(Family consisting of 2
 
adults and 2 children):
 

(i) 	3.5 tickets x 2 RT
 

(including home leave) 29.1
 

(ii) 	 Excess baggage people 1.8
 

(iii) 	International per diem 2.4
 

(iv) 	 Mobilization (medical) 1.4
 

17.9
(v) 	Airfreight (700 lbs) 


(vi) 	 Surface freight
 
(including car) 
 24.4
 

8.0
(vii) 	Storage 


52.0
(f) 	Educational allowance 


3.8
(g) 	Temporary quarters and Kenya 

per diem
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($000) (KSh 000) 

(h) Guard services (Ksh 1950/month) 157.8 

(i Housing (Ksh 13000/month) 1,051.8 

(j) Appliances and furnishings 11.0 

(k) Kenya travel (one trip/month to 
Kisumu or Mombasa @ Sh 1000/trip) 80.9 

(1) Kcnyan per diem (5 days/month) 15.0 

(W) Vehicle (1) 10.0 

(n) Vehicle operation/maintenance 
@ Sh. 30000/year 202.3 

(o) Office equipment 30.0 70.0 

(p) Office rental 
per sq. ft.) 

(400 sq ft @ Sh. 135 
364.0 

(q) Phone, telex, utilities, 
maintenance (Sh. 4500/month) 364.0 

(r) Office supplies 10.0 20.0 

(s) Home Office visits, one/year 26.6 

(t) Kenyan adninistrative assistant 
(including payroll taxes) 
Sh. 180000/year 1,213.5 

(u) Secretary (including 
@ Sh. 70000 per year 

payroll taxes) 
471.9 

(v) Messenger/drivet @ Sh. 15000/year 101.1 

(w) Per dieir for Kenyan 
(5 days/month 

staff 195.0 

(x) U.S. siort term T.A. 
(12 person-months) 200.0 

(y) Micro-computer and software 20.0 

Total 

Total 

966.5 
330.0 

1,296.5 

4,292.3.1/ 
($330.0) 

1.00 = Shl. 13.00 
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B. 	Subcontracts for feasibility
 
studies of investment projects
 
at one percent of total
 
investment (t48 million) to
 
be shared equally by A.I.D.
 
and the entrepreneur. A.I.D. Private
 

($000) 	 (KSh 000) Enterprise

(KSh 000)
 

100 1,820 3,120
 

C. 	Workshops and seminars 
in
 

Kenya. Cost per year. 6
 
workshops/seminars per year,
 
each of average of one week's
 
duration. Total 6 weeks:
 

(a) 	2 U.S. Resource persons!
 
course 12 weeks @ $20,000/ 60
 
month
 

(b) 	Kenyan lecturers. 3 per
 
course @ Sh. 4,000 72
 

(c) 	Travel (U.S. staff 2 trips) 14
 

(d) 	Training materials 2
 

(e) 	Facilities 50
 

(f) 	20 participants/course,
 
per diem @ Sh. 400 48
 

(g) 	Participants salaries
 
@ Sh. 2000/participant/course 


Subtotal for one year 	 76 122 288
 

Total for five years 	 441 822 1,941
 

$ Equivalent 	 ($63) ($149)
 

24 



G-4 

A. I. D. Project
($ 000) ($ 000)
 
term training for Commercial
D. 	 Short 


Lanks staff
 
3 persons per year @ $15,000/course
 
(AID) 
 225
 

banks' share (salaries plus
 
one 	way airfare) 
 50
 

E. 	 Visits by potential entrepreneurs
 
to the U.S. and other code 941
 
countries to study processing methods
 

4 visits each of ten days
 
per year @ $6000/trip (AID) 120
 

Entrepreneurs contribution (salary
 
$30000/year) 
 25
 

F. 	 Incentive payments to banks for 
loans under .75,000. Ceiling of
 
2% of funds borrowed from AID. 
 480
 

SUHMARY OF 1 ($ In Thousands) 

A I 	D Private Enterprise
 

1X LC 	 LC
 

A. 	 U.S. advisor 967.0 330.0
 
L. 	 Feasibility studies 100.0 140.0 240.0
 
C. 	Workshops/seminars 441.0 63.0 
 149.0
 
D. 	 Short term training for 

commercial bank staff 225.0 50.0
 
E. 	 Visits by entrepreneurs 120.0 25.0
 
F. 	 incentive payments 480.0
 

Total 	 2,333.0 533.0 464.0 

Total AID contribution = $2,866.0 
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2. PVO Management Grantee: 

A. PVO Management Team consisting 
of one credit advisor and one 
management advisor. 

(a) Salary average $40,000 per 

$000 KShs 000 

person/year 464.6 

(b) Payroll overhead 30% of a) 139.4 

(c) General and Administration 
overhead 50% of a) 232.2 

(d) Defence Base Act Insurance 
5% of a) 

23.2 

(e) International travel 
(2 Families each consisting of 
2 adults & 2 children): 

(i) 3.5 tickets/family, 2 
families x 2 RT (including 
home leave) 58.2 

(ii) Excess baggage people 3.4 

(iii) International per diem 4.9 

(iv) Mobilization (meaical) 2.8 

(v) Airfreight (700 lbs) 35.8 

vi) Surface freight 
(incliiding) car 48.7 

(vii) Storage 17.5 

(f) Educational allowance 130.0 

(g) Temporary quarters and Kenya 
per diem 

7.6 
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$000 KSh 000 

(h) Guard services (Ksh 1950/ 
month/family) 315.6 

(i) Housing (Ksh 13000/month/family) 2,103.6 

(j) Appliances and furnishings 22.0 

(k) Kenya travel and vehicle maintenance 161.8 

(1) Kenyan per diem (20 days/month) 60.0 

(i) Vehicles (2) 25.0 

(n) Office equipment 36.9 92.5 

(o) Office rental (600 sq.ft. @ Sh. 135 
per sq. ft.) 546.0 

(p) Phone, telex, utilities, 
maintenance (Sh. 4500/month) 364.0 

(q) Office supplies i0.0 20.0 

(r) Home Office visits, one/year 26.6 

(s) Kenyan professional (4 @ 
Sh. 100000/year) 2,697.0 

(t) Secretary @ Sh. 70000/year 471.9 

(u) Messenyer/drivers (two 0 
Sh. 15000/year 202.2 

(v) Per diem for Kenya 
professional (30 days/month @ $50) 1,170.0 

(w) Per diem for driver/messengers 585.0 
(x) Micro-computer and software 20.0 

Total 1,368.8 8,729.6 

671.5 (Q671.5) 

Approximate $ Total: 2,049,000 
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B. 	Workshops and seminars in Kenya,
 

