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EXECUTIVE SUMMARY

The mid term evaluation of the Small and Mediunm Enterprise
Daevelopment and Support Projects (SMEDS) was performed 4in Jenuary -~
February 1986. The purpose of SMEDS wan to provide assistance to
Small Enterprise Financing Organization (SEF0) through (a) financial
advisory service through a Senior Financial Advisor, (b) establishment
of a field business advisory service (BAS) to assist in developninag
volumre and quality of loan applications to SEFQ , ana (c) to expand
the capital base of SEF0 through a capital grant. The major thrust of
SMEDS was to provide for the viability of SEFO by 1989 through new
loans generated by BAS.

Major findings are as follows:

1. Financial viability of SEFQ cannot be achieved within thne
SHMEDS time frame under current operating practices.

a. The volume of new loan applications has declined and 1s
inadequate to reach or maintain an adequate portfolio.

b. The current portfolio haa excessive arrearaqQes and loss
roserves should be increased to an amount in excess of 35% of the
ostatanding loans.

c. Loan analysis and evaluation is rigid, time consuming and
fails to predict client performance. Loan amounts are excessive to
the cliaents’ needs and hava too long of tera.

d. The collection aystem 1sg non-aggressive and inadecuate,
which precludes significant recovery.

2. The continuing existence of SEFO beyond 1986 will depend on
obtaining additional donor funds or soft term loans. Operationa.
costs in 1985 were S$392,000, and were covered because of the S41%5,0320
capital grant from USAID. Loans made 1n 1985 totalied 28: ocoperat.nc
comis per loan were over S10,000.

3. There 13 a lack of consensus between SEFO and BAS waich leads
to uncoordinated client acquisition efforts, and concentra=ion of T3
on a few clients.

a,. record keeoing and files are not coordinate-. Es
business officers do not concentrate TA on the needs of “he cl:ent a
revealed in the prolect analysis of SEFOQ.

b. BAS has devoted =csign:ficent atten-ion and ef
PUursuing new fields of endeavor for Liberia which mxigat or m:
resu.t in app.ications or financinag from SEFC

€. Emdhasias of TA given to SEFD clien*a nas beern on recosc
Keeping with 1nsufi:cient attent:on to other businesas funct:icrne,

barticulariy marketing,
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Major recommendations are as follows:

1. SMEDS should adopt a new strategy to concentrate effort and
resourcea to locate existing SSE’s that employ from 1 to 49 persons,

and to provide short_term financing for the critical needs of these
firms.

a. While no direct data is available, it is believed that
Liberia has between 5,000 and 12,500 SSE’s, mostly in Monrovia.

b. The strategy requires a change in both TA and financing
practices to provide these firms with funds on a prompt basis (no more
than two weeks after application).

c. SMEDS should develop a clieunut profile. Min:mum
characteristica are: (1> existing enterprise, (2) evidence of
successful operations, (3) owned and operated on a full time basis by
a Liberian, (4) have expectation of growth, and (5) have at least 1
aeamployee basides the owner/operator.

d. A publicity campaign will be necesasary to attract the

clients meeting the profile.

2. The SMEDS program mnmust be reorganized to provicde for the
unification of top management and policy direction of SEFO and BAS o
concentrate energies on the new strategy.

a. A Liberian organization should be formed to perform the
BAS function. The organization would have & Board of Directors with
gome common mempers with the SEF0O Board. The Board of Directors of
BAS would be expected o appcint as Managing Director the same serscn
chat iz Managina Director of SEFO. Separate pol:icy, funcinz anc
administration woula coniinue.

b. SEFO must establish an adeguate reserve for losae3 on 1-4
current portfolio. The reserve <for 1loss on orincipal snhou.lc ne
increasea  to S600,000; the reserve for loss on accrued i1nzerest anc
other charges should be increased to $140,GOG. Loans over 18%0 cava .r
arrears snould ne fuilv reserved agains:.

c. A fiela collection svstem must be ectaplisped -—oO &a.ce

regular, timely and intensive efforts to collect at the owners Dl2C~
of bugs:iness,

d. Prior to anv commitment for additional financ:ns, conores
shouid recuire that the management of SEF0U ana the managemerz of BAS
Present a a thorough analysais of their organizations, anc effective
changes be made 1n operations, ataffinag, coste, vtilization of

-
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resources, anc inter-oruanizational relationshibps to me-
challenme of the new strategv,

Acoption of these reccmmenda>ions ashould redirect the effort an:
@ctivity of the SMELS vprotrect to provide for geveiopment acTivity. A
model was constructed for a phased i1ncrease ln 2clivaity 1o 2
+8vel 0F partia: viabiiity bpv the enc o7l 1989, The moacel r
additionai donor funginag for the nroviaed ov BAS, o Da
cover <tne opnerating costis of ¥0, ana to fund fhe new .oan
totali of these funas over ~he period 1986-1989 18 54,49
$3,.300,000 over the fundina remaining in the SMEDS budaet  f
burpoges,

TA
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CHAPTER I
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A. INTRODUCTION

The Liberian Bank for Development and Investment (LBDI) perceived
in 1980-1981 a need for a financing “window" or facility to assist
small sccle enterprises (SSEs) and began negotiations with the
Netherlands Development Finance Company (FMO) to provide funding. In
the negotiations, it was determined by FMO that such a facility was
needed, but that it should be a separate entity.

The Small Enterprise Financing Organization (SEF0) was
incorporated in August 1981 as a private Liberian corporation for the
purpose of assisting in the development of Liberian-owned and operated
snall-scale productive enterprises by providing financial assistance.
SEFO giveas preference t*o brojects which aid .n the development of
Liberia by creating employment, increasing local value added, reducing
imports, increasing exports and developing technicai and

entrepreneurial skills.

The initial stockholders were the LBDI, Laiberian Finance and
Trust Company (LFTCY and Partnership for Productivity, Livperaia
(PFP/L). FMO provided an 1interest-free loan of $250,000, plus
financing up to 1,375,000 at 2.5%. Subsequently, the interest-{free
loan was converted to capital.

In 1984, the United States Agency for Internationa. Developmen=z
(USAID) apbproved Project Number 669-0201, "Small and Medium Enterprise
Development and Support" (SKMEDS) . This project finances a program

undertaken by Partnership for Productivity, International (PEP/I) to
Provide technical asasiastance throuagh a Business Adviasorv Service (BAS)
and up to $750,000 1in grant funds to auament the equity capbital of
SEF0. Up to $500,000 of the agrant funds were to be providea without
condition, with the remeining S250,000 to be disbursec oniy uporn
evidence <the SEF0O Hhad optained an equal amoun:t of eculty caosita. ox
"80ft"” loana from other sources. As of December 21, 1985, SS500,00"
hNad been disbursed under Lhis QgQrant to SZFO0.

Under the BAS program, a field aervice 1s provided to assic=
€xi1stina and vpotential SEFO clients tnrough marketinag and bousiness
development work to attract potential borrowers, identi1fy and specifv
Prosects and loan requirements, asslst in loan apoplication
Prepursation, and advise and monitoraing the progress of SEF0 clien-
Dusinesgs.,

BAS 13 funded by USAID throuah PFP/I and is manaced separatel.w
from SEFOQ.



B. SCOPE_OF WORK FOR THIS_PROJECT

The SMEDS Project was scheduled for a life of 5 vyears with a
midterm evaluation in 1987 and a final evaluation in 1989. Due to the
economic conditions in Liberia, the financial condition of SEFO, and
the relationship beotweaen SEFO and BAS, it waz decided by all parties
that the mid tern evaluation should be moved forward. International
Scianca and Tachnology Institute was requested to provide an
evaluation team for the period from Janauary 20, 1986 through February
23, 1986, (Annax A). '

Tha objectives of the evaluation are to make an asseasment of the
SHMEDS Project, as well as to provide recommendations for changes and
modifications to the project, and to the operating procedures of SEFO
and BAS.

The SEFO analysis and review consists of the following:

a. A review and asasessment of financial performance and
viability, capital structure, progress in obtaining additional
funding, and the implica‘iona of the activities for performance.

b. A review and asgessament of internal policies and practices as

theose relate to project identification, davelopment and assessanent,
loan collecticns, and accounting procedures.

The BAS analysis and review consists of the following:

a. A review and assessmrent of the policy, procedures, training
and performance 1in providing technical assistance to clients of SEFO
and to small enterprises in Liberaia.

b. A review of the assistance provided to SEFO in developing new
progspective financ.ng to clients, and 1in helping exi1sting clients to
improve performarce and repayment.

In addition to the analyses of SEFOQO and BAS, a revievw anc
anpensnent was made to determine the ability of SEFO to absorb the RAS
function at the enac of the SMEDS project, and of the reqguiremen<ts Ior
continuing supnort to both eclaments by outside resources.

While the evaluaticn, by necesaity, had to consiacer SEF0 ana ©aAS
separately, the purpose of the SMEDS breclect was taken as the guidinuv
rincinle and the operegtions were viewed as a whole.

C. METHODOLOGY OF THE EVALUATION

In meeting the recuirements of the acope of work, the evaluatorc
reaviewed the fiies of both SEFO and BEAS, had lengthly ciscuss:ons witn

officiaia of SEFO and BAS, advisors, analyasts, and pusineas officers
anc  asurveyed a sample of SEFO crients. In addition, conferences were
hald with officianls of aother financial institutionsa, qovernment
ordanizations, ousinessmen and academicg A list of thece contac:ce

1a containea :n Annes G.



The study of the sample of SEF0O clienta was designed to provide
information on certain issues:

a. Ability of the clients to repay loans.

b. Validity of the client selection process.

c. Adequacy of records and record keeping.

d. Extent of the coordination between SEFO and BAS.

@. Identification of clients or client groups with
characteristics that could lead to better loans.

The asample was constructed by industry using the eight categories
of clients of SEFO which raepresented 90% of SEFO clients; by lo&n size
with each industry divided equally between loans above and below Lhe
SEF0 average loan seize of $8,500, and by payment status with a
dalibarate weighting toward those loans laeas than 30 days past due.
Each industry included one to three clienta. All Business Officers of
BAS were represented except for the B.O. operating outside of
Hlonrovia. A total of 24 clients were interviewed, or 13% of the total
of 180 cliencs. No attempt was made to distinguish between the
effacts of SEF0 and BAS on the client. A discussion guide was
prepared and utllirzed during the interviews. (Annex E). In developing
the findings from the sample, we analysed each completed discussion
guide, the SEFO ©project flle, the December 31, 1985 demand notices,
and the BAS files. Findings from the sample are discussed in %n=s
following Chepters. An analysis of the sample is contained in Annex
F.
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The following is a summary of the major findings of the
evaluation and the recomwrended actions for change will make it more
likely that the SMEDS project will achieve gomne auccess and SEF0 will
bacome viable in the future.

