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EXECUTIVE SUMMARY
 

The mid term evaluation of 
 the Small and Medium Enterprise

Development and Support Projects (SMEDS) was performed in January 
 -

February 1986. The purpose 
of SMEDS was to provide assistance to
 
Small Enterprise Financing Organization 
 (SEFO) through (a) financial
 
advisory service through a Senior Financial Advisor, (b) establishment
 
of a field business advisory service (BAS) 
 to assist in developina

volume and quality of loan applications to SEFO , ana (c) to expand

the capital base of SEFO 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 SEFO 
cannot be achieved within tne
 
SMEDS time frame under current operating practices.
 

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

b. The current portfolio has excessive arrearages and loss
 
reserves should be increased to an amount in excess 
of 35% of the
 
o-itstanding loans.
 

c. Loan analysis and evaluation is rigid. time consuming and
 
fails to predict client performance. Loan amount& are excessive to
 
the clients' needs and have too long of term.
 

d. The collection system is non-aggressive and inadequate,

which precludes significant recovery.
 

2. The continuing existence of SEFO beyond 
1986 will depend on

obtaining additional donor funds 
 or soft term loans. Ooeration-i
 
costs in 1985 were S392.000. and 
 were covered because of the 5415.,00

capital grant from USAID. Loans made in 
1985 totalled 25: coerat-nrc
 
costs per loan were over 5O.O00.
 

3. There is a lack of consensus between SEFO and BAS wnich ieads
 
to uncoordinated 
client acquisition efforts, and concentration of 7; 
on a few clients. 

a. Record keepling <
and files are not coordinat . a.AZ
Dusiness officers do not concentrate TA on the needs of 
the client as
 
revealed in the prolect analysis of SEFO.
 

b. BAS has devoted sion:ficant attention and effort 
-rn
Pursuina new fields of endeavor for L.iberia which 
mnant or might noz
 
result in applications-for financina from SEFO
 

C. Emnhasis of 7A given to SEFO clients nas been on recorzkeeping with insufflcient attention to other business functions,
 
particularly marketinc.
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Major recommendations are as follows:
 

1. SHEDS should adopt a new strategy to concentrate effort and
 
resources to locate existin2 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. SHEDS should develop a claent profile. Minimum
 
characteristics 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
 
employee bnsides the owner/operator.
 

d. A DublIcity campaign will be necessary to attract the
 
clients meeting the Drofile.
 

2. The SMEDS program must be reorganized to provide for the
 
unification of top management and policy direction of SEFD and BAS 
 to
 
concentrate energies on the new strategy.
 

a. A Liberian organization should be formed to perform the
 
BAS function. The organization would have a Board of Directors with
 
some common memoers with the SEFD Board. The Board 
 of Directors oI
 
BAS would be exoected to aooint as 
Manaqina Director the same zerson
 
chat iz Managlna Director of SEFO. Separate Dolicy. funcarn anc
 
administration would continue.
 

b. SEFD must establish an adecuate reserve for losse nn 
iii.
 
current portfolio. The reserve for loss on principal snou-c De
 
incrr.asea to G60O0: 
 the reserve for loss on accrued interest anc 
other c:iaraes should be increased to Si1c0,cCo. Loans over 2EO cav. _r 
arrears svould ne fuylv reserved aaainst. 

c. A field collection system tust be estaolisnjea to ma.:e 
regular, timely and intensive efforts to collect at the owrners o" ac 
of business.
 

d. Prior to any commitment for additional financnrc,, oonc,rr 
should recuire that the manacement of SEF and the manacement of BAc 
present a a tho-ouan analvsis of their oraanizations, anc e:7ectve
 
changes be made 
 in onerations, staffing. costs. ttilization 0: 
resources, anc inter-oraanizational relationshios to meet the 
challenae of the new strateav. 