6 per year each of average of
 
one week. A. I. D. Private
 

($000) (KSh.000) Enterprise
 

(a) One U.S. resource person
 

8 weeks @ $15,000/month 30
 

(b) 	Travel of U.S. person 7
 

(c) 	Training materials 1
 

(d) 	Facilities 50
 

(e) Kenyan lecturers
 
2 per course @ Sh. 4,000 48
 

(f) 20 participants/course travel
 
and per diem 48
 

(g) Participants salaries
 
@ Sh. 1,000/participants/course 120
 

Subtotal for one year 38 98 168
 

Total for five years 221 661 1,132
 
$ Equivalent ($ 51) ($ 87)
 

Approximate AID $ total: 272
 

SUMMARY OF 2 (S In Thousands)
 

A.I.D. 	 Private
 
Enterprise
 

FX LC 	 LC
 

A. 	 PVO Management 1,369 672
 
B. 	Workshops/seminars 221.0 51.0 87.0
 

Total 	 1,590.0 723.0 87.0
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3. Private Voluntary Organizations:
 

Five PVOs in Kenya who are assisting small businesss were evaluated
 
in May 1983 by Mr. Fred O'Reqan in the report titled "PVO
 
Evaluation/Social Soundness Analysis 
- Rural Private Enterprise

Project" 	Supplementary Annex 
D. The amounts of loans processed and
 
the total 
cost to PVOs to process loans and to provide technical
 
assistance in 1982 
were as follows:
 

Table G-1:
 

P V 0 s 	 L 0 A N S 
 TECHNICAL ASSISTANCE
 
Amount 	 No.of Expenditure No. of
 

clients 
 clients
 

Daraja 76,000 13 12,000 2b 

NCCK 20,000 83 4.D,000 1,507 

Partnership for 
Productivity (PfP) 5,000 19 140,000 3,965 

Tototo Home 
Technoserve 

Industries 
(Lasic) 

0 
0 

0 
0 

65,000 
35,000 

1,070 
N/A 

Total: 	 102,000 115 297,000 6,568
 

All the above PVOs 
are receiving some assistance from AID. It is
 
very likely that these PVOs and others providing similar extension
 
services to small businesses will apply to AID for assistance in
 
the very near future. The data developed in the O'Regan report for
 
the absorptive capacity of cacb PVO is 
used to project the demand
 
for funds for PVOs. In projecting the demand, the following
 
assumptions are made:
 

AID will supply no more than 75% of grant-financed technical 
assistance to small enterprise clients; 

Sound new program applications equal to 50% of the current
 
AID program assistance will be received beginning in 
the
 
second year of the program;
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10% growth for all programs;
 

Interest payments will, on average, offset defaults;
 

Repayments will, on average, be completed within two years;
 

NCCK can immediately double its loan program;
 

PfP can immediately quadruple its loan program.
 

The rest lting demand for funds by PVOs is projected below:
 

Table G-2
 

($ in Thousands) 

Total
 
Activity Y e a r Total A.I.D. 

....1 2 1 3 4 5 Contrib. 

Technical Assistance 327 698 869 1,088 1,359 4,341 3,257 

Loans (136) (255) (320) (398) (500) (1,609) 

Less repayment (136) (255) (320) ( 711) 

Net Loans 136 255 184 143 180 898 898 

Total: 463 953 1,053 1,231 1,539 5,239 
A.I.D. Contribution 382 779 836 959 1,199 4,1S5
 

Detailed calculations leading to the above demand estimates are
 
provided in Annex H.
 



B. FINAIAL TALES: 

Table G.3. 

Rural Private Lntermrise Pro-ect: Pro-Forma 
A ortizatiori Eitiule for AID L-an to GCK 

(hL;ousand U.S. Dollars) 

Cuarter 
Disbursements: 

1 
1200 

2 
1200 

3 
1200 

4 
1200 

5 
1200 

6 
120 

7 
1200 

8 
1200 

9 
1200 

10 
1200 

11 
1200 

Quarter 
Disburseznents: 

12 
1200 

13 
1200 

14 
1200 

15 
1200 

16 
1200 

17 
1200 

18 
1200 

19 
1200 

20 
1200 

21 
1200 

... 

... 
39 

-

Interest at 1.0099505% per servester 
Quarter 1 
1st Disburseme-it -
2nd Disbursement -

3rd Disbursement -

(1.02% annually) 
2 3 

11.9 -
- 11.9 
- -

4 
.11.9 

... 

11.9 

5 
-

11.9 
-

6 
11.9 
-

11.9 

7 
-

11.9 
-

8 
11.9 
...... 

... 

... 

... 

39 
11.9 
11.9 
11.9 

1...1.9 

Quarter 
20th Dis-
bursement 

1 
11.9 

2 
11.9 

3 
23.8 

4 
23.8 

5 
35.8 

6 
35.8 

7 
'47.8 

8 
47.8 

9 
59.7 

10 
59.7 

11 

12 
71.6 

13 
71.6 

14 
83.6 

15 
83.6 

16 
95.5 

17 
95.5 

18 
107.4 

19 
107.4 

20 
119.4 

21 
119.4 

... 

... 
39 

119.4 

Interest at 1.0148891% per semester (1.n3%annually) 

40 41 ... 160 

Debt Service 
(Principal 
plus Interest) 

972.0 972.0 ... 972.0 



Table G-4. 
Rural Private Uhterurises Project: 
Pro-Fozma AijozrtLization Scnedule For 

Consolidated Loons to Cotmercial anks b' AID/GOK 
('iciarz s of U.S. Dollars) 

Quarter 
Disbursements: 

1 
1200 

2 
1200 

3 
1200 

4 
1200 

5 
1200 

6 
1200 

7 
1200 

8 
1200 

9 
1200 

10 
1200 

Quarter 
Disbursements: 

11 
1200 

12 
1200 

13 
1 

14 
120 

15 
1200 

16 
1200 

17 
1200 

18 
1200 

19 
1200 

20 
1200 

Debt Scrvice on 
Each Disturseret: 

Interest at 4.88088% per semester (10.0% annually) 

Quarter 
Total 

2 
58.6 

4 
58.6 

. 

5-.6 
8 

105.5 
10 

105.5 
12 

105.5 
14 

105.5 
16 

105.5 
18 

105.5 
20 

105.5 

Principal 
Interest 

-

58.6 
-

58.6 
-
58.6 

4k. 9 
56.6 

49.2 
56.3 

51.7 
53.8 

54.1 
51.4 

56.8 
48.7 

59.5 
46.0 

62.5 
43.0 

Quarter 
Total 
Principal 
Interest 

22 
105.5 
65.5 
40.0 

24 
0-.5 
68.7 
36.8 

2b 
105.5 
72.0 
33.5 

28 
105.5 
75.6 
29.9 

30 
105.5 
79.3 
26.2 

32 
105.5 
83.1 
22.4 

34 
105.5 
87.2 
18.3 

36 
105.5 

91.4 
14.1 

38 
105.5 
95.9 

9.6 

40 
105.5 
100.6 

4.9 

Cor-solidated Debt Service Or, 
Cutsta.-iding Disbuxrsemnts: 