A. MAJOR_FINDINGS
1. Financial viability of SEFO cannot be achieved within the
SHEDS time frame under current operating practices.

a. The volume of new loan applicaticns has declined and is
inadequate to reach and maintain a viable portfolio.

b. The current portfolioc has excesgive arrearages and a major
portion 18 probably uncollectable. lLoss reserves should be increased
to an amount in aexcess of 35% of the portfolio.

c. Loan anelysis and evaluation is rigid, time consuming, and
fails to predict client per{formancs. Delays in granting apnroval of
loan applications has given SEFO e reputation of bring <% zlow mover.
Loan amounts are excessive to the requirements of the client, and :n
the current economic env:ronment, have too long of repayment terme.

d. The collection system is non-aggressive and 1nadeguate,
Damand nctices are not timely and are generally inaccurate. Borrowers
&re raquired to come to the SEF0 office to make pavmeni. The syatem
as operated, precludes any 21gnificant recovery of loan funds or
interest thereon. ‘

e, There 12 a significant enphasis on collateral, leagina =zo
lana attention tco the ability of the ftusiness to generate sufficien:
net income to repay the loan.

2. The continuing existaence of SEF0 beyond the end of 1986 w:l.
duoand on obtaining additional donor funds or soft term loans to cover
Oberating coats and to provide new loan fundsa.

a. Operating costs for 1985, excluding depreciation, were
$392,000, and were Covered by the 5415,000 capital conateac bv USA-D.
Loan volume for the year was only 38, probably because of the voor
@conomic environment. Operating costs per loan 1n 1985 were over
$10,000 per loan. Total loan amount was $506,000, or a cost of S774
PRr $1,000 loaned.

o. The major source of loan funds in 1985 (75% of total loans
hadae) wes the NBL/IDA Iine of crewit which has a cost to SEFO of 10%,
In addition, the termas of thie line of credit reguire that the ioanse
be longer term and be partialiy for fixed capital.
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3. There is a lack of consensus between SEF0 and BAS waich leads
to uancoordinated client acquisition and servicing efforts, and
concentration of the technical assistance (TA) on a few clients.

@. Record keeping and client fileas are fragmented and not
coordinated.
b. Under a new, trial working relationship entered into in

January 1986, SEFQO and BAS . seek to improve the coordination and the
flows of information concerning clients between tha two organizationsa.

c. BAS has devoted aignificant attention and effort in
pursuing new types of endeavor and prospecta for development of new
businesses which might not result 1in application for financing to
SEFO.

d. The omphacis of TA has been on assysting clients 1n
rocordkeeping. Insufficient attention has been given to the other
functions of busineas, particularly marketing.

4. The following are other findings from the client survey:

a. Separate filea on each client are maintained by the
Comptroller, the Project Analysis Division, and by BAS. These files
ara redundant and often incomplete. The computer records snre often
incomplete and are not up Lo date.

b. Interest calculations are done manually although such
calculationse could be done more eas:ily and =more accurately by the
computer.

c¢. Original loan documents were found in working files.

d. The owners of the businesses in the survey were l.iberian
nationals,

e, Funds disbursed were used as stated in the appl:cation.

£f. The averace number of employees besides the owner was
threa.

g. Thirty-five percent of the clients surveved had no
previous experience in the firm’s incdustry, and the business was
atarted with the SEFD loan.

h. Most of the cliente had neard of 3EFO tnrouah friends.
Twanty percent had heard through advertising or oublicity. While none
©f the clients in the survey had heard of SEFO through BAS, A& numser
of applications have been generated throuah BAS.

i, The loan Drocessind time (from awvnplication to
disbursament), a5  costinmated by the clients, ranged from one
nonth to two y2aras with a median of six months. Delays were ofren
bacaune of pDroblems in documenting deeds and other collateral.

R The loan size averaaed S172,400 1n the aurvey, in con*ras-
to the averaage oize of 98,900 for the full vortfolio. In 80% of the
Cagsar reviewed, the evaluators judged the loan to Se too larae,

ke, About one-half of the oroceeds in the majority of +tne
louna reviowed were zfor  fixed aasaebn, Thls was consiaered by tae
avalustors as the source oz overtinanc:ina.

i, in one third of the caces reviewed, Lhere was pe increasc
in saieg, in on.y one case dic increascd nrofics (afseor the  ownerz’

W . . . R .
*thdruwaxs> ¢xceed the montn.y wrincipal amort:zat:on on Lhe loarn.



m. Only twenty percent of the clients surveyed had current
profits (after owners’ withdrawals) greater than the amortization of
the loan.

n. Only {fifty percent of the cases reviewed reported
anploynent increases after the loan. The average loan amount per Job
crected was 512,000,

o. Cliants did not differentiate betweaen SEFO and BAS.

P- Seventy percent of the clients surveved indicated that
lack of sales was thair major problen.

q. The 3.0.8 of BAS are consjdered to be dedicated, well
treined, and sensitive to the clients neads.

r. The analyats of SEFO ara industrious, but have

inpufficient
exparience and exposure to the needa of amall-scale enterprises.

B. MAJOR_RECOMMENDATIONS

1. SMEDS should adopt a new atrateay which concentrates e<fort
and regsources to locate existing SSE‘’s that employ from 1 to 49
peregonsg, and to provide short-term financing of the critical needs o<
theee firms. The strategy would aim to develcop a continuing financial
raelationahip with these firms, and as satisfactory exverience :ys
gainad, additional financing would be provided for expansion and

growth.
¢

a. This strategy assumes that there are asufficient numbers o<
existling SSE’s in the Liberian economy. No direct data 1s available.
Baaad on information from othar developing countries, (Panama, Peru)
thers are belween 5,000 and 12,500 SSE’s in Liberia, most in Yonrovix.

b. This atrategy requires a gtreamlining of bSeth TA and
financing activity to provide lcans on a prompt basis, no later than 2
weeks cfter apolication for the fira< f1inancina, more quicKkly
thereafter.

c. SMEDS will have to develcp a cl:ient nrofile. The min:imun
charactaristics would include: (1> ex1sting enterprise, (2) evidence
of auccessful overation for a p2riod of at least one year, 2) ownecd

and oparstea on a full time basis by a Liberian national, () have an
axpectation of arowth in income and emplovment with ithe infusion of
capital by SEFO, and (5) have at least one emplovee other than the

owner/oparataor.

d. SHEDS will have to attract cliienta meating -“he profilec
through a concentrated and continuousa oublicity campa:ran usinc
diffaring nodes of communicaticn

2, The SMEDS nroject must be reorganized to orovide fcor tne

+

unification of the top management and policy direction of “he separate

@htities SEF0 ana BAS to concentrate energies ancd resources on the riew
ondeavor,



a. A Liberian organization ahould be formed to perform the
BAS function. Thia organization would have a Board of Directors which
had some common members with the Board of Directors of SEFO. This
overlapping would insure that the interests of both entities would be
given full review at tha policy level. It is expected that the Board
£ Directors of BAS would appoint as Managing Director of BAS the sanme
peraon who is the Managing Director of SEFO. Separate funding and
adninistration would occur. For economies of acale, the accounting
functions uand administrative raequirements of BAS would be asasumed by
SEF0 under &n agreement. Funding for BAS would pass from USAID to
PFP/1 end then to the new organization.

b. SEFO must cstablisah an adequate reserve for loasses in its
currant portfolio. Wa recomnend in increase ‘o $800,000 on loan
principal &nd to $140,000 on intereat and other urrears. Loans in

arrocara over 180 days should be fully reserved against and turned ~ver
tc tha attorney to pursue legal action. Management effort could *hen
ba focusesed on the developnent and implementation cf the new atrategy.

c. A functioning nmanagement information system should be
satablished to track clienta from first contact to fainal payment o
provide management vith timely, accurate data for decision purposes.

d. A {1eld collection syatem should be established to make
ragular, timely and persistent collection efforts at the owner’s place
of buzine=qa.

e. SMEDS should plan to charge, beginning 1n 1989, a €S0
annual fee to all borrowers to partially cover the costs of TA.

f Firancing of the TA function and the expatriate po<eitions
of trainersadvisor 1in . BAS and financial/management advisor i1n SEFC
should be continued through the end of 1989. The continuing coats of

TA after 1989 would need to be partially covered with funding fran
outnide the SMEDS project

q. Prior to any commitment for addicional f1inancing, donors
fhould require the management of SEFO and the management of BAS to
Presant a thorough analysias of the:r organizationa and effective
changaes mace in operations, ataffing, costs and utilizat:on ot
rasources to meet the challenge of the new atrategv.

3. Other recommendations are:
a. The Operations Manual! =hould be updated and used, A

gaction on field actaivities of business officera and a section cr.
tachniques of analysis ghould be i1ncluded.

b. The exiating fraamented files should be consolidated i1nto
8 single client file, maintained 1in a central f1l1ing un:it with chec
OUt procedures. Client fiics should oe acceassinle to both BAS B.0.’s

and SFYrQg analyasta,

c. Neaot:iations shoulc be continued with NBL/IDA o IMDT OV
the intereast rate paid oy DEFUC and  to wermit the use of Lhe funcs oo
Supnort of the new strateay., Collectiona from disourasec  loans

£ . N -,
Iinanced by NBL/IDA snouid be renaid ro NpL.



d. The authorization requirementa ahould be reviewed and
- revised to provide for more flexible repayment in line with the
- borrowers requirements. Such changes would include equal monthly
jpaymenta, capitalization of grace period interest, and cyclical
repayments when appropriate.

e, The redundant and unenforceable requirements in the
. authorization should be reviewed and modified. Thease include
requirementa {for bank accounta, monthly/quarterly reporta, etc.

f. An intensive review process during the commitment and
disbursemaent stage should be established with requirements for updated
operational and financial information, and an ability to cancel
cormitrments and disburasements in adverae change situations.

g. The original loan documents should be removed fror working
filaes and placed in a theft and fire proof vsult.

h. The duties of the existing Review Committee should be
expanded to function as a Cradit Committee to make recommendations for
approval to the Managing Director.

i. Authorizationa and loan documaents should be reviewed by
the attorney for 1legal sufficiency prior to disbureement. The
attorney should be put on a retainer.