Adoption of these recommendations should redirect the k± ort an. 
activity of the SMEDS proiect to orovioe for aevelooment a=tvitv. A 
model was constructed for a ohaned increase in zctv.itv :o :,,ac. 
level of Dartia viabilitv Dv the enc of 1989. The mOce rcauIre
additional donor funaina for the TA oroviced ov 5AS. to Dartia"'. 
cover trLe oDeratina costs of =EFJ, ana to fund te new o¢,ans. * 

total of tnese funos over tne eriod 1986- 1989 i :.4.;33C. 0< or 
S 3 .300.oo over the fundin remaining in the S1ES bud, t for F-,se 
purposes.
 



CHAPTER I
 

BACKGROUND OF THE SMALL AND MEDIUM ENTERPRISE AND SUPPORT PROJECT
 

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 scale 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 (SEFO) was
incorporated in 
August 1981 as 
 a 
private Liberian corporation for the
purpose of assisting in 
the development of Liberian-owned and operated
small-scale productive enterprises by providing financial 
 assisLarnce.
SEFO gives preference to projects which aid 
 n the development of
Liberia by creating employment, increasing local 
vlue added, reducing
imports, increasing exports 
 and developing technical 
 and
 
entrepreneurial skills.
 

The initial stockholders were 
the 	 LBDI, Liberian Finance
Trust Company (LFTC) 	
and
 

and Partnership 
for 	 Productivity, Lioeria
(PFP/L). 
 FMO 	 provided an interest-free 
 loan of S250,000. olus
financing up to S1,375,000 at 2.5%. 
 Subsequently, 
 the 	 Interest-free
 
loan was converted to capital.
 

In 1984, the 
 United States Agency for Internationa Development.
(USAID) approved Project Number 669-0201, "Small 
and Medium Enterprise
Development and Support" 
 (SMEDS) . This 
 proiect finances a orogram
undertaken by Partnership for Productivity, International (PFP/!) to
provide technical assistance throuch 
a Busineas Advisorv Service 
(BAS)
and 	 uo to $750,000 in crant funds to 
aucment the equity canital
SEFO. Up to !500,000 of the arant 	
of
 

funds were to be mrovidea without
condizion, with the remaining 
$250,000 to be disbursec onay upon
evidence the 
 SEFO had ootained an equal 
amount of ecuitv canita-' or
"soft" 
loans from other sources. 
 As of December 31. 
1905, 00.0CC
had been disburned under thin arant to 
SEFO.
 

Under the BAS program, a field service 
 is provided to azniz:
existing and 
 otentia. SEFO 
 clients tnrouah marketina and Dusiness
develooment work 
to attract 
potential borrowers, identifv and specify
prolects and loan reauirements, assist in 
 loan application
preptration, 
 and advise and monitorina the Droaress of SEFO client
 
business.
 

BAS is funded by USA:D through 
 PFP/I and is manaoea separatel-v
from 	SEFO.
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B. SCOPE OF WORK FOR THIS PROJECT
 

The SMEDS Project was scheduled for a life of 5 years with a
 
midterm evaluation in 1987 and a final Ovaluation in 1989. Due to the
 
economic conditions in Liberia, the financial condition of SEFO, and
 
the relationship bitween SEFO and BAS, it was decided by all parties

that the mid term evaluation should be moved forward. 
 International
 
Scionco and Technology Institute was requested to provide an
 
evaluation team for the period from Janauary 20, 1986 through February
 
23, 1986. (Annex A).
 

The objectives of the evaluation are to make an assessment of the
 
SMEDS Project, as well 
as to provide recommendations for changes and
 
modifications 
to the project, and to the operating procedures o- SEFO
 
and BAS.
 

The SEFO analysis and review consists of the following:
 

a. A review and assessment of financial performance and
 
viability, capital structure, 
progress in obtaining additional
 
funding, and the implications of the activities for performance.


b. A review and assessment of 
internal policies and practices as
 
these relate to project identification, development and assessment,
 
loan collections, and accounting procedures.
 

The BAS analysis and review consists of the following:
 
a. A review and assessment of the policy, procedures, trainino
 

and performance in 
nrovidinq technical assistance to clients of SEFO
 
and to small enterprises in Liberia.
 

b. A review of the assistance orovided 
to SEFO in developlno new
 
prospective financ-na to clients, and in 
helptng existing clients to
 
improve perform-ince and repayment.
 