Quarter 
Amomnt 

1 
-

2 
58.6 

3 
58.6 

4 
117.1 

5 
117.1 

6 
175.7 

7 
175.7 

8 
281.2 

9 
281.5 

10 
3-6.7 

11 
386.7 

12 
492.2 

Ouarter 
Awont 

13 
492.2 

14 
597.7 

15 
597.7 

lb 
T-3.2 

17 
70..2 

18 
808.7 

19 
608.7 

20 
914.2 

21 
914.2 

22 
961.1 

23 
961.1 

24 
10L;8.0 

Car ter 25 
1-008ti06.0 

2u 
1054.9 

27 
1054.9 

2b 
1054.9 

29 
1054.9 

30 
1054.9 

31 
1054.9 

32 
1054.9 

33 
1054.9 

34 
1054.9 

35 
1054.9 

36 
10.54.9 

Cuarter 37 38 39 40 41 42 43 44 45 46 47 48 

1054.9 10-4,9 1054.9 1054.9 1054.9 949.4 949.4 644.0 844.0 738.5 738.5 633.0 

Quarter 
Aount 

49 
633.0 

5 
527.5 

51 
527.5 

52 
422.0 

53 
422.0 

54 
316.5 

55 
316.5 

56 
211.0 

57 
211.0 

58 
105.5 

59 
105.5 

E0 



Rural Private Lhtervrise. i-ojtct: Grewth ot GOK Lcen Fund 
(Tbousaiis of U.S. Dollars) 

Oarter 

Receivei 
-rco 
Eanks 

Paid 
TO 
U.S. Total 

Chmua t ive 
Total 
(Ba--

Lendiij) 

(A" 1,1it i ve 
Total 

(-lcrding 

at 13%) (uarter 

r-ce ijved 
From 
Bnnks 

Paid 
To 
U.S. Total 

Oui-Ia t irve 
70taji)t 
(4--.-

Leirir) 

(nit,h Iat ive 
atl 

(Fe-leIi KJ 

at 13%) 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 

25 
26 
27 
28 
29 
30 

-

58.6 
58.6 

117.1 
117.1 

175.7 
175.7 
2&1.2 
281.2 
361.7 
386.7 
492.2 
492.2 
597.7 
597.7 
703.2 
703.2 
6C8.7 
808.7 
914.2 
914.2 
961.1 
961.1 

1, 6,O.0 

1 CC8.0 
1,C54.9 
1,054.9 
1,054.9 
1,054.9 
1,054.9 

-

11.9 
11.9 
23.8 
23.8 

35.8 
35.8 
47.8 
47.8 
59.7 
59.7 
71.6 
71.6 
83. 
83.6 
95.5 
95.5 

107.4 
107.4 
119.4 
119.4 
119.4 
1i9.4 
119.4 

119.4 
119.4 
119.4 
119.4 
119.4 
119.4 

-

46.7 
46.7 
93.3 
93.3 

139.9 
139.9 
233.4 
233.4 
327.0 
327.0 
420.6 
420.6 
514.1 
514.1 
607.7 
t.07.7 
701.3 
701.3 
794.8 
794.8 
841.7 
841.7 
&L6.6 
8--.6.6 
935.5 
935.5 
935.5 
935.5 
935.5 

-

46.7 
93.4 

186.7 
280.0 
419.9 
559.8 
793.2 

1,C'26.b 
1,353.6 
iE60.6 
2, 101 .2 
2,521.8 
3, C;35.9 
3,550.0 
4,157.7 
4,765.4 
5,4Cb.7 
6,168.0 
6,9u .8 
7,757.6 
8,5119.3 
9,441.0 
IG, 21j.O 

11,...8.2 
12,153.7 
13,Cb9.2 
14,024.7 
14,960.2 
15,895.7 

-
46.7 
94.8 

191.1 
290.3 
439.2 
592.8 
844.5 

1,104.1 
1,465.4 
1,b37.9 
2,915.5 
2,807.9 
3,409.2 
4 29.0 
4,761.7 
5,517.2 
6,389.6 
' 9.2 

1.1 
-u2.-

10,495.0 
11,602.3 
12,912.7 

i4,201.9 
15,578.1 
16,996.9 
18,459.7 
19,96,.-
21,523.-, 

31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 

55 
56 
57 
58 
59 

60-148 

1,054.9 
1,054.9 
1,054.9 
1,054.9 
1,054.9 
1,054.9 
1,C54.9 
1,054.9 
1,054.9 
1,054.9 
1,054.9 

949.4 
949.4 
844.0 
844.0 
738.5 
738.5 
633.0 
633.0 
527.5 
527.5 
422.0 
422.0 
316.5 

316.5 
211.0 
211.0 
105.5 
105.5 
-

119.4 
119.4 
119.4 
119.4 
119.4 
119.4 
119.4 
119.4 
119.4 
972.0 

-
972.0 

-
972.0 

-
972.0 

-
972.0 

-
972.0 

-

972.0 
-

972.0 

-
972.0 

-
972.0 

-
972.0 

935.5 
935.5 
935.5 
935.5 
935.5 
935.5 
935.5 
935.5 
935.5 
84.9 

1,054.9 
- 22.6 

S49.4 
- 128.0 

844.0 
- 233.5 

738.5 
- 339.0 

633.0 
- 444.5 

527.5 
- 550.0 

422.0 
- 655.5 

316.5 
- 761.0 

211.0 
- 666.5 

105.5 
- 972.0 

16,631.2 
17,766.7 
i,702.2 
19,637.7 
20,573.2 
21,E C.7 
42,444.2 
23,379.7 
24,315.2 
24,40. 1 
25,455.0 
25,432.4 
:C,361.8 
2t,253. & 
27,097.6 
26,864.3 
27,602 .6 
27,263.8 
27,5"?6.8 
27,452.3 
27,979.8 
27,429.8 
27,851.8 
27,196.3 

27,512.8 
26,751.8 
26,962.8 
26,096.3 
2E, 201.8 

- 15,679.7 

23,12(:.3 
24,-79.3 

2 , ;3.0 
28, 24u.8 
30,052.5 
31,0r.-.4 
33,jts(.2 
35,831.9 
37,P79.1 
39,139.2 
41,4u8.4 
42,,70.6 
44,943.9 
46,210.3 
46,488R.O 
49, 75F.9 
52,(,4 1 .2 
53,316.9 
55. f-4..1 
56, c64.8 
59,177.2 
60,463.2 
62,761.1 
64,052.8 

b6.356j.6 
67,654.4 
69,9c4.5 
71,2.8.7 
73, ',F5.4 

+ 1,310.6 
61-159 - - - i0,522.1 + 2,323.8 
160 - 972.0 - 972.0 (NW at + 1,423.8 

t59) + 2,440.0 
+ 1,543.7 



Table G.6. 