. Technical Assiatance should be contfined to suDDOor:
exicting clients and to develop prospective clients for financina. A
major emphasis of TA should ke on marketing.

k. Loans should be made only to existing businesses with
demonatrated operationzl succeasa.

1, Demand notices should be generated fron computer
calculations.

m. Regular, informal contacts between analysata and B.0.’s

shoula be developed to resolve client problems.,

Adoption of these recommendationa will redirect the effort anc

activity of the SMEDS project. A model waa constructed for a phase:
increase :n activity which would enable SET Lo reacnhn partial
viability by the end of 1989. The model {as detailed 1n Cnabter VI

and in Annex I) :eauires additional donor granta or aoft loan fundsa.
The total requirea over the operiod is $4.430,000 or approxinately

3,300,000 over the amoun® now remaining  1n the SMEDS budac:i. These
additional fund=z would be used primarily for new loans, anc  also e
Cover overeatinag losaes 1n the trans:tion, the TA functicn., and -—-e
extension of the two exbatriatse ponitions throuan tne onc of 1987,
The model alsoc assunmes that, qiven succesaful progaresas, the TA  coasto

beyond 1989 wouid be underwritten bv outsiae oraanizations, perhavs b
tha GCovernment of Liperia.
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The segment of the business sector that the SMEDS project is to
serve is the SSE’s in the informal market which employ from 1 to 49
persons. This segment is characterized by business based on cash,
1ack of record keeping, short term outlook seeking high turnover and
profit, and lack of significant businesa assets,

The Liberian-owned SSE sector can be divided into the following
subsectionsa:

I Casual - hawkers, barrow-boys
II Artisanal - single person, fixed premises
II11 Informal - small scale enterprise with 1 - S employees
Iv Informal - small scale enterprise with 6 - 29 employees
v Formal - amall scale enterprise with 30 - 49 employees

The characteristica of these businesses are aa follows:

a. Few fixed assets with Job creation requiring an
investment of $500 -~ <$2,000,.

b. Intense competaition.

c. Distrust of bureaucracy and a motivation to get around

it.
d. Single management
e. Flexibility when not overburdened with aassets.
. Probably lack success models, have a survival

motivation, have a willinaneasns to risk the small capital base, and see
the bus:iness as a part of the cxtenced family.

A fainancial itnatutution gaecking *o agsaiast businesses in theso
segments must be able to provice short-term credit., gquick aobrova.,
and regular, extensive and intenasive servicing and collection efiort
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CHAPTER IV

A. FINANCIAL ANALYSIS OF THE_OPERATIONS_OF SEFO

SEF0 began operations in 1982. Becauae of the decline in the
export of the traditional products, iron o-e and rubber, the economy
of Liberia wae in decline. The aeconomic slide has continued, with the
GDP declir‘ng at a rate of 8X per year in 1985. SEFO expected to make
a algnificant number of loans, and eastablished a staff accordingly.
Loan spplications were sought from enterprises wanting fixed aasets
for potential growth. Even loans for working capital were given terms
of up to 24 monthe and should be more properly considered as permanent
increases in stock, rather than working capital that has a rapid
turnover. Because of the economic environment, the type of loans
made, and the inexperience of the staff, the results since 1982 have
been unsatisiactory with high operating losses, very poor repaymentz
experience, and significant arrearages in the portfolio.

A review was made of the financial atatements of SEFO since :+s
beginnings 1n 1982. The satatements reviewed were the auditec
atataemants prepared by Coopers and Lybrand for the vyears ended
Decernber 31, 1982, 1983, and 1984: the management letter of Cooners
and Lybrand dated June 6, 1985:; the unaudited atatements for the nine
month period ended September 30, 1985 contained in the Third Quarter

Progress Reporc: and the estimated financial statements for the vear
ended Decenber 31, 1985 contained in the SEFO Proposed 1986 P.ans anc
Budget dated December &, 198S. Summaries of the Balance Sheex:z,

Income Statements ancd Loan Portfolio are contained in Annexes B., B2
and B3, respective.y.

The review of the financia. statements reveals a asteady eros:on

e R e LR R il N s b e e = Al et dedn e tiiestl A et . ——— s - o s o~ o v ————— ——

been_funded by donated capital_and__operational _aranca, Conz:inui
Operationa durinc 1986 ana bevond will devend on SEFOD’s aoilitvy

obtain additional cacital or ‘“soft ioans'"  in sufficienz anoun-

releaze the funcs availab.e from USAID on < contingent bas:is Un.

Operations are rev.sec dur:na 1986 and/or additional
obtained, Lthere  will be 1nadecuate 1funds aveiianle

cierationa after 1920. .
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Intereat income and penalty charaes have been crecitec +1o :1nceome
on loans 1n the wertfolio whicn are 1n seriousn arrecare. Sucn interest
and charaes are orocan.v nos collec~:ble and income was overestsazed,

n additicn o The review of the financial statemensoa, an ag:irnn~
}Sf Lthe Dort4c.io an of vDecenber 3., 19¢%% was conszLructec oy arrearaac,
VN18 analyeys g “hown o an Anne. T, The loans were cLansif.ec ar
CYrrent, in arrears uL o 40 cava, E - Lo days, $1 - %0 acaya, 910 -
;180 cays and over [0L aave. In addition, tne portfolioc war cgivice

cec
| \ . . .
\b°t“°en workina cauital and term ioana: and on a dollar ADDrova. Dasls

'
I
t
|
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of up to $2,500, $2,501 - $5,000, 55,001 - 515,000, and over s15,000.
In terms of the total portfolio, 67 or 37% of the outstanding loans
were in arrears in excess of 180 days. These 67 loans had outastanding
principal amount of $392,000 or 52% of the portfolio. In addition,
other arrearages (interest and penalty chargea) on these loans
amounted to $139,000. 1If the lomsns more than 90 days in arrears are
considared, 99 or 55% of the loans were in arrears over 90 days.
These represaented S839,000 or 73% of the total portfolio, and had
additional arrearages of interest and penalties of $153, 000.

SEFO haa underway a "sick project" program under which all loans
in arrears in excess of 180 days are reviewed to determine if a
restructuring or rescheduling is feasible. The further in arvears a
loan becomesa, the less likely any rehabilitation will be possible.
Management attention should be davoted to seeking good clients and to

asaisting exiasting clients more likely to pay. Rehabilitation efforts
should be concentrated early, before a loan becomes 90 days in
arrears. RECOMMENDATION: _loans_in_arrears ii exceass of 180 days be

fully reserved against_and  _referred__for_legal_actlon;_and managcmen-t

affort be devoted to rehabilitating_loans_under_30_days_in arrears.
Collectibilaity of loana in arrears in excesa of 90 cays

doubtful and an adequate reserve for losses should be provide

RECOMHMENDATION: the rescerve against outstanding oprinciva. be

T e e o o e e e e e e e e e e L T D D e 22822 T e s = ——— - o — = ——
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Forty-three workina capital loans with outstanding orincine! of

£182,000 were in arrears 1n excess of 180 davs. The amoun+ of
principal in  arrearaae was S$168,000 or 92% of the outstand:ng
principal. Twenty-four term loans with outstandinag principal of
8410,0C0 were Ln arrears over 180 days. The amoun: of principal .r

arrears was 5S144,000 or 35% of the outstanding principal.

The followinag table givea a Dbreakkdown by size of loan. Tne
parcentages relate to the total loans in the portfolio 4in eac:n s:izo
cataqory,

S5ize of Loan Current and uo <o Over .80 agavy
30 davs in arrears in arreearc
No Loans % No Loans ‘.
Jnder 2,500 4 67 0 -
52,301 - 5,000 28 25 52 wd
|€5,001 - 515,000 5 20 G 3¢
lover s15, 000 S i3 16 o

<% anpear:n that the amaller loana are mo: o likelv to )

)

collectib;., Amortization of a S1,000 loan at 20% over L1 montarc
Treguiraes an nbbroximate monthlv oavment of S94, witnin “he ranae c<
‘MOST of SIFG clients, Beainnino a 1ending reiationshio with a ema..

} Y -
'loan rebayabie from current cash fiow 1an a aococ method to estan.,:snh
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repayment and leads to larger future loans as the business grows,

The major source of loan funds utilized by SEF0O during 1985 was
the National Bank of Liberia/International Development Agency,
(NBL/IDA), credit line; $381,000 out of a total of $506,000 loaned, or
7%x of total loans. This is the most expensive source of loan funas,
at a cost of 10X and a nmaximum of 15.5%, giving only a S.5% apread.
The $415,000 capital grant from USAID in 1985 was utilized to cover
operating costs of £330,000.

The loanz funded through the NBL/IDA line of credit are partially
gueranteed by NBL. There is no wr‘tten document concernaing this
guarantee, but it is atructured as an 80X guarantee based on actual
loss. Prasumably SEFO would be reguired to pay only 20X of loans
which are considered wuncollectible. Approximately $250,000 of the
loans in arrears in exceas of 180 days are NBL/IDA funded, and the
actual loss to SEFO under the guarantee would be 550,000.