In addition to the analyses of SEFO arid BAS, a review ana 
ansessment was made to determine the ability of SEFO to absorb the RA'

function at the ell- of the SMEDS oroject, and of the reauirement: iOr 
continuing mupoort to both elements by outside resources. 

While the evaluaticn, by nece-sity, had tn consicer SEFO ana FAL.
separately, the ourpose of the SMEDS orciect was taKen as the ouidinlc 
principle and the operationn were viewed as a whole. 

C. METHODOLOGY OF THE -VALUATION; 

In meetinQ the reculrement.s of the scone of work, the evaluatorn
reviewed th files oi 
 both SEFO and RAS, had lenqthlv discussions witn
 
official- of SEF- and BIAS, advisors, nnalystn, and ojisiness officers 
and urveye-d 3 !amo!e of SEFDp cLIents. in addition, conferences wer
hold with offir-ia of" other financial institutions, qovernmen
oraanizaton, ouz-c:mn academicsanu A list of these contacts 
In containea -n Anne: G. 



The study of the sample of SEFO clients was designed to provide
 
informiltion 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.
 
0. Identification of clients or client groups with
 

characteristics that could lead to better loans.
 

The sample was constructed by industry using the eight categories
 
of clients of SEFO which represented 90% of 9EFO clients; by loan size
 
with each industry divided equally between loans above and below Zhe
 
SEFO average loan size of S8,500, and by payment status with 
a
 
doliberate weighting toward those loans loss than 30 days past due.
 
Each industry included one to three clients. All Business Officers of
 
BAS were represented except for the B.O. operating outside of
 
Monrovia. A total of 24 clients were interviewed, or 13% of the total
 
of 180 clieni.s. No attempt was made to distinguish between the
 
affects of SEFO and BAS on the client. A discussion guide was
 
prepared and utilized during the interviews. (Annex E). In developing
 
the findinas from the sample, we analysed each completed discussion
 
guide, the SEFO project file, the December 31, 1985 demand notices,
 
and the BAS files. Findings from the sample are discussed in tne
 
following Chapters. An analysis of the sample is contained in Annex
 
F.
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CHAPTER I
 

SUMMARY OF FINDINGS AND RECOMMENDATIONS
 

The following is a summary of the 
 major findings of the
evaluation and the recommended actions for change will make it 
more
likely that the SMEDS project will achieve some success 
and SEFO will
 
become viable in the future.
 

A. MAJOR FINDINGS
 

1. 	 Financial viability of SEFO 
 cannot be achieved within the

SMEDS time frame under current operating practices.
 

a. The volume of new loan applicaticns has declined and is
 
inadequate to 


b. 	
reach ai;d maintain a viable portfolio.


The current portfolio has excessive arrearages and 
a maior
portion 
is probably uncollectable. 
 Loss reserves should be increased
 
to an amount in excess of 35% 
of the portfolio.
 

c. 
 Loan anelysis and evaluation is 
rigid, time consuming, and
failn to 
predict client performance. Delay- in grantina approval (,.
loan applications 
has 	given SEFO a reputation of being 
- slow mover.Loan amounts are excessive to the requirements of the client, and zn
the 	current economic env.,ronment, have too 
long of repayment terms.

d. 	 The collection system is non-aggressive and inadequate.
Demand notices are not timely end 
are 	generally inaccurate. Borrowers
are required to come to 
the 	SEFO office to make pa'ment. The system
az operated, 
 precludes any aignificant recovery 
 of 	 loan funds or
 

interest thereon.
 
e. 	 There is a significant emphasis on 
collateral, leaaina 
 Zo
loa attention to 
the 	ability of the tusiness to generate sufficient
 

not 	income to repay the 
loan.
 