Rural Private Eterprises Project: Pro-Forma Avnrtizations 

For Oorsolidated Loans to Sub-Lorrowers Crumercial 
(Tnousards of U.b. Dollars) 

Schedule 
anks 

Quarter 
Disbursements: 

Quarter 
Disbursements: 

1 
1200 

11 
1200 

2 
1200 

12 
1200 

3 
1200 

13 
1200 

4 
1200 

14 
1200 

5 
1200 

15 
1200 

6 
1200 

16 
1200 

7 
1200 

17 
1200 

8 
1200 

18 
1200 

9 
1200 

19 
1200 

10 
1200 

20 
1200 

Debt Service On 
Each Disbursement: 

Oarter 2 
Total 92.4 
Principal -
Interest 92.4 

Interest at 

4 
92.4 

-
92.4 

7.7032% per 

6 
92.4 

-
92.4 

semester 

8 
89.7 
97.3 
92.4 

(16% annually) 

10 12 
163.8 163.8 
78.8 86.9 
85.0 76.9 

14 
163.8 
95.7 
68.1 

16 
163.8 
105.0 
58.8 

18 
163.8 
115.1 
48.7 

20 
163.8 
125.9 
37.9 

22 
163.8 
137.6 

26.2 

24 
16-3.8 
150.3 

13.5 

QCxrolidated Debt Service On 
Outstandinig Disbursements: 

Quarter 1 
Total -

Quarter 12 

Total 846.5 

Quarter 23 

Total 1702.7 

Quarter 34 

Ttal 948.7 

2 
92.4 

13 
946.5 

24 
1800.0 

35 
948.7 

3 
9-2.4 

14 
1036.2 

25 
1800.0 

36 
758.9 

4 
184.8 

15 
1036.2 

26 
1707.6 

37 
758.9 

5 
164.8 

16 
1225.9 

27 
1707.6 

38 
569.2 

2J i.3 

17 
1225.9 

28 
1517.9 

39 
569.2 

7 
277.3 

18 
1415.7 

29 
1517.9 

40 
379.5 

8 
467.1 

19 
1415.7 

30 
1328.1 

41 
379.5 

9 
467.1 

20 
1605.4 

31 
1328.1 

42 
189.7 

10 
65-6. 8 

21 
160-5.4 

32 
1138.4 

43 
18-9.7 

11 
656. 

22 
170-2.7 

33 
1138.4 

44 
-



Table G-7 

SUM ARY OF TKERN LENDING PAJIJTENS 

Program 

Investment Cppor

tunity study (IOS) 

KCFC 

IFC 

KCE Pipeline 

IOS!/ 

KCFC 

IFC!/ 

KC5 Pipeline 

Composite 

Less tlan 
KSh. 200,000 

Value 

K~h COW 

3 474 

206 15,637 

- -

4 300 
213 16,611 

13.6% 0.7% 

43.6% 2.4% 

- -

4.0% 0.1% 

35.7% 1.6% 

200,000-500,000 

Value 

KSh 000 

5 1,770 

S5 30,094 

1 436 

16 6,535 
117 36,835 

22.7% 2.6% 

20.0% 4.5% 

5.0% 0.8% 

19.5% 2.4% 

19.6% 2.8% 

500,000-1,00k,000 

T Value 

Ksh 000 

3 2,26C 

59 41,364 

1 6CC 

17 13,676 
80 58,100 

13.6% 3.3% 

12.5% 6.2% 

5.0% 1.5% 

20.7% 5.% 

13.4% 5.5% 

Ahbove 1,006,000 

Value 

K 000 

13 64,300 

113 582,988 

18 48,868 

45 253,955 
-E7 950, 11 

.50.0% 93.5% 

23.9% 87.0% 

90.0% 97.5% 

54.8% 92.5% 

31.3% 89.3% 

22 

473 

20 

62 
597 

Total 

Value 

K - 000 

66,804 

670,283 

50,104 

274,466 
1,063,657 

1/ 

2 

justed to apply a maximum U.S. contribution of t750,000. 
A/Ajusted to account for devaluations since loans made. 

0 



Table G-8 

Incremental Ccmmercial Eank Costs for Small Loans 

iI0%/ 
Year -1 

100% 
Year 0 

90.9% 
Year 1 

82.6% 
Year 2 

75.1% 
Year 3 

68.3% 
Year 4 

62.1% 
Year 5 Total 

IFC Model:Average 
Loan size of 
KSh. 3,000, C6( 

Initial Cost 
Ead Debt 
Supervision 

Subtotal 

Discounted 

81,840 

81,61c 

90,024 

15,000 
40,500 

55,500 

55,500 

15,000 
40,500 

55,500 

50,454 

15,000 
40,500 

55,500 

45,868 

15,000 
40,500 

55,500 

41,b98 

15,000 
40,500 

55,500 

37,907 

15,000 
40,500 

55,500 

34,461 355,912 

CPEC Flodel:Average 
loan size of 
KSh 500,000 

Discounted 

Initial Cost 
Ead Debt 
Supervision 

Subtotal 

204,600 

186,000 

186,000 

120,000 

45,000 
75,000 

120,000 

109,091 

45,000 
75,000 

120,000 

99,174 

45,000 
75,000 

120,000 

90,158 

45,000 
75,000 

120,000 

61,962 

45,000 
75,000 

120,000 

74,511 

45,000 
75,000 

120,000 

779,496 

423,584-/ 

1/ Source: 1982 KC-E proposal to USAID (See Supplementary Annex F) 

2/ Discount rate: 10% 
3 A/dditional costs for smaller loans valued 

at KSh 3,000,000 is Kch. 423,584 or KSh 70,600 (45,430) 
for each loan cf KSh 500,000: 

Li 



ANNEX H
 

Beneficiary Calculations
 

1. Proposed PVO Program Levels and
 
Beneficiary Calculations:
 

Technical Assistance
 

2. Proposed PVO Program Levels and
 
Beneficiary Calculations:
 

Loans
 

3. Employment Generation
 



Proposed PVO Program Levels
 

Technical Assistance
 

Organizatic 1982 $ Proposed Leveis1982 # 1 2 3 4 5 Total 75% C mimnnts 

Daraja 
NCCK 
PEP 
Ttoto 
TN S(EASIC) 

12,000 
45,000 

140,000 
65,000 
35,000 

2b 
1,507 
3,965 
1,070 

? 