Efforts are underway to renegotiate with NBL and the Government
of Liberia, (GOL) to reduce the cost of the NBL/IDA line of credit *o
SEFO. The rate structure i1s as follows:

CURRENT PROPOSED
IDA to GOL 0.75% 0.75%
GOL to NBL 8.00x% 4.00x%
NBL to SEFO 10.00x% 6.00%
SEF0 to Clients 15.50x% 15.50::

If thia change can be negotiated, the spread would increase from 5.5
to 9.5%. However, apparently the NBL/GOL is considering reguir:ing

connanaurate reduction i{n cost to the ultimate borrower. An i1ntere
cost to a borrower that 1a significantly lower “han *“he marke:t ra
for borrowinag creates two problems: (1) the borrower relies on low
coat of money for operution of the businesa, and wi.! be unabie

aurvive 1f at a later time he .. .egquired to pay a market rate; (2
tendency for higher defaults aince the low cos:t monev wou.d have =
replaced bv higher cost monev. SEFO sghould resiat anv effor
raduce the rate to the borrower.

ttD o (n
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The current ce:ling amount under the NBL/IDA l:ine of crec::- :s
£806,00C. of which S680,000 has been drawn. Repavments bv porrowers
to SEF0O total aporoximately S$150,000. No repayments under the line cof
eredit have bean macde bv SEFO to NBL. SEFO 18 experiencing a negativs
8Praead on these funds of 2% since the amount repaid under tne 10ans
held in a deoos:it carning 8%, while SEFO {3 opligated to pav 10%,
the absence of a renegotlation ot a lower rate that 1s retroac-lve
QOVOY Current loans, the revavments from borrowers shouid be reva:ic
NBL.. RECOMMENDATION: repav the NBL as revavments are rece:vea 2
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Financing made under the NBL/IDA line are restricted to ternm
loans with a fixed capital component under the premigse that such loans
will have a development impact. 1In general, these loans have tended
|to be larger. From the analysias of the arrearagesg, over 50% of all
term loans and 67% of loans exceeding $15,000 were in arrears over 90
days. From the survey results, we found that the averuage loan saize
'was $12,000 and the average eunployment was 3. There does not appear
Eto be a development impact from SEFOQ financing. The evaluators
‘believe that a series of short-ternm working capital loans to support
.tha growth of a busineas is less risky and will have a significant
.development impact. Negotiations are underway with representa+ives of
NBL/IDA concerning the continuance of, and the terma of the financinag.
RECOMMENDATION: effortse _be made to reduce the cost of NBL/IDA funds,

s i e s . s o ————— — = W ot —— . e o ——— L2

The financial analysis shows that SEFO cannot become viable under
currant operating activity and that without significant imputs of
donor funds either as grants or on "soft loan' terms, SEFO will have
to cease operationa after 1986. Thias situation indicates three
options for the donor agencies i1nvolvad:

1. Donors can cease to provide financing. The result of “h:ia
option would either be the ending of ongoing operations of SEFO anc a
winding down of i1ts affairs, or at best, a reorganization to eliminate
the uncollactable portfolio, reduce the staff and overational costs,
end a resulting smaller organization commensurnte with {ta current
loan activaity. Tha capital presently invested would be written e,

“and creditora would recover only a small portion of the:r i1nvestmen=c.

2. Donors can assist SEFQ aa 1t currently operates. This oot:.cn
involves a continuing commitment of grant funding sufficient to cover
operating costas of approximately S$350,000.

QY

3. Donora can seek a restructuring of ¢
new line of clients who will be more likel t.o revav loans. Th:
e€valuation presents in Chabter VI a recommended strategvy for sucn 2
change.

he operation to developn
v

in

B. PROJECT IDENTIFICATION. ACCUISITION AND_ANALYSIS

c7 wall-ins. on
hat “hev hearc cof
satatea that DT

The majority of SEF0O clients are the resuls
Quaestioning the clients, the majority 1indicated <«
SEFD throuah a friend. (See Chapter V Cne client
approached SEFD throuch "de~peration'. For the three cuarters erce
Septembar 30, 1985, a total of 97 sapnlications were accecte:x. z
thoae, 10 were referrals fronm NIC and 7 were referrals from 2AS.  Cnow
34 or 35% of these applications were fullv evaiuated, and Jua or -5
wWare approvecg. No recoras w&re available to determ:ne *he numbcr
Which were si1]11 peing consideres, the number withdrawn, or =

rejecteaq during the processing cyc.e. RECOMMENDATION: an app.ication

L
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agreement on the need and reqguirement for further development work.
The agreement provides for a parallel working arrangement with +he
impediate prospective loan client by a BAS B.0O. and a SEFO analyst,.
BAS is to es-ablish the "physical®" parameters (market, procurement,
production and distribution), and SEFO the financial parameters, A
review committee consisting of the SEFO Projects Manager and the
axpatriate advisors to both organizations will assess and apportion
the investigative work to be done.

In loan approval and disbursement., BAS has only an advisory role.
BAS may be requested by SEF0O to obtain evidence that the disbursement
conditions have been met. Collections, calculatiors and enforcement
are solely the responsibility of SEFO. Both SEFN and BAS have post
~loan monitoring rolea. BAS has the role of asasiating the client 1in
record keeping, market analys.s, management principles and procedures,
production rpractices and education as to financial responsibilities

and obligations. All other functions (collectiona, enforcement,
legal, loan adjustment or workout,) are the reaponsibility of = C.
Each organization will maintain and provide the other wi*h records of
contacta and services provided to clients. Both organizations will

develop together entrepreneurial training and development sem:nars.
Reporting requirements are to be requested through the Proiect Manaager
of BAS and the Managing Director of SEFO.

There is a divergence of purpose and a rigidity in action between
the two organizations. There is a lack of cooperative effort cocn %he
working level of the organiza+ions. The B.0O.’s of BAS do nc:
regularly discuss the problems of the clients with the prolecst
analysts of SEFQ. There have been 1nstances where the B.0. nad been
working with a prospective client, only to £find that the cl:ient nasz
cdirectly contacted SEFO for financing without any 1input from tne 3.0,
Cliente complain to uhe 2.0.”’a (their contact) concerninc errors
demand notices. 3.0 may diacover that a client 18 11 seriou-

Al

P

business trouble. 1 these circumstances result in memorancum fro-
the Trelner/Adv1sor to the Prolect Manager or the Managing l:irec-or,
often callecd “"Dancer Notice', Since the Trainer/Advisor arr:ivec .»
“he summer of 19895, he has 1ssued scme 120 such advigor:az. There Lz
-ittle feecbacxk, SEF0 management beliaves that BAS chculco, oo
acdd:t:ion o calling stitenz:ion to the oroblem, offer remecd:a. ac-:on.
EAS drovides to SIFO a schecule of the vizite to he mace T
3.0.%s, 3AS doea not provide a summarv of fne visite Srocen inTo ~he
Various cl:ient categories, Since BAS spence onlv anout 1S4 of Ltc
time on non-SEF0 clients and Drosnecis, such a report  would heln by
Clapeliing the perceotion bv SEFC that BAS 1s svendineg moss of .-
Elme ©n non-SEF0 activities. A ar1anificant portion of Ltne t.ne of “ne
flnanciyl Adviscr o SEFO0 18 aspent in  atiempiLing to CoOOrcinate Yo
8Clivitiea of BAS and SEFC.

“he uce  of memorandunm as 4 communications cev:ice 1S TinG
Consuming anc a waste o- recources,. C.ients are acsiansc to a =nrolscs
na.yet by SIFC ane to a B.C. ov BAZ, Person to  operscn coorcination
batveean the anaivat anc B.0. to resclve most croolems of the c.Llent

al 1 . . . -
fould pe fboselo.e without i1nvolving the hiaher leve.s of nanagenent.
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Certain rigiditiea and peraonality differenceas are preasent in

both organizationas. Management of both organizationa muat explore
thase diffaerences and agreae on action to reduce them so that attention
can be given to providing agaslstance to Liberian SSE’s.
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Extenaive digscuasions were held with the Project Director and the
Trainer/Advisor of BAS (both expatriates) to develonp the procedures

used for operations. BAS defines its miassion as agiving
business-oriented TA to Liberian owned SSE’s. Its major strategies
are:

a. Provide help to clientas 1n their exisating businesses (usually

"SEFO clients) with one-on-one viasits from B.0.’s.

b. Generate new business opportunities through seminars anc
one-on-one sessions with potential clients for SEFO.

c. Consult with SEF0O on analyasis of new loan applicationa anc
advise on approvais,

Althouah records are incomplete, BAS has produced aevera. .loarn
apniicants for SEF0, some of which have been aporoved and otahers are
peandinag. Under the current working relationship, BAS 18 O bde
'involved in the pre-application and application evaluation phases fcr
new loan prospecta. Tha bulk of BAS client activiiy 18 connected wizh
SEF0 prospective or actual client support:

Number rercent
SEF) active clients 1.4 1)
SEF0U prosnective clients 44 i=
BAS prospec:is for financial aassistance 57 P
Subtotal 2.5 62
BAS client with no loan prospects 34 il
| : L
:Not visited (SEFO new clients, litigation) 66 22
Total 315 100

BAS will work with anv Liper:ian SSZ which approaches :t or wh:izh

ft finas tna: neecs or wants TA. There 12 no time limit set ©on now
40ng BAS wil. work with a cliient, even one which does no%t Droaresc
88tisfactor:iuy. It expilcitly qoes not iimit itseif L0 worwino witirl
Cliente wh:icn might neec financina. BAS devotes a part of :ts “a.enz,

®%peciai.v 1vs expatriate supervisor’s time, davelop'ng new Duziness
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For a reasonable expectation of success of the new strateqgy and
of the SMEDS oproject. each manager must carefully review hia
organization, his staffing patterns, qualifications and performance of
enployees, budgeted coatas, utilization of resources made available,
relationships with each other’s organization, and all the business
reguirementa for successful operations. RECOMMENDATION: obricr to any
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EvaLvarion TERMS OF RBFEREr g

ARTICLE I - TITLE

SHALL AND MEDIUN ENTERPRISE DEVELOPMENT PROJECT (SMED), Project No.
669-0510

ARTICLE 11 - OBJECTIVES

The objective of this work order 1s to evaluate the Swall and Medium
Enterprise Development Project, including Tecomuneadations for
changes and modifications to the project and the Small Enterprise
Financing Organiszation (SEF0) and Business Advisory Service (BAS)

operating procedures.

ARTICLE III - STATEMENT OF WORK

The contractor wil) provide the services of a small cnterprise
specialist and s financias) analyst to performs the evaluation as
specified belov.

The contractorx vill agsaeng the Smlll Enterprise Fivancing
Organization in the folloving freas:

8. Reviev SEF0's financial performance and viability
prospecte, and recorpend Bessurcs to assist in ensuring

viahility,
b. Review capital structure and anticipated capital peeds.

€. Review progress wmade toward rafsing funds from other
sources and the {mplications for portfolio structure and
performance.

€. Assess the development banking and Planning practices,
especinlly ay they relate to project identi{fication and
developmrnt.,

€. Assess the loan application 4and approval proces¢ and
recoumend changes, as necessary, based upon performance to

date.

f. Assens progress tovard SEFO staff becoming self
suffic{ent, with special reference to the «collection
function.