2. 	 The continuino existence of 
 SEFO beyond the end of 19B6 willd4pnnd on obtaining additional donor funds or 
soft term loens to cover

operating 
costs and to provide new loan funds.
 

a. 	 Operatina costs 
for 1985 , excluding deoreciation,

5392,00o, nnd were 	

were

covered by the S415.000 capital 
sonatea by USA:D.
Loan volume for the year 
 only 38, probably because of
was 	 the ooor
oconom ic environment. Operating .-osts per loan in 1985 were overZ40,000 per loan. 
 Total loani amount was !506,000, or a co3t of S776 

nor SI,0,r loaned. 
b. 	 The mn3or source of loan funds in 198S (75% of total loans,ad) was the NBL/IDA line of crecit which has 	 a cot to SEFO of 10%.In addition, the 
terms of thiz line of credit reauire that 
 the oanS


be 
longer term and be nartiallv for fixed capital.
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3. There is a lack of consensus between SEFO and BAS which leads
 
to uncoordinated 
client acquisition and servicing efforts, 
 and
 
concentration of the technical assistance 
(TA) on a few clients.
 

a. Record keeping and client files 
are fragmented and not
 
coordinated.
 

b. Under 
a new, trial working relationship entered into in
January 1986, SEFO and BAS 
 seek to 
 improve the coordination and the
flows of 
information concerning clients between the two organizations.

c. BAS has devoted significant attention 
 and effort in
 

pursuing new types 
 of endeavor and prospects for development of new
businesses which might 
 not result in application for financing to
 
SEFO.
 

d. The emphasis of TA has 
 been on azsstina clients in
recordkeeping. Insufficient 
attention haa been given to the other
functions of business, particularly marketing.
 

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

a. Separate files on 
 each client are maintained by the
Comptroller, 
the Project Analysis Division, and by SAS. These files
are redundant and often incomplete. The computer records are 
often
 
incomplete and are 
not up to date.
 

b. Interest calculations are done manually although such
calculations could be done 
more easily and more accurately by the
 
computer.
 

c. Original loan document5 
were found in working files.

d. The owners of the businesses in the 
survey were Liberian
 

nationals.
 
e. Funds disbursed 
were used as stated in the applcation.

f. The averana number 
 of employees besides the owner was
 

three.
 
g. Thirty-five percent of the clients surveyed had no
previous experience in the firm's industry, and the business was


started with the SFFO 
 loan.
 
h. Monst of the clientn had neard of SEFO tnrouah friends.Twenty percent had hearci through advertisinq or oublicity. While none
of the clients in the survey had heard 
 of SEFO through BAS , a numer

of aPPlicationn have been generated through BAS. 
i. 1h ldn ProcessingC time (from a iilCatlondisburseaentl,) . 

to as .:Ltannted by the clients, ranged frommonth to two year3 with a median of Lix months. Delays 
one 

were oftenbecaune of problems in documentina deeds and other collateral. 
il The loan size averaoed !:1 '100 in the survey, into tho avcrnae size of '_,'8500 for the 

con rast
full portfolio. :n 80- of thec3OQ!" reviewed, th vlutor5 -ucjcwd tle loan to , too Iarcie. 

Ir. About ore-ha]l o th r rroce .d In tie ma Ior Iy ofloan.% reviewed wOr e or -iXed aet1!3 7.hL wns 
tz, 

cons aered yv t)o
evaluator,. an thIt, 'curck_ o: nvarl i noncl nac . 

inri:ori n zae no thIei lo:tvoecs.ci.c incire 
 a rws thweie!,(!rj rrofi: Jno eatr onc.tc cr~wlthdr 'nwin exceed thie montnrl y ti ncipa I erort :za: on con th'e l.oan. 
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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
 
employment increaoies after the loan. The average loan amount per job
 
crested was 912,000.
 

o. Cliants did not differentiate between SEFO dnd BAS.
 
p. Seventy percent 
of the clients surveyed indicated that
 

lack of sales was their major problem.
 
q. The B.O.s of BAS are considered to be dedicated, well
 

treined, and sensitive to the clients needs.
 
r. The analysts of SEFO are industrious, but have
 

insufficient
 
exparience and exposure to the needs of small-scale enterprises.
 