15,000 
56,000 

175,000 
81,000 

-

19,000 
70,000 

219,000 
102,000 
55,000 

23,000 
88,000 

273,000 
127,000 
68,000 

29,000 
110,000 
342,000 
159,000 
85,000 

37,000 
137,000 
427,000 
198,000 
107,000 

123,000 
461,000 

1,436,000 
667,000 
315,000 

Assumes AIL 
pays no more 
than 75% of 
total; 10% 
growth, 15% 

inflation 
annually 

)ther programs 

297,000 6,568+? 327,000 465,000 

233,000 

579,000 

2,0,000 

725,000 

363,000 

906,000 

453,000 

3,002,000 

1,339,000 

Assumes 50% 

increase beginning in 

second year 

Total 327,000 698,000 8E9.000 1,088,000 1,359,000 4,341,000 3,256,000 

Beneficiary 
ipact 

1982 programs 

New programs 

(297,000)= 7,425 x 2 
40 

(45%x297) = 3,312 x 2 

40 

Total 

14,850 

6,624 

21,474 

Bsed on $40/ 
beneficiary 
which is 

current averag 
of 4 programs,
one turnover 

during LCP 



PWDs Fundirg Estimates: 

Proposed PW) Program Levels 
loans 

Organization 1982 $ 1982 # 1 
Proposed 

2 
Annual Lering 

3 
Amounts 

4 
($) 

5 Total Cbmments 

Daraja 
NCCK 

76,000 
20,000 

13 
83 

76,000 
40,000 

95,000 
50,000 

119,000 
63,000 

148,000 
78,000 

186,000 
98,000 

624,000 
329.000 

Assumes 10% 
growth +15% 

PFP 5,000 19 20,000 25,000 31,000 39,000 49,000 164,000 inflaticon 

annually 

Sub-total 101,000 115 136,000 170,000 213,000 265,000 333,000 1,117,000 

New programs - - - 85,000 107,000 133,000 167,000 492,000 Assuming 50% 
(OtGto, 
World Lank, 
South, etc) 

ien's, 
Maseno 

more for new 
programs 
beginning in 
second year 

Sub-total 136,000 255,000 320,000 398,000 500,000 1,609,000 Assuming re
(136,000) (255,000) (320,000) (711,000) payments 

complete in 
2 years, 
interest 
offsets 

Net loan fund 136,000 255,000 184,000 143,000 180,000 SD8,000 
defaults 

requirements 

Beneficiary 
Impact - loans 

Current programs 
New programs 

155 170 
85 

187 
94 

206 
103 

227 
114 

945 
396 

Assumes $878/ 
Loan which 
is current 
average of 

3 programs 

Total 155 255 281 309 341 1341 
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3. Emplorment Generation: 

Commercial Lank
Lending 

PW Lending 

AID 

2,400 

900 

Banks 

24,000 

-

Rollover of 
Credit FuLnds 

-

1,100 

Cost/Job 

8,0001/ 

2,000-/ 

Jobs Directly 
Created 

6,000 

4/ 

Jobs Indirectly 
CreatedZ/ 

12,000 

Total Jobs 

18,000 

1,000 

19,000 

A/ From Investment Opportunity Study; Smith and Tippett, Ivay 1983.Assumes 1 formal and 1 informal sector job for every job directly creadted.
_/ bFrcmP Evaluation/Social Soundness Analysis.

4/Job impact of non-financial PVJ assistance is unknown. 



ANNEX 1 

BUSINESS ANALYSIS
 

I. Introduction
 

In order to gain a better understanding of the structure, 
needs and potential of the rural private enterprise sector four 
studies were commissioned during project development. These 
were:" Agribusiness Development 1n'r Kenya", Iviwaniki & 
Associates; "Investment Opportunities", Trade & Development
 
International Inc.; "Credit Feasibility Study", Deloitte,
 
Haskins & Sells, and "PVC Evaluation/Social Soundness Analysis"
 
Development GAP, available as Supplementary Annexes A - D from
 
AFR/PD/EAP. These studies and two years of steady contact with
 
about 25 businessmen by USAID staff provide the basis for the
 
analysis which is prE,;ented.
 

II. Background and Current Structure
 

A. Historical Background
 

At Independence the modern economy was almost purely a
 
settler crop and plantation economy geared to production for
 
export. Agribusiness was dominated by farmer organizations
 
(cooperatives, associations and trading companies) representing
 
settler interests. In addition, large foreign private
 
investors were engaged in large scale cash crop production and
 
ranching. To administer and control these interests numerous
 
boards (Tea, coffee, dairy, pig, maize, wheat) were
 
established. Other rural enterprise consisted almost entirely
 
of small retail trade. While much of this structure remains
 
there have been significant changes.
 

Major trends since independence include (a) increased 
participation and diversification of operations by certain 
foreign private firms; (b) greatly increased Government 
involvement in production, processing and marketing, (c) steady 
increase in small and medium scale rural business locally owned 
and managed; (d) mixed performance by the original major 
participant (fair to good - Kenya Farmers Association, Brooke 
Bond; poor - Kenya Meat Commission, Uplands Bacon, Mackenzie 
Inc.). 

The overall rate of growth in the agribusiness sector
 
as defined by Mwaniki was 23 percent between 1971 and 1981.
 
Leading growth areas were canned fruit, vegetable oil and sugar
 
processing, grain milling, tobacco, textiles, paper, meat,
 
dairy and wood products. Total value of output increased from
 
KSh.2,220 million to 16,865 million during this decade.
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B. 
 Current Structure
 

The current rural enterprise/agribusiness 
sector is
characterized by the presence and operations of 
commodity
marketing boards, country wide and local cooperatives,
parastatals, large private business 
firms specializing in
agro-based processing and manufacturing, large and smaller
firms in 
the distribution of agriculture inputs, manufacturers
of small tools, animal 
feeds and many small service businesses
 
and retailers.
 

A wide range of institutions also have 
an impact on
rural business, including ministries, the central and
commercial banks, boards and departments which are responsible
for licensing investments, 
local trade, imports and exports.
This has given rise to 
a counterpart 
"bureaucracy" in 
the
commercial sector 
to deal with Government regulations and
 
procedures.
 

C. Participa,,ts
 

Approximately 500 agribusiness firms
listed are currently
in the registry of 
the Central Bureau of Statistics. In
terms of their size and exployment the most important 
are the
sugar companies, Brooke 
Bond, Kenya Canners, BAT, 
tea
coffee factories, KFA, 
and
 

sisal processors and oil and grain
millers and processors. 
 In the more generalized rural
enterprise sector 
which is less well documented in terms of
size, location, number 
or 
activity, the major participants are
engaged in oil and grain milling, soap making, bakeries,
footwear, knitwear, transport 
and other servicE3 and
to number some are said
1,500 registered firms. 
 The informal sector may
consist of as 
many as 
200,000 enterprises. 
 It has been
estimated that roughly 40 percent of rural income 
comes from
off farm sources 
indicating the importance of
Mwaniki the sector. (See
Report, Supplementary Annex A for 
a listing of major

agribusinesses).
 

D. 
 Constraints 
to RuralEnterprise
 

Constraints are numerous
importaitce of 
and of varying
across types 
 business and at different times. Of
major importance both historically and at p.esent areof medium term the lackcredit, mannagement and technical capacity,scarcity of imported materials and spares, price controls andother 
form!; of regulation and 
limited entreprenial imagination.
 

Credit: Because of the structure of banking depositsare (theyprteduoIjnaznt.]y ,-ihort-term) and the preference of mostKenyan banking inst iLttions for over-drai-t- endings,medium-term credit 
is a serious constraint to business
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expansion, particularly for those businesses requiring
 
capital equipment. Working capital and equity were also
 
found to be scarce, particularly for smaller scale
 
enterprises. AID and bank credit funds will address the
 
medium term credit constraint, and banks will provide
 
working capital. PVOs will lend AID funds for both medium
 
and short-term credit.
 