£: Review progress toward computerizing asccounts and make
necessary recommendations,



Contractor will assess the Business Advieory Service in the
folloving areas:

8. The scope of BAS activities, including the strategy
enmployed and the relevance and impact on the Liberian
snall business environment. '

b. BAS productivity as 1t relates to SEFO's viabilicty with
particular attention to:

1. Progress made in improving loan recoveries.

2. Progress made in developipg viable newv 1loan
clients for SEFO.

€. BAS internal efficiencies and procedures such as client
load, coet per client, documentation and control of field
operations.

d. The ability of SEFO to absorb BAS functions at the end of
the Small and Madiunm Enterprise Support project.

e. Performance of technical conuultincy to clients and the

need for expansion of such services.
/ '

f. 1ln-house and external training needs for BAS personnel.

g§.-  Coomposition of the technical teac under the SMED project
and recommend appropriaste changes or modifications.

ARTICLE IV - REPORTS

The cootrator shall submit a draft of the evaluation to
USAID/Liberia, SEFO and PFP, withio seven days of leaving Liberia.
These organizations will reviev the draft and submit comments to the
Contractor vithin three days. The Contractor shall submit the Final
Evaluation Report, incorporating the above commerts, to
USAID/Liberia and SEFO prior to leaving Liberia.

ARTICLE V - RELATIONSHIPS AND RESPONSIBILITIES

The contractor will work under the direction of the Chief of Special
Projects 4nd Project Development Office, USAID/Liberia. The
Cocperating country liaison official {sg the Managing Director of
SEFQ.
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Cash and Bant Balances

Interest bearing Bank Deporite

Current aaturaties on Loans
LESS: Frovision for Losses

Accrued Interest on Loans

LESS: Provision for Lossec
Accrued Interest on Deposits
Miec. Debits

TOTAL CURRENT ASSETS

Loans Net of Current Maturities
LESS: Provision for Losses

Preoperatioral Expenditures (Net)
Equipaent & Leaseholg laprovg. (Net!

T0TeL ASSETS

LIAEiITTIES & NETHGFTr

sIz3aTIxpsIrrTsEITITTTo=:

CURRENT LIABILITIES

................. -~

Interest on Long Ters Debt

Accrued Expenses & Credit Balance

TOTAL Curreat Liabilities
Leasetold laprovesente
OTHER LIABILITIES
Long Tera Deb!
CAPITAL STOCH

DONATED Car1TAL
Actuaulated Less

Total Cepital

TOTAL LIABILITIES & CAPITAL

ANKEX B - |

SHALL ENTERPRISES FINANCING DRGANIZAT]ON
BALANCE SHEET (000)

.31, 1982, 1983, 1984 (AUDITED); SEPT.30,1985 (UNAUDITED) & DEC.31, 19BLIESTINATED)

Dec, 31 1982 Dec. 31 1983 Dec. 31 1984 Sept. 30 1985 Dec. 31 1985
Pat, 1 fat, 1 fnt, 1 hat, X hat, 1
21 2.2 129 11,6 A 2.7 iR 1.2 619 3L
200 20,0 32 28,9 204 16,3 381 19.7
10 1.0 294 26,7 485 38,5 504 1.8 428 2.9
(6.2 (3.9 (122} 9.7} 12 16,7} (120) (6, 4)
24 21,1 363 28.8 382 20.9 972 9,5
5 1.3 1) b 121 b.b
3 0.3 (15 {1.2) {15 (0,8 24 1.2
2 b 0.5 b 0.5 10 0.9
29 2.9 4 L 44 3.5 93 | 87 7
642 b6. 1 146 67.4 108 96.2 1028 36.0 1038 55,5
n 6.9 n 29,9 622 34,0 649 .7
{39} 4.7 {391 (3.2} (89) {4,8)
318 25.2 56,3 30.7 560 29.9
266 26,6 12 19.1 153 12,6 120 b.b 120 b.4
71 1.1 13 6.6 Iz} 5 &3 3.4 X Sa.
99¢ 100,0 1109 106.0 1239 100.0 1831 100.Q 1870 1. v
Dec. 31 1982 Dec. 31 1983 Dec. 31 1984 Sept. 30 198% Dec. 31 §9s:
Aat, 1 Aat, 1 Ret. 1 Aat, 1 Aat, 1
1§ 1.9 11 §.0 2] 1.8 T4 40
36 3.6 57 5l A 2.9 68 Jot
ol 5.1 66 b.] 65 5.2 125 6.8 142 7ot
15 1.2 19 0.8 15 0.t
792 79.2 1002 90.3 1447 113.3 1506 .2 1692 G5
155 15.5 425 38.3 4y 35.7 622 33.9 629 al.t
85 6.8 500 27,3 500 .7
{187)  (34.9) (802}  (43.7) (939 (531.1) (1101 1%6.9
155 39.0 3.5 (268  (21.3) 104 10,0 21 I
998 100,0 110§ 100.0 1239 100.0 1823 0.0 1870 100.0

I.Il“ll..lllllllllllll:lllllllllllll:lllllll:l PIRERZARBEEERX:

llll..-Il.:ll"llt:!.lll::ll:
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SMALL ENTERPRISES FIMANCING ORGANIIATION
INCOME STATEMENTS

YEARS ENDED: DEC.31,198%,83 & B4 (AUDITED}; SEPT.30,19B9 (UNAUDITED) & DEC,31,1985 (ESTIMATED

9 Nons,
INCONE Dec. 31 1983 Dec. 31 1984 Sept. 3¢ 198% Dec. 3¢ 198%
------ fat, I Ast, 1 Aat. 1 fat, I
Loar Interect 45 4.7 116 84,8 139 B4.7 185 B¢
Project Invest Fees; Cose, Fees 15 13.9 12 6.7 6 AN b .k
Penalty Charqes 2 1.9 9 5.0 10 6.1 9 4,
Interest fros Deposits 21 19.4 i 6.1 9 5. 10 e
Unreal Fgn Exchange Grain 25 2351 3 17,3
[ATAL INCONE 108 100,0 179 100,0 165 100.0 27 105,0
EXPENSES ‘
[nterest on Debt 68 62.9 2 3.4 62 37.b6 k2 37.¢
Coagensation 228 2ot.7 L 1363 168 109,
Professopnal Feec 11 10,2 17 6.7 9 5.4 e 147 ¢
Traved 48 L i e & .4
Deprecaation 1] 66,5 75 4.5 18 Je.d 8 M
Dthers pi3 2.7 ? 15,6 H o
b4 59.3 57 31.8
TOTAL CIPENSES 362 536.9 55 307.8 356 2.1 474 218
OPERATING LDSS before prov. for Loan Losses (1 36,0 (37D 207,86 (195) 118.2 {257 11t
Provision for Loan Losses (85} 63.2 (13 11.2 152, it
Operating Lose (338} 476.) (5031 281,0 (195 118.2 (305 147,
BRANTS 152 87 50 NTS
NET LDSS (386} 357.4 {414) 2.4 (145) 87.9 (255 st
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Current Maturjtyes up to | year
Natursties over ) yeir

T0TAL
LESS Allowance for Losses

KET Loan Portiolso

SMALL ENTERPRISES FINANCING ORBAN] AT ION
PORTFOLIO0 ARALYSIS

Dec. 31 1963 Dec. 31 1984 Dec. 31 1985
Aat, 1 Aat, 1 Aat, 1

294 79.4 465 36.2 428 39,

......................................................

373 100,90 862 1.0 77 104,0

--------------------..------_.---.-_------_---...-..--

31 813 681 79.0 858 19.7
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ANNEX D

“he samall and medium s8cale enterprises which are the focus of
SEF0"s attention and the Bource of 1ta clients are for the most part
businaesses with a single owner, or at moat, a very nmall aroup, The
owner aencrally has a particular sk1ll, and as a natura) cevent prefars
t0 ozus huns  attention on that nakill, The trained engineer will be
primarily interested in deasian  and procuction, v.he saleaman 1n
marKetinag, The other functions ©7 his business are not as 1nteresting
And CAan raceive inadeouate attention.

The Yasace functionas b3 a busineas are four: (1) malesn or
rarketinag, (D) LIoCurement, (3 oroduct:on, and () distribution.
rinance can bee cona:dered an the fuel that malon the buainess run.

a¢ Drocenn of bDre-aoplication, Drojrect Aanalveia, and post-approval
cCouneel . na anag evaluation ~hould be aimed at innauring that the
cntrenreneur recoanices all functiona of hia buniness, understands how
cach  relates te the other, and devoten adequate manaaerial time and
reacurceas to each, he analyst ahould probe and the owner ashould have
an adeguate recnonse to  the followinag guestiona. The answers will
3ive an 1nsiaht 1nte the Ranaagerial capabilities of the busineaaman.

. Market - The fnilure v most SS5E’ns can usually be traced to

1hadeouate revenues from the nroduct or sorvice. The owner should
have adacuate roecponees Lo the following:

a. To whom 14 thae product ao0ld?

b “hat doma the customer do with the product?
< What 1a the price?

d. Where do the cu=tomera buy now?

o, Why will they buy from thia buninens?

The answers 1o thene quertionn should raveal the type and magnitude of
the custoncra, vhether the custorner fs the final user or not, whether
the market {n terma of unit volume in arowing or not, the extent and
“trenarh ot comnetition, and the ability of the busineas to capture a
ahare of the marbet nufficlant for ndequate return on the inventment
And resavrent of Che loan.

. Procurament - The availahility of adeauate resnourcea,
Rateriain Aand  nervicen to produce the product or nervice to meet the
“roected market reguirementa heedns  to  he ancertained. The following
auentionn chould he evalunted,

", Whnt nre the mAatertala, reacurcen and nervicen  required
LGomraduce e product ?

b, Are thene avatlable in nauf{icinnt auantitiea  with
Adeqgunt o quality now, and wil) they be available aver e 11f0 of the

loan?
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How will these resources be brought to the site of the

d. What are the current costs of these resources delivered
s'te, snc whet are these costse expected to be over the life of
?

ot

o) the
~he loa

The recvonzas tc  these questions should reveal the sources of raw
matcrialc and other resources, vti1lity reguirements and availabilaty,
T neans of delivery to the businese, and the financiai reguirements
for thelr acculelt:ion. rarticular attention needs to be given to
Lose ltema whlch muct be imported and the source over the term of the
.oan 0 the necessary foreian exXchiange.,

2. Jruoduction - The process of producing a saleable proauct or
pervice oy util:izina the imputs of labor, material and resources nust
e examined. The followina questions are pertinent.

a. Is an avoropriate technoloqgy used?

k. What aore the fixed carical elements reguired to produce
the oroduct, are theae availatle, and what are their costs?