B. MAJOR RECOMMENDATIONS
 

1. SMEDS should adopt a new strategy which concentrates effort
 
and resources to locate existinq SSE's that employ from 
 1 to 49
 
parsona, and to provide short-term financing of the critical needs 
 of
 
these firms. The strategy would aim to develop a continuing financial
 
relationship with these firms, and as satisfactory experience is
 
gained, additional financing would 
 be provided for expansion and
 
growth.
 

a. This strategy assumes that there are sufficient numbers of
 
existing SSE's in the Liberian economy. No direct data is available. 
Based on information from other develoolno countries, (Panama, Peru)
thera are between 5,000 and 12,500 SSE's in Liberia, most in Monrovia.
 

b. This strategy requires a streamlining of both TA and
 
finncing activity to provide loans on a oromot basis, no later than 2
 
weeks after application for the first financing, more auic1 C'y
 
thereafter.
 

C. SMEDS will have to devejco a client orofile. The minimum
 
Icharactaristics would include: (i) existing enterorise, (2) 
evidence
 
of successful operation for a period of at least one year, (3) owne
land operates on a full 
time basis by a Liberian national, (-I) have an 
eaxpectation of arowth income einlovment with the o:in and infusi,7n 
rcapital by SEFO, and (5) have at least one emplovee thanother the
 
owner/operator
 

d. SMEDS will have to attract ciients meetina the ro± ,c

through a concentrated and continuous rublicity campaan usin,: 
differins modes of communicaaicn. 

2. The SHED5 nroiect must be reorganized to orovide fc.r tnE 
Unification of the top management nd policy direction of the separate 
0*1titls SEFO ana BAS to concentrate energies and resources on the new
 
andeavor.
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a. A Liberian organization should be formed to perform the
 
BAS function. This 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
 
givan full review at the policy level. It is expected that the Board
 
of Directors of BAS would appoint as Managing Director of BAS the same
 
person who is the Managing Director of SEFO. Separate funding and
 
administration would occur. For economies of scale, the accounting

functions and administrative requirements of BAS would 
 be assumed by 
SEFO under an agreement. Funding for BAS would from topass USAID 

PFP/I and then to the new organization.
 

b. SEFO munt establiah an adequate reserve for losses in its
 
currant poctfolio. We recommend in increase to S800,000 on loan
 
principal and to S140,000 on interest and other 
 urrears. Loans in 
arroars over 180 days should be fully reserved against and turned over 
to the attorney to pursue legal action. Management effort could then 
ba focuseed on the developnent and implementation of the new strategy. 

c. A functioning management information system should be
 
established 
to track clients from first contact to final payment to
 
provide management ,ith tamely, accurate data for decision 
 purposes. 

d. A field collection system should be established to make
 
regular, timely and persistent collection efforts at 
the owner's place
 
of businesn.
 

e. 
 SMEDS should plan to charge, beginnina in 1989, a $50 
annual fee to all borrowers to partially cover the costs of TA. 

f Financing of th, TA function and the expatriate oositions 
of trainer/advisor in. BAS and financial/management advisor in S77
should be continued throuqh the end of 1989. The continuinq costs cf
 
TA after 1989 would need to be partially covered with funding from
 
outnide the SMEDS proiect. 

q. Prior to any commitment for additional financing, donorn
 
ehould recuire the manaaement of SEFO and the manacement of to
BAS 

prosant a thorouqh analysis of their organizations and effective 
changes made in ooerations, staffing, costs and utilization GZ 
resources to meet the challenge of the new 2trateav. 