Management and Technical Expertise: Management and
 
technical skills are a problem particularly for small scale
 
enterprises. Large enterprises in the private sector are
 
generally well run and adequate resources are available to
 
provide solutions to management .nd technical problems.
 
Smaller businesses are often started with limited equity
 
and substantial informal and formal credit for both plant
 
and working capital. Even very small problems can put
 
these enterprises into deep trouble. For this reason
 
informal and small scale formal sector businesses will
 
receive assistance from PVOs and from the management and
 
technical assistance contractor. Additional assistance
 
will be made available by strengthening the bank business
 
advisory services.
 

Imported Materials and Spares: Foreign exchange shortages
 
and mismanagement in administration of imports have
 
resulted in extreme scarcity of imported materials and
 
spares. In recent months chere have been shortages of key
 
materials and several enterprises have been temporarily
 
closed or have worked at reduced capacity. 'he toreign
 
exchange problem and proposals to improve policy and
 
administration are being addressed through the negotiations
 
concerning program assistance. New import schedules which
 
favor agribusiness and export enterprises are being
 
prepared for implementation in July, 1983. The direct
 
letter of credit mechanism for foreign exchange procurement
 
should ease the spare parts constraint for project
 
borrowers.
 

Price Control and Regulation: Government regulation
 
impedes the growth of the private sector as parastatal
 
monopolies limit opportunities. Business is faced with
 
price controls on many products, complex licencing
 
requirements for imports and exports, limits on trade or
 
processing and handling of certain commodities and a
 
generally unresponsive administrative structure.
 
Government has become more aware of problems in this area.
 
both the IBRD and AID (ESF) Structural Adjustment Programs
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are designed to have an 
impact on 
these issaes and to
effect policies to make the private sector more efficient.
While these problems are serious there still exists a high
demand for term credit which implies that business can be
profitable despite these impediments.
 

Limited Entreprenural Vision: 
 There is a lack of 
variety
in the proposed investments of rural entrepreneurs. 
 In
larger enterprises investors want to pursue the time tested
Kenya products of coffee, tea, 
sisal, fruits, nuts and
other horticulture, wood, etc. 
 The smaller business
investors repeatedly choose soap, bakeries, mills,
shoemaking, small hotels, transport services, 
furniture
making or retailing outlets. 
 Both groups have reasons for
these choices. In the first group they are aware of
Ken] a's advantage with these products and usually have
extended experience. In 
the latter case this is 
the type
of business they see all around them. 
 The fact that
another may not 
survive may be ignored. The changing
macro-economic incentive structure 
shoulo stimulate more
innovative investments. 
 The management and technical
assistance to be provided by the Contractor and the PVOs
will help address these problems. 
 In any case, recent
studies indicate there 
seem 
to be many good investments in
the traditional rural 
enaeavors 
ana some new ideas are
 
being developed.
 

III. Anticipated Investment Portfolio
 

A. The Study
 

It is impossible to predict precisely the types of
lenuing which will be made 
unuer the project. Because of the
confidential nature of banking relationships it 
is not possible
to examine existing lending in detail 
nor see a representative
sample of 
new proposals submitted 
to banks. It is possible to
influence 
lending by establishing criteria of 
eligibility and
by various inceiitives 
or rewards. T1'hese 
criteria ana
incentives will be discussed separately. 'Ihere is 
no doubt
however, that thie project lencting will need 
to be carefully

monitorei 
to assure reaching the target group.
 

In order to find out 
what kinds of loans were to
likelybe made unuer the project it was necessary to collect a sampleof investment proposals and analyze tliem1 7. This was done bycollecting 50 proposals from USAlD files, banks, financialintermediaries ano individuals. Approximately one in five Loten proposal reviewed by 
the study team was selected for 

1/ See Smith and Tippett 
"investment Opportunities"

Supplementary Aranex B for furth !r details.
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screening according to project criteria. While it is expected
 
that actual loans will deviate somewhat from this sample it is
 
considered indicative of the types of projects to be financed.
 
These proposals were then screened on the basis in compliance
 
with:
 

- project objectives of increased rural production,
 
employment and incomes;
 

- private sector, rural location criteria;
 

- subloan criteria of (1) labor intensity, (2) potential
 
to increase net foreign exchange availability, (3)
 
provision of increased markets, inputs or services for
 
agriculture production based on local inputs.
 

- business soundness criteria (cash flow, collateral, etc)
 

The screening process reduced the portfolio to 28
 
proposals. These investments have the foloowing
 
characteristics.
 

B. The Results:
 

Characteristics of Portfolio: Summary Analysis
 

1. 	 Enterprise Size: By Employment & By Loan Size
 

S ALL (0--20) - 10 U.S.$ 0-50,000 - 8
 
MEDIUM (21-79) - 7 U.S.$50,000-$500,000 - 10
 
LARGE (80-UP) - 11 U.S.$500,000-$3,000,000 - 10
 
TOTAL 28 28
 

2. 	Loan Portfolio by Segment - (U.S.$) - (Based upon
 
Employment/Firm)
 

No.Request Aver. Total
 
Small 10 60.300* 603,000
 
Medium 7 180,000 1,260,000
 
Large 11 1,969,090 21,660,000
 
Total 28 840,107 $ 23,523,000
 

* - Inflated due to 1 loan - closer figure for average 

is $ 36,700 
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3. Investment/Direct New Job (U.S.*) by Segments*
 

Small Medium Larg9 Total Port. 

Range $1,076 to 1,923 to 2,538 to 1,076 to 
25,615 11,000 38,461 38,461 

Median 2,230 7,307 10,152 4,807 

Average 5,584** 6,175 11,828 8,185 

* Based upon employment per/firm 
** Inflated due to 1 highly capital intensive investment in category.
 

4. Number of Direct New Jobs Generated - by Size Segment*
 

Small Medium Large Total
 
Present Jobs 13 860
- 873
 
Dir.New Jobs
 
(AID Finan) 
 148 295 4589 5032
 
Dir New Jobs
 
(Other Finan) - - 3895 3895
 

Total Jobs 
 161 295 9344 9800
 

- 5032 - Key Figure - Program-Generated direct new jobs 
- Note high frequency of new enterprises (82%)

* Based upon employmrient/firm 

5. New Enterprises vs. Expansion Existing Enterprises
 

New - 23 - 82%
 
Existing - 5 - 18%
 
Total 28 100%
 

6. Location of Portfolio
 

Project Criteria
 

86% Interior (24)
 
14% Nairobi/Mombasa (4)
 

REGION NO.
 
Coast --

Central 4)
 
Eastern 6)
 
Rift Valley 4)
 
Western 2) 86%)
 
Mombasa 1
 
Nairobi 
 3 1.4%
 

28 100%
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7. Sector and Sun-Sector 	Represented in Portfolio
 

SECTORS NO. 	 SUB-SECTORS NO.
 