<. Is trained labor aveilable and what 18 1ts cost?

d. What conaotraints on production exist or may occur such as
cnvironmental, government, labor, ete.?

A resnonteas Lo these guestions ahould reveal the adequacy ancd the
onriateness of  the technoloav, the coet structure of production,
na the npotential pottlenecks that ma occur.

strabution - The  product or service must reach the

. ~
b ot

i
sustomer  in the auantit.oes reguired and  at the time desired.
Evaluation of the following guestions 16 needed.

a, How 18 the nroduct delivered to the customer?

L. What are the costs and comstrainte on diatribution, such
A availabilaity of transport, location with reapect to the customer?
c. Are adeauate warehousinag facilities available and at what

coat?

Auvtronriate ancswers to theae quentions will determine if the busineas
har celected the anpropriate market, has adequate ntorage facilities,
and  tan  deliver the  product  or gaervice to the customer in the
Cuantitiens and at the time the cuntomer wants.

5. Tinance - Only when  adequate annwers are obtained to the
ahove aguestions can Aattention be pasd to the financing of the project.
Then the answers to the followinag guentions are necensary.

a. How much money 1a 1enlly needend?

b Whnt are the scurcen of thins money?

c. What are the suitable and realintic terms of repayment of
the moncy borrowed?

AN
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d. Is the return on the emplovment of the monev sufficient
for survival and growth of the business?

Answers o hese guestions will determine the appropriate need and
source of the funds, the sales levelas needed to generate the cash flow
+o renavy theé  borrowed funds, and the need <or scheduling cthe
c.sbursement and revayment to the expected reguirements ana casn flow
4 ousiness, Financial analyais must focus on the apbility of the
ior of ‘“he business to generate the nacessary profits and cash
Lo meat the iocan reguirements. Collateral, while taken as a
iocwnsice risk curtailment, should not be considered i1n determining the
vianliilty oY the business.

zven 11 all ‘he above quesztions can be answerea satiafactoraily,
There 13 no ascurance that the businesn wiil survive and prosper.
Succesns will devend uporn the mar agement of the resources by the owner.
Yanagement ability 138 & qgualitative factor which is  not emsily
ceternined. Nevertheless, 1n ‘he asking of the quantitative guestaions
sintec apove, the analyat should gein an insight into the managerisi
canapilities of the entrepsreneur.

(_L'\(;

v
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Annéx £

DISCUSSION GUIDE
LIBERIA SMALL AND MEDIUM ENTERFRISE

INTERVIEWEK DATE OF INTERVIEW
BUSINESS OFF ICER

HOUR STARTED/F INISHED

EXPLAIN PURPOSE OF INTERVIEW

RESPONDENT 'S NAME AND ADDRESS

ARE THERE ANY GROUPS OF BUSINESSPEOPLE OR CLUBS IN WHICH YoOu

CAN GET TOGETHER TO DISCUSS PROBLEMS® CHURCH GROUPS” OTHER"™

DATA ON ENTERFRISE:

NAME

ADDKE SS

TYPE (S50LE FPROPRIETOR, LTD., ETC.)
DATE FORMED

OWNERS

WHY ENTERED THIS BUSINESS

W\



(&}

CLIENTS

COMPETITORS (PROBE FOR CONCENTRATION)

PKRODUCTS SOLD

DO YOU SELL ALL YOU CAN PRODUCE?

DO YOU GIVE CREDIT, TAKE DEPOSITS, ETC?

OTHER BUSINESSES YOU'RE IN

PRESENT DAILY SALES
PRESENT MAJOR BUSINESS ASSETS

ENUMERATE MAJOR COSTS (CONFIRM THAT S -~ & IS OWNER'S NET
INCOME)

DO YOU CURRENTLY HAVE ANY ACCOUNT ING RECORDS?
ARE YOU KFEPING YDUR RECORDS DAILY/WEEKLY/EACH TIME A SEFO

SUPERVISOR COMES TO VISIT?

({



10.

4]

WHO SET UP YOUR RECORD-EEFING SYSTEM®

DO YOU MAKE YOUR OWN ENTRIES OR DOES SOMEONE ELSE?

PRESENT NUMBER OF EMPLOYEES® FULL-TIME PART-TIME

RELATION TO OWNER
LOANS BUSINESS HAS RECEIVED (PROBE FOR LBDI, LFTC, AG. DEV.

BANK, HOME SAVINGS BANK, MONEY CLUB, SUSU, SEFO0 LOANS)

LOANS OWNER HAS RECEIVED (PROBE FOR FAMILY LOANS)

DO YOU NOW OWE MONEY TO ANYEHODY" WHO"

DO YOUR SUPPLIERS GIVE YOU TIME TO PAY THEM? DOES THE PRICE

INCREASE"?

WHAT DID YOU DO TO CONTACT LENDERS (PROBE FOR ROLES OF BAS

AND SEF0)?



it.

DESCRIBE PROCESS YOU WENT THROUGH TO RECE IVE LOANS AND TIME
FOR EACH STEP (PRUBE FOR DECISION ON LOAN SIZE AND UGE AND

EFFECTS OF DELAYS

INTEREST KATE, NUMBER AND SIZE OF PAYMENTS AND FURPOSE OF

LOANS

ACTUAL USE OF FROCEEDS

DESCRIBE VISITS OF COLLECTION OFFICER OK DTHCK COLLECT ION
STEPS:

WHICH PAYMENTS ARE M3RE IMPORTANT FOR vOU TO MAKE THAN SEFQ
PAYHENTS? Wiy

WHICH ARE 1 255 IMPORTANT 2 Wiiy"



WHAT CHANGED IN YDUR BUSINESS AFTER RECEIVING LOANS (PROBE

ESPECIALLY FOR INCOME AND EMPLOYMENT INCREASES)

DID PRODUCTION/SALES AMOUNT CHANGE? WHY "
DID BUSINESS ASSETS (PROPERTY) CHANGE? WHY?
DID PRODUCTION/SALES METHODS CHANGE? WHY"
DID YOUR SUPPLIERS DR CLIENTS CHANGE " WHY?

DID YOUR INCOME (DETAIL AS IN S AND 6) CHANGE? WHY™

DID THE LEVEL OF EMPLOYMENT CHANGE (PROBE FOR FULL AND PART-

TIME, FORMERLY EMPLOYED VS. EMFLOYED) ? WHY?



14,

15.

16.

WITH IMPROVED BUSINESS, DO YOU HAVE ADDITIONAL OBLIGATIONS TO
FOLLOW GOVERNMENT REGULATIONS SUCH AS BUSINESS REGISTRATION,

TAXES? HAVE THESE ADDITIONAL BURDENS BEEN MORE THAN OFFSET BY

ASSISTANCE?

OTHER EFFECTS OF LOANS:
SUPPORTED/STARTED OTHER BUSINESSES
MORE LEISURE TIME/EASIER LIFE

MORE TIME FOR PRODUCTION VS. TRIPS TO SUFPFLIERS AND CUSTOMERS

CHANGES AT HOME - EDUCATION, HEALTH, ETC.

MANAGEMENT AND TECHNICAL ASSISTANCE YOU HAVE RECEIVED (PROBE
FOR PROJECT ASSISTANCE: DIFFERENTIATE T.A., APPROPRIATE

TECHNOLOGY AND HARKETING, ACCOUNTING/RECORD-KEEPING.

WHAT DID YOU DO TO CONTACT TECHNICAL ASSISTANCE FROVIDERS

(PROBE FOR ROLES OF BAS AND SEFO) "



17.

18.

19,

DESCRIBE PROCESS YOU WENT THROUGH TO RECEIVE TECHNICAL
ASSISTANCE AND TIME FOR EACH STEP (PROBE FOR DECISION ON

TYPE OF ASSISTANCE)

WHAT RELATION DOES THE TECHNICAL ASSISTANCE HAVE TO LOANS?

WHAT CHANGED IN YOUR BUSINESS AFTER RECEIVING TECHNICAL
ASSISTANCE (PROBE ESPECIALLY FOR INCOME AND EMPLOYMENT

INCREASES)

DID PRODUCTION/SALES AMOUNT CHANGE? WHY ™

DID BUSINESS ASSETS (PROPERTY) CHANGE" WHY?

DID PRODUCTION/SALES METHODS CHANGE? WHY?

DID YOUR SUPPLIERS OR CLIENTS CHANGE? WHY



<0,

DID YOUR INCOME (DETAIL AS IN 5 AND &) CHANGE? WHY?

DID THE LEVEL OF EMPLOYMENT CHANGE (PROBE FOR FULL AND PART~

TIME, FORMERLY EMPLOYED VS. EMPLOYED)? WHY?

WITH IMPROVED BUSINESS, DO YOU HAVE ADDITIONAL OBLIGATIONS TO
FOLLOW GOV'ERNMENT REGULATIONS SUCH AS BUSINESS REGISTRATION,

TAXES? HAVE THESE ADDITIONAL BURDENS BEEN MORE THAN OFFSET

BY ASSISTANT"

OTHER EFFECTS OF TECHNICAL ASSISTANCE:
SUPPORTED/STARTED OTHER BUSINESSES
MORE LEISURE TIME/EASIER LIFE

MURPE TIME FOR PRODUCTION VS. TRIPS 70 SUPPLIERS AND CUSTOMERS

CHANGES AT HOME - EDUCATION, HEALTH, ETC.



21.

22.

23.

24,

WHAT WAS THE MAJOR EMPHASIS OF THE TECHNICAL ASSISTANCE?

WHAT 1SSUES WERE DISCUSSED"

WAS CREDIT, ACCOUNTING, MARKETING, PRODUCTION TREATED?

WHAT DO YOU FEEL WAS THE MOST IMPORTANT BENEFIT OF YOUR

HAVING RECEIVED THE TECHNICAL ASSISTANCE"

WHAT WERE YOUR MAJOR PROBLEMS BEFORE LOANS/T.A%

WHAT ARE THEY NOW?

OTHER SOURCES OF LODANS (PROBE FOR INFORMAL LENDING AND
SUPPLIER LENDING) AND TECHNICAL ASSI1STANCE WHICH YOU OR

ACQUAINTENCES HAVE KRECEIVED?



25.

- 1() -

WHAT ARE YDUR FUTURE PLANS OR NEEDS FOR BUSINESS GROWTH?

CREDIT? T.A? RELATIONS WITH SUPPL'ERS/CUSTDHERS/COLLEAGUES?









ANNEX H

A key assumption of any small-scale enterprise (SSE) aasistance
prolrect which intenda eventually to breask evean 1as that enough clients
wi1.l entar the project to allow 1t to reach reascnable lending =acale
‘say 500-750 loana aversaing S$1,000 to S5,000) quackly (say within
three years) at 1low enough default/delinguency rates and operating
costs to break even at an interest rote charged which 18 well below
clienta”’ return on invested capital. A supporting assumption 1s the
supposition that there 10 ow enough generally applicable accumulatea
worldwide experience with SSE-aassistance projects to allow a project
to develop plans and peliciee wvhich will provide clients with help and
control Dbut alsc have a good chance to lead to the project’' s
viabilaity.

Thia Annex outlines a a general model by summarizing a few key
leasons which aexperience with successful and unsucceasful
SSE-asaiatance projects i1n Latin Amarica, Africa and Asia teaches.
Moat =tatementa below do not carry references because chey are
generalizations {from recent experience in 14 countries, conference
presentations and study of papers, mostly unvublished. The reader
seeking further corroboration of details might wish to consult some of
the references in the bibliography.

A good rule of thumb in designing a succeaaful SSE-aasistance
project ia "make it big and keep it aimple". A satatement such as,
"Siagnificantly increame incomes and s8suatain or increase employment
leveln of seloc*ed nmeyments of working poor, while covering all
project cosats,’” is challenge enouygh. Projects which add objective
elements tuch aa increasing the average aize of firms aided or
davaloping new assaintance institutions tend to mix strategies into
objectiven (therefore decreaning project flexibility) or make such a
daunting aet of objectives that the riask of project failure becomes
unacceptably high.

Succesnful projecta can support creation or sustain a job for
oach £500 - S$2,000 loaned and increase owner’s income and payroll in
the 25 - 40X range during the first year of a loan. There {ir lesas
evidence for accomplishing this on a significant ancale (noa mection
below), since only the mont recent projects tend to have portfolioas in
the thousanda of loanes while the number of SSE’a in a nmajor city ia
maennureoed in thea hundreds of thounandn (e.g. Lima, Peru, with 5.5
million population has 300-500 thousand SSE’as)

O



MARKET SEGMENTATION

As stated., the total number of SSE’s in s given operating regqion
almost alwavs greatly exceeds anv imaginsable project’s organizational
or =zf1nanc:ial assistance resources. This provides a great luxury for
projects and one wiilch successful ones expbloit: define and serve only
~nose market segments (homogeneous groups of SSE‘’s) which can pest
benefit from those resources the broject can provide, ana wihc! are 1in
3 position to repay those resources without too much supervision. The
parailel witn other succesesful marketers 1s clear,. Nerceaes-Benz
ceeks out and serves seagments ot the automobile buying market wnich
apopreci:ate hian performance and luxury, while at the same time are
able to affora tne high price. All Merceaes product design, marketing
anc pricing azcisions are geared to the selected market seaqments
{tarcet group). There 1s no talll of the ‘averadge car puver’s
oreferences.

in the case of SSE-assistance prolects, astute market
segrentation does not mean excluding the poor: SSE’s  are def:ned as
vbeina owned by poor people. Almost always, employees are poorer
=t11ll. Proper segmentation merely assures that the minority of the
total 55E market which a project has resources to reach wi1ll be those
segments most likely to benefit (in terms of projlect oblectives) from
Suc. asaistance and to be able to rotate the resources so that more
SSE' . can be reached in the future.

Some of the SSE-market dimensions along which succesaful projects
segment are as follows:

22hkls_return_on_invested capital: Probably because capital is so
exvensive and scarce, many SSE’s which have survived for a few vyea:s
achieve very high (40% p.a. or higher) return on invested capaital.

Those which do not generate such returns cannot produce the cash flow
to pay off loans or the margins to afford to purchase on credit at
prevailing informal-sector interest rates (often 1n the 20 per month
to 20’ per dayv range) and so fayl. By selecting high-return firms as
customersa, succeaaful projects can avoid backina cnterprineas which are
en route to failure and can leaimately charge interest rates in  the
25%-35%X p.a. range.

Type_of businens: Many projects which start out denlipg with all
sorts of businesses find later that succesnful customers tend to fall
into 5-10 businccs categoriesn. These vary by location, but the
limited number allows loan officers to develop rapad, effective
Screening techniaguen. Therefore a good strateqgy for a new project ia
to plan to channel mont  project  resources into a limited number of
cuatomer businenne tynes - without, however, conzentroating the
nortfolio ao much that the prolect’a success 18 tied to the fortunes
of on¢ or two industrics - as  soon  as experience indicates which

businecs types to concentrate on.



Key businesas needa: Gross (see bibliography) characterizes two

sets of assumptions, A and B, which brojlect management may make about
the key business needs of their SSE customers.

“"Type A: The microentrepreneur does not know how to use credit
effectively, For this reason, before loans may be disbursed, the
proapective borrower must rece.ve training 1in accountina, cests,
marketina and vcersonnel menagement. The entrepraneur does not know
hils business sufficiently well, aeither. Therefore, he should pass
~hrough the <stages c¢f pre-selection, aelaection, diacnosis, and

crainina, which will e€nable him to better understand his businass.
Without this educational procesa, credit will probably do more narn
thaa 4aood for the entreprenaur, indebting him to the point wnere he
cennot cancel his loan, affectively eliminating hias chancaes of
racexving other credit, Besides, many micro-entrepreneurs really do
not need credit. what they really require is management training.
Think.ag  that their primary need 1a cred:it, many microbusineas people
tabk- the required training courses in order to raceive it. During the
Trnagenent trainina period they lzicrn how to use their own resources
petter and realize that, in reality, they do not really need credit."

"The preminse of the Type B model may be gummarized as follows:
-ilke their counterparts of the largae, medium and amall husinecs
sector, the microbusineas needa capital to function. The major
obastacle to expansion of the microbusiness ia not managoement training,
but credit assistance. The microentrepreneur knows how to use credait,
1f 1t .8 cdisbursed in the amall amounts he 18 accustomed to using.
The microentrepraeneur needs training in the use of credit, but the
nost cfficient manner to learn to use credit is precisely by using it
in his busineasn.,"”

A project desirinag to break aeven should serioualy consider trying
to select clienta matisfying Modael B bascause a Hodel A atrategy has
been shown to rarae‘v, if ever, break aeven.

Technical asniatance_ _lavel: Projects which fcllow Model B
largely avoid the problem - unsclved so far - of highly aubsnidized
tachnical asaiatance (TA) componentsa. As private-sactor marketers
not corrospond to what they really neod. Thus, in SSE assistance
projects offering major TA componentns, customers are typically willing
to pay fees in the range of 2-S5Xx of the amount loanad. When
queationed, customers often may that they conaider such paymaenta part
of the cost of the loan, which they are willing to pay not because
they value TA, but because, aven with the “murcharqge®, the tLotal cont
of funds 18 below that of {nformal-noctor loans. However, aiven that
TA contn ars  rarely below £100 per customer, the averade loan aize
would have to be in the 3,000 arra to allow the “murcharge’” to cover
conta. Experiaence nhown that {t ia risky to make loans _hin large, at
least at the beqginning of the relation with the customer, at which
time TA 1n generally given.



Succeaaful projecta achieve low delinquency rates (payment one
cday or mnre overdue but loan not in default) and default rates
(ugually 4 S0 day or greater delinguency;: sometines 180 days) in the
3-12% and 0O-2X rangea respectively, by building riask management
strategies into all phaseas of their operations - eapecially customer
gelection - not just their collection policies. Some successful
strategies are as followa:

ESDQ-_99&!--EQ--SK&93199__?9219299923 Contrary to =some early
theories, running an SSE tende to be a permanent vocat:icn. This means
that owners are very often mature people who have had up to 20 years
of experience in their chosen indusatries, first as employees, then as
owners, There 18 thus likely to be an ample poocl of establiahed,
proved applicants, run by aerious people 1in businesas for the lona
haul. The best way to help startups is probably to lend to these
exlating SSE’=s . which will then hire young peoble and give them the

experience needed to start their own businesses.

Determine present capacity to _amortize _future_ _loans: In their
application acreening procedures, successful projects usually
concentrate on determining an applicant’s minimum net cash flow over
recent monthsa. Initial loans are then linited by the raquiremaent that

minimum past cash flow be some nmultiple (say 2) of the project loan’s

monthly amortization raguirenment. Thus the wundertaking which the
proceeas are used for can fail to i1mprove cash flow, but the cuatomer
can staill repay. I¥ <the wundertaking 1ia aucceasful, then the

application for a subsequent loan will automatically yield a higher
loan limit.

Cred:it_agility: SSE ownera ere usmed to paying very high rates
for informal-sector credit but also to receiving it gquickly. Projects
which delay more than & waek from receiving an application to

disbursing funds (or turning down the application) tand to build two

problems for themmelves. Firat, the customer perceivea that the
project is not businaesslike, i1n the terma he is usmaed to. Therefore he
tends to diasregard mubsequent demands for loan repaymeant. Second,
circumstances are apt to change quickly for SSE’s. An undertaking

which makes sense at the time of application way dapond upon an
opportune purchese of inventor, or a seaasonal salas upturn. Loan
aprroval delay can force the SSE to devote the funda, when they do
arrive, to less profitable use, thereby lowering hia ability r[ repay.