Agro-Production
 
Emphasis 2 Fruit/Veg. 9
 
Agro-Processing 19 Sisal 3
 
Manufacture (non-ag) 5 Wood Related 3
 
Infrastructure
 
Dev. (Irrig) 2 Fish Proc. 2
 

28 Edible Oils 2
 
Integrated Export 5 Smallscale Ind 3
 
(from above) 	 Cattle 1
 

Coffee/Cotton/
 
Maize 3
 
Feed Proc 1
 
Hide Proc. 1
 

28
 

8. Target Markets of Portfolio
 

KENYA MARKET NO % OF TOTAL FINAN
 
Local Market Focus 8
 
National Market 	 4
 
Mixed Nat/Export 	 1
 
Total Kenya Market 	 22 78.5%
 

EXPORT
 
Export/Exclusive 	 10
 
Mixed Nat/Export 	 10
 

20 71.4%
 

9. Import Requirements of Portfolio
 

Procurement Location - Domestic/Foreign*
 

Local 1
 
Partly Foreign 27
 
Largely Foreign 22
 
Foreign thru Local 
,ist. 	 6
 

10. Portfolio vs. Development 	Criteria
 

CRITERIA 	 NO. FIRMS % OF PORT.
 
1. Increase rural employment 25 	 89%
 

2. 	Labor intensive - Direct empl.
 
(all rural based) 15 54%
 



3. 	Agricultural Links 
 23 
 82%
 

4. 	 Export Earnings/Import Savings,
 
or New Market Development 21 75%
 

- All firms in Portfolio meet at least one criteria,
 
most meet 
3 of 4 criteria.
 

C. Analysis:
 

The portfolio described in the previous section provides a good
basis for determining the kind -nd 
level of lending which is
likely to take place under the project. There are, however,
two biases in the sample which make it 
somewhat

unrepresentative of likely project lending. 
 These are the
absence of 
the 	likely PVO clients and 
an under representation
of potential enterprise expansions expected when long-term
customers of commercial banks learn of 
the 	existance of longer
term credit. 
 USAID expects the PVO component to make some 1300
small 
loans which will greatly increase the number of loans at
the lower end of the portfolio. USAID also expects that more
business expansions will be 
included. 
 This will happen for
several reasons 
including the relationships between present
clients and their banks, and the 
fact that such proposals were
underrepresented in the study due to banks' feelings aboutconfidentiality. 
 The 	result ot 
more expansion investments is
expected to be a reduction in the number of large loans from 
that of the study. 

Even when the study biases ncteu above a e taken intoaccount, the resulting portfolio would not fully meet project
objectives. This conclusion, together with those of the 	 SocialSoundness Analysis toleal program modi'ications to increaselending at the lower end of the portfolio. The principal
chances (fromn PID),the were: 

to lower the maximum AID contribution to a sub-loan 
from $1.5 million to $750,000; 

to tighten the restrictions on agribusiness loans inNairobi and Mombasa where the largest enterprises are

located (by requiring All review prior to loan
 
approval);
 

to introduce an incentive scheme for lending to small 
borrowers.
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The following section present USAID's estimates of the
 
characteristics of the project loan portfolio in light of the
 
biases of the sample and the modified criteria changes noted
 
above.
 

1. 	 Loans: The immediate impact of applying a new maximum
 
loan size the sample portfolio is to lower the average
 
loan size from $840,000 to $240,000. The location and
 
incentive measures are expected to reduce the average
 
loan size even further. Based on the term lending
 
pattern described in the Investment Oppprtunities
 
Study and on three actual cases (See Attachment G), it
 
appears that commercial banks would normally make
 
about 90% of their loans above the KSh. 1,000,000
 
level. USAID estimates that the incentives provided
 
for loans under KSh. 1 million should at least double
 
the percentage of loans made in that category. Such a
 
result would lead to $9.6 million of loans under KSh.
 
1 million, which, if incentive funds were utilized so
 
as to exhaust all incentive funds with the fewest
 
possible loans, would result in 178 loans below KSh. 1
 
million, at an average loan size of KSh. 700,000.
 
Different incentive fund utilization would result
 
either in more monies lent or lower average loan size,
 
depending on bank responses to the incentive scheme.
 
Assuming $9.6 million in loans below KSh. i million,
 
the remaining $38.4 million is likely to result in 95
 
loans at an aver'age cost of $400,000, which is the
 
curr-nt average size at loan over KSh. 1 million.
 

2. 	 Credit Demand: Elimination of projects requiring an
 
AID contribution of more than $750,000 reduced the
 
overall level of investment opportunities from nearly
 
$24 million to a little more than $5 million. This
 
figure is consistent with AID life of project loan
 
financing of $24 million since: (a) loan funds will be
 
disbursed over five years and the loans included in
 
the sample were for current loan proposals only; (b)
 
business expansion was probably underestimated given
 
the nature of the sampling process; and (c) the study
 
team selected only one investment in the sample for
 
every 5-10 they reviewed. This sample information,
 
along with the Credit Feasibility Study estimate of
 
$180 million annual capital formation in The sector,
 
and bank indications of the levels at funds they would
 
like to borrow indicate that life of project loan
 
funding of $24 million is reasonable.
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3. 	 Employment: Application of the revised criteria
 
reduces average cost per job from $8,200 to $5,600.
 
However, a review of the remaining sample still shows
 
a wide range of total job creation and cost per job.
 
USAID has therefore estimated that the direct
 
employment attributable to the project would be about
 
7,000 jobs. This figure is calculated at
 
$8,000/direct job (6,000 jobs) in the formal sector
 
and $2,000/direct job (1,000 jobs) from loan capital
 
in the informal sector. Although the Investment
 
Opportunity Study shows a cost/job of less than $6,000
 
when revised criteria are considered, the IFC
 

fi ure of
experience of $13,000/joblaomakesma es ana fi 
$8,000/job seem more prudent. $2,0OJob of capital
 
in the informal sector is the figure cautiously
 
forwarded by the PVO Evaluatin/Social Soundness
 
Analysis. Monitoring direct employment created will
 
be a priority task of the monitoring contractor to
 
ensure that project employment objectives are being
 
met. The indirect employment effects are likely to be
 
quite low for small enterprises but significant for
 
the larger projects. An estimate of one modern sector
 
and one informal sector job for each project job has
 
been 	used, resulting in total employment generation of
 
19,000.
 

4. 	 Location: The sample contained considerable location
 
diversity. It may be that land cort is becoming an
 
important factor that results in making Nairobi and
 
Mombasa less attractive to investors. It appears that
 
most of the rural areas are likely to benefit from
 
project investments. To ensure rural lending Nairobi
 
and Mombasa have been excluded except for
 
exceptionally attractive proposals (very strong links
 
to agriculture and rural employment) which may be
 
approved separately by AID.
 