Tallor _auaranteen to SEE__circumstancon: An ntated above,
succernsful projectse bane lending decisions  on applicantn’ cash-flcw
cnlculationn and buaineas/personal astability. This reduces the need
for ordinary collateral, althouah projecta do take title to cquipment
which loann finance. In place of collateral, many projects have had
succrenn (napecially in Latin America and Acta: in Africa the record 1o
nut A7 nood) with solidarity-qgroup Jending., Under thisa arrangement, a
loan  officer will require an individual applicant to bring toqgaoather

4-10 snimilar SSE’s, alJl of which will apply and be Jointly and


http:uccr-.rs

-5

severally responsible for repayment. Horal pressure to repay thus
comes poth from the project and the customer’s peers,

On a level above SSE loane. wholesaale lending to projects muat
accept tne fact that almost all SSE’as operate purely domestically.
“herefore they need to borrow in local currency and will repay in 1t.
This means that 1s 1s usually inappropriate for projects or national

umbrella agencies to bocrrow hard currency. International guarantees,
in wnich hard currency remains abroad but backe up local wholaesale
pborrowing, 13 an established solution for large businesses, especially
muitainational subsidiaries, and has had some success for

SSz-assistance projects (sea bibliography).

feep__up_ro_date _on_delinguencies: Az an S3E loan becomes longer
and longer overdue, the chances that it will be repaid at all decrease
arastically. The probplem feeds on i1tself because the project quickly
gete the reputation of being “zoft". This encourages other customersa
o delay paynents. Also, remaining funds have to go o new customers
ratner than present, delinguent ones, thua diverting staff time fron
collection efforta. Tactics to encourage prompt payment - such as
reminaing the customer a few days before the due date, charging o

late-payment. fee which at lesst covers eaxtra collection costs, and
automaticaliy (without Board approval) giving serioualy delirnguent

accounis to a tough collection agency - work. However they depend on
excellent, up-to-date records, which are very often a project weak
point,
SCALE

What progress there 13 on the acale question indicates that three
strateglies are important:

Marshal private-sector_ local-currency_ lending resources: Charge

Sustomers interest rates which allow project borrowing at local prime
and mobilizing local savings.

Hinipize aubmidized project bottlenecks: For exampla, obligatory
A, partially aupported with low-comst or grant funde, limita project
:Xpansion to the aveilability of these funds and de-motivates local
iirector involvement because of the uncertainty of future funding

waillability and fearas of “outaide meddlang®.

Avold, or_grow beyond, _dependence _on__one apucial leader: HMany
)rojectns owe their success to an especially able, deu'cated leader.
'lust an  with Llarge companian (te.qg. Ford Motor Comp=ny), mscale-up
ittempta in thene casesn often provoke a mansaemont.  crinia.  For

succeesful scale up, projects munt build in stratecies to avoid this
'risis (nee baibliography).

‘ONCLUSTIONS
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ANNEX J
THE STRATEGIC PLANNING PROCESS

SHALL AND MEDIUM ENTERPRISE DEVELOPMENT AND SUPPORT PROJECT

<. Situation analysis.

a. Definition of SMEDS oblectives.

. Market description, including characteristics of market
seagments which SMEDS merves or can serva.

c. Identif.cation of external factors, especially other
sources which potential clients have for f1lling their critical neeés.

a. Analynsis of SMEDS performance to date. (mee evaluation)

e Descriptior of some brojaects with goale similar to those

SYEDS, with outline of thear methodologies and results. (see Annex

0
TS

s. veterrminat:on of SMEDS abusolute strengths and weaknesses

and those reletive to other similar organizations.
2. Objective and citrateqgy defination.
a, Characteristics of present operations va. nine key

@xpancion 1ssuan found applicable worldwide in similar projectsa (see
Annex hH).,

b. Description of past and present SMEDS mtrateg:ee. (ace
evaluation)

c. Detailas of savecific reguirementa for strateqgiesa. (Sce
evaluataion)

d. Definition of future strateqies and steps to achieve

them,
e. Summary of strateqic ianues to be resoclved.

3. Analysis of strategic plan.

a, Financial projectiona and other performance measurements,

L. Analyaias of the plan’s riak.

c. Implications for management atructure and actions:
communicationn and controls.

4. Recomnmendation and approval.

a. Concurrence among internal management and adviaora. (SEFO
and BAS).
b. Presentation and approval of Board and donore,
S. Execcution.
6. Mearurement of Reaultas,

7. Modification of Plans.

1§
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Brobebly
Lack success models.

Motivated tc survive - upcountry fallback?
Willing to risk own capital,
See business ac part of extended famly,

LESSDNS LEARNED

Evaluation description and fandinge.
Pegcription
Client survey,
Staff intervicws,
Interviews of other professiocnals.
Financial analymis.
Review of loun portfolrn for viability,
Strategy recommendations, including path to viable
portfolio.

Findangs

Lact of concencus on BAS/SEFD relationshaip,

Uncoordinated client acquisition =fforts.

Loan analysis fails to predict client business
perfo mance, especially nales.

Loans tou large and long-term.

Overconcentration of TA resources on a few clients.

Erphaciu on record-beeping TA, 1nsufficient
attention to marleting.

bood e, patriats nupport, dediceted stad4.,

Marketing T4 training needed.

Lecih of agrecgive collection Lysten,

Good progrece on Computerization.

Heavy relirance on expaensl ve cspatal, management
maling cfforte to change.

Laclk of management information wysten.

Require adgditiorn of $400,000 to write.of; reser ve.

Postibility ot viadle portiolio with donated
Cepital and targeted, roordinated efforts.


http:write.of

IN BHORI

Whet business e-e we 10 DEW?
Providing intensive, loosely-linked major

finance and T.f. services to small number
of firms 1n segments JII-1V (mostly
commerce) of Liberian §.5.E. asector.

Whet ere pur strengthe?

Concentrate on two of segments’ major cratical
needs: finance and accounting.

Dedicated, well trained and sensitive K.O. s

Industricus analyste.

Already talen mound first steps to co-ordinate
ti1nance and T.A.

Eusinerslike interest roter and )Joan contract
format.

Access to succesnful experience 1n other
countries through enpatriate advisors.

Accers through top menagement and board
to Libe-tan mainstream.

Serving segments with potential to benef:t
f{rom wconomy s declinez.

Record of muccecs with some 1ndsvaidual clients.

Alrec«dy have i1ndustry erperience and
managrment s=lall.,

Serve markete relatively {mmune (or
benefitting from) overall economic
declaine.

Deal with ewusential, meco-marbet products.

Froject adentaifried 1-2 bey constraints,
(which project can alleviate) to
firm's profitable expanstion,

froject provided gnly those resources
cratical to alleviate key constraints.

Follow-up supervision keeps client
concentration on key elements to
businecss suCcCcess.

Only act in town.

What pre pur wealnegsnpe?

Lazl of contensun on
Terget segment o,
Belaence of 1.6, and $f1nance
Undue concentration of riwl .
Few clienty.,
Selectynn reach,
Time before loan epproved.
Over vatur ated with antets,
kemoves {1ervabiltty
Overenbistions ernalyearr effort,



Emphasis on term lending.
Fixed vs. working capital.
Selection of clients with little 6.6.E. and
industry experaience.
Raises loan risk,.
Overconcentrates T.A resources.
Collection efforts not integrated i1nto overall
supervision of client business disciplines,
Management focue on entering untried
and unfami]liaer business segments rather
than building on present strengths and
erpanding from there,
Insufficient spread on maj)or source of funds (W.R)
5.5%, below moxt optimigstic eventueal
cost of lending (10%).
T.A. efforts lack predictible scale-up potential.
Entirely dependent on dorations.
Not enough use of free or low-cost publicity.
Attract desirable clients.
Fresent client segmentz require more definition.
Large enough supply of cliente with:
Low rist projects?
Economically accessible?
Eventually benef:t from loans large enough
to allow viable (cover lending costs and
contrabute to T.A.) lending portfolao”

PHAT BUSINESS EHQULD WL BE INY

Eunilding relationstaps with the cream of segment 1.1-V
farmc an whiach we 3

Fi1ll their critical needs through ascending
progression of loans and loan-aupportaing T.A.
Generate sufficient interest/fee revenues to
cover SMEDS lending costa and contraibute to
T.A. costs. ’

WHAT SEQUENCE OF STRATEDIES LIKELY IO LEAD IO
SHEDS BUCCESS?

Orgpnize fpr vaability

Involve ey board, management and donors in

slrategrc plarmming.
Overlap Ta and Jending boar de.
Move towards unitied top management.,
Ciote gapr an nanegement anformation system,

Concentrate resources on future growth by
decadaing on wrate-off provision for present
clrente wnd handing portfolios to lawyer.



Build desired client profile through assessings
SMEDS strengths &nd needs.
Client segment numbers and nweds.

Congcentrate SMEDS resourges on ginQle
client-eeryice peckeae (well ene preduct)

Requirements.
Simple.
Keplicable.
Low-risel .
llee present SMEDS strengthe.
Fill SHMEDS need for viable portfolio.

Recommended sequence.
i, Attract applicante with desired client

profile (publicity, seminsers, advertising,
Jinle with local cos. and orgenizations,
R.0. canvassing).

<. Ascign each BMEDS espplaicant to k.O.

3. E.0. and applicant f11l1 1n one-page profile,
4. Fk.D.'s supervisor and banking analyst

apirrove within one weel fcor further contact.

5. EB.O. and applicant worl together to

develop loan applacation (mav.. 2 mos.)

6. Submit 2-page 1nitial loan applicat:on.

11,

12,

Applicant agrees to conditione (printed on bach

Three peere sponsor,
E.0. recommends.,
1o or lece, Ju-60 deye, 20 anterect,
working capatal for speci1fic purpose,.
F.O0. e supervigsur and banking analyst concur
within one wecl.
Committee recommends approval and Managing
director approves within one weel .
Money diepersed within one weel,
K.0. gives loan-supporting TA to claient
dur:ng term of loan,
One delayved peyment dimqualifies client
from future BMIDS participation, sponuors
noti1fied, SMEDS ettaches movable asscets.
Uror repayment B, 0. and claent carn prepare
1=-page renevwa) o e panuion application,
Limit 37000, J0-90 deyt, 227 1ntersot,
wOorbing copmrtel, specifioc pur pose.,
Approvel and rtcending seguence ag at,ove,
I4 cliert Joun potentiel 1L06G0 or le:s,
Inne-of-credst reletionstnn estabiliehed,
T.A. reduced.
For larger loent B,0., analyet &nd clarent
prepar e application,

/\l



Loant deviating from above sequence ahﬁ\
those greater than $5000 require Executive
Committee approval.

Brepare portiolip wtetus end ectien repert

Weellly for management, monthly for board.

Perform Jimited g)periments with gther lending/
JA packages aiter above paclage established ang

Sufficient grante or moft loans to raise gross
lendiny spread to 20%, cover BQOZ of TA, finance
1 - 2 foreign wdvirOore and cover new-pachkage
experiments.,

Implies about 450 clients at 35000 average loan
14+ BEFO/BAS local costs remain at 1986 plan
levels and annunl write-off reduced to 27 of
portfolio value, potentially achievable 1n 1989,