5. 	 Sectors: Agro-processing, as expected is the dominate
 
activity in the sample and this should be true for the
 
actual loans. Horticulture production, processing,
 
and export arc perhaps overrepresented in the sample
 
but this is clearly an area of Kenyan cumparative 
advantage (high labor use, climatic factors). Sisal 
processing is making a comeback due to production 
declines in competing countries. Wood, hide and 
food/grain/oil processing should also make up a 
significant part of the ioarns. 
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6. 	 Markets: All of the micro projects can be expected to
 

focus on local markets. Most of the sample of formal
 
sector projects intended to market both locally and on
 
the Kenya national market. About a third were for
 

both local and export markets and another third export
 

exclusive. These percentages are considered
 
representative. The export orientation may increase
 
with inclusion of more expansion investments. Such a
 
result would also reduce the foreign exchange
 
component in the loans.
 

7. 	 Development Objectives: The sample contained projects
 
with high impact on program objectives. Nearly all
 
increased rural employment and incomes, and had strong
 
agriculture links. Three fourths had positive effects
 
on the foreign exchange account and the majority are
 
considered to be labor intensive. Potential investors
 
appear to understand Kenyan comparative advantage and
 

relative factor costs. All projects were private
 
sector and Kenyan owned.
 

8. 	 Business Viability: Most of the proposals reviewed
 
were consiaereC to be viable from the stand point ot
 

cash flow, collateral, markets and management.
 
Although our review was not as rigorous as that which
 

will be applied by banks, the percentage of good
 
projects is encouraging. As noted earlier the actual
 

loan portfolio will likely include many more expansion
 
projects and these will have traick records which can
 

be more teadily evziuated.
 

9. 	 Loan Terms: Investors are seeking loans from 2 to 20 
years with Ithe majority in the range of 5-8 years. 
Most are willing to pay commercial interest rates but 

irA the sample a few have sought special terms. 

10. 	 On-farm/Off-farm: A problem encountered is the
 
question of what criteria should be used to
 
distinguish between on and off farm investment for
 

project loans. Orici:ally the intent was to exclude
 

on farm investments because it was felt that adequate
 
funds from other sources were available. While this 

basic assumption is still valid a certain amount of 
flexibility is required. Hence vertically integrateu 
operations can be financed it the on-farm portion 
cannot be secured from existing sources such as the 
Agricultural Finance Corporation. Straight farming 
enterprises will not be financed from the project. 
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Another rationale for excluding on-farm loans is 
that
 
the commercial banking sector does not currently
 
achieve the targets established by Government for
 
agriculture lending. Presumably they are making all
 
the straight agriculture loans that seem prudent at
 
the present time.
 

D. Conclusions:
 

The studies and investigations confirm that there is
 
adequate demand for term credit in the rural sector and that
 
loans can be made which meet the development objectives of this
 
project. Through the provisions for technical assistance and
 
upgrading bank auvisory services the smaller enterprises will
 
be supported. The loan portfolio will need 
to be monitored 
closely to assure that the positive effects on rural 
employment, production and incomes indicated by the studies is 
in fact, achieved. The major beneficiaries of th02 project will
 
be the owners and employees oi those enterprises receiving
 
project financial loans. rIhese owners 
and employees are in
 
enterprises that range from very 
small (1-2 employees) to quite

large (up to 5,000 employees). It is estimated that 
more than
 
7,000 jobs will be directly created in project-financed
 
enterprises. Commercial 
banks will benefit directly from
 
technical assistance and from an expansion of their market to
 
include rural, medium term credit. 
 PVO's will benefit from
 
financial, technical and management support 
in providing
 
assistance to the poorest and smallest businesses.
 



!MPLEMENTATION SCHEDULE
 

DATE 	 ACTION 


July/1983 - Project Agruement signed 


AL ,ust/1983 - Conditions Precedent to 
1st disbursement met 

- PIO/T's and Requests for
 

Proposals/Applications
 
prepared 	for:
 

(1) Banks 

(2) 	Management and Technical
 

:iistance Contractor 

(3) PVO 	Management Grantee 


September/ - Requests tor Proposals/
 

1983 Applications issued for:
 

(1) Banks 
(2) 	Management and Technical
 

Assistance Contzactor 

(3) PVO 	Management Grantee 


October/1983 - PIO/Ts and NFPs prepared for 

monitoring contractor and
 
evaluation contractor
 

- Responses to initial RFP and
 

RiA received and evaluated 


November/1983 - RFPs for monitoring arid 

evaluation contractors
 
issued
 

December/1983 - Bank Agreements, Cooperative 

Agreement with PVO/t and
 

contract with MTAC negotiated
 
and signed
 

l/ Commercial Lanks: CL 

Government ol Kenya: GOK 

Management and 
PVO Management 

'!'echbical 
Grantee: 

A';sitance 
|IVO/MG 

Coitractor: 

Monitoring Contractor: Mk 
Regional Contracting Officer: RCO 
Studies and Evaluation Contractor: SEC 

ANNEX J
 

ACTION AGENT!/
 

USAID; GOK
 

GOK
 

USAID; 	GOK
 

RCO; USAID; GOK
 
RCO; USAID; GOK
 

USAID; 	GOK
 

RCO
 
RCO
 

USAID; RCO
 

RCO; USAID; GOK
 

RCO
 

RCO; USAID; GOK
 

MTAC
 



DATE 


January/1984 


February/1984 


March/1984 


April/1984 


May/1984 


June/1984 


November/1984 


December/1984 
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ACTION 


- MTAC, PVO/MG startup activities 


- Responses received to
 
monitoring and evaluation 

RFPs
 

- banks solicit loan proposals, 

recruit technical assistance
 
personnel and requeit

Letters of Commitmert
 

- Expatriate MTAC, PVO/MG

perscnnel arrive in Kenya 


- Responses evaluated and 

contracts signed for
 
monitoring and evaluation
 

- Cooperative and Guaranty
 

Studies begin 


Initial bank loans approved 


- NTAC, PVO/MG set up local
 
offices and commence
 
operations 


- PVO Management Grantee
 
solicits PVO proposals 


- Lanks request initial
 

disbursements 


- Initial Loans made 


- PVO submissions evaluated and
 
submitted 
to USAID with
 
disbursement request 


- USAID approves initial PVO grants 


- Initial 
PVO grants disbursed 


- First quarterly reports due 


- First quarterly reports

verified aria 
reviewed 


ACTION AGENT
 

MTAC; PVO/MG
 

RCO
 

CE
 

MTAC; PVO/MG
 

RCO; USAID
 

SEC
 

CBs
 

MTAC; PVO/MG
 

PVO/MG
 

CBs
 

C1s
 

PVO/MG
 

USAID
 

PVO/MG
 

C~s; MTAC;
 

PVo/MG
 

USAID; MC
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ACTION AGENT 
DATE ACTION 

December/1 
9 8 5 - Study on Finance Companies 

begins SEC 

June/1 9 8 6 - Mid-Term Evaluation 
SEC; GOK; USAlD 

July/19 8
7 - Indirect Impact Study begins 

SEC 

July/1 9 8 8 - Final Evaluation 
SEC; GOK; USAID 

March/19 8 9 - Project Assistance Completion 
Date 