3. Other recommendations are:
 

a. The ODerations Manual should be undated 
 and used. A
 
section on field activities of business officers and a section or.
 
tachniques of analysis s-hould be included.
 

b. The existing fragmented files should be consolidated into 
a ingle client file. maintained in a centrl filino unit witn chec, 
out Drocedur i. Client fil cis should no(,mcc o ni -r,>to both AZ P.O. 'Z 
and SFFO analyst. 

c. Nerotlations shoulc be conkinued w-th NL/lDA to imnrov,the intereit rate pnid b'y 'EFL and to jormit the use o5 the funcn in 
support of thv new stratoa!. Collections1rom disnurzer oanz 
financed by Np!/:DAn snould be re-aid to ?UL. 



d. The authorization requirements should be rev.4ewed and
 
revised to 
 provide for more flexible repayment in line with the
 
borrowers requirements. Such changes would include equal monthly
 
payments, capitalization of grace period interest, and cyclical
 
repayments when appropriate.
 

e. The redundant and unenforceable requirements in the
 
authorization 
should be reviewed and modified. These include
 
requirements for bank accounts, monthly/quarterly reports, etc.
 

f. 6n intensive review procese during the commitment and
 
disbursement stage should be established with requirements for updated
 
operational and financial information, and an ability to cancel
 
commitments and disbursements in adverse change situations.
 

g. The original loan documents should be removed from working
 
files and placed in a theft and fire proof vault.
 

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

I. Authorizations and loan documents should be reviewed by

the attorney 
 for legal sufficiency prior to disburzement. The
 
attorney should be put on a retainer.
 

j. Technical Assistance should be confined to suoport 
oxirting clients and to develop prospective clients for financing. A 
major emphasis of TA should be on marketing. 

k. Loans should be made only to existing businesses with
 
damonstrnted operational succesa.
 

1. Demand notices should be generated from commuter
 
calculations.
 

M. Regular, informal contacts between analysts and B.O.'n
 
shoulo be developed to resolve client problems.
 

Adoption of these recommendations will redirect the effort and 
activity o the SMEDS pro-ect. A model was constructed for a phasei
incroane i.n activity 
which would enable SEPO to reach D3rtia-' 
viability my the end of 1989. 
 The model 'as detailed in Cnaoter V
and in Annex i) ?eauirea additional donor qrants or soft lOnn funds. 
The total requireo over the eriod is 4.,r0OO or aonrox:imitel, 
23.300.000 over the amount now remainina in the S1EDS budas,,. ?hes. 
additional fundn would be ursed Drimarilv for now loann, ar)a Q 11 , C 
cover oDernt1na 1osses in the tran t ion, TA £unct Ic, ). Mndthe :,?
axttnzion of the two exomtriate Deal t ions throua.n tri f.nc of" 985. 
Tne model also as.nue that , c ven succe-fu - I proarens, th7: TA cost
beyond 99 would be underwritten by out'iao oraanlz-aions, perrhaus by 
the Government of Lioeria. 



CHAPTER III 

THE ECONOMIC ENVIRONMENT IN LIBERIA
 

There are no sources of information on the number or economic
 
value of SSE's in Liberia. Sawyer-Mason (1979) estimated 7,000,

mostly in Liberia. Based on experience in other developing countries,

(Panama. Peru, Jamaica), a general relationship that can be pro~ected

is one SSE for each 50-100 persons in the population. Panama, with
 
1,500,000 persons has 30,000 SSE's or 
one for each 50 persons. Lima,

Peru has a population of 5,500,000 and over 300,000 SSE's. Given 
 the
 
population of Liberia of 2,000,000, the number of SSE's would range

from 20,000 to 40,000. rrobably; one-half of these would be petty

traders without employees A market women, here-now boys, barrow- boys),

and the remainder in thi informal market 
employing 49 or fewer
 
persons.
 

The commercial banking system in Liberia is unresponsive to the

SSE sector. Opening a 
bank account requires significant minimum
 
funds, currently said to be 025,000., This amount is beyond the reach

of the SSE's. Because of the failure of the check clearing system

through the National Bank of Liberia (NBL), commercial banks generally

do not accept checks drawn on other banks for deposit or for cashing.
In addition, the ability of the commercial banks to serve their larger
customers for the importation of goods is severely constrained by the
 
lack of foreign exchange.
 

Although the Liberian economy maintains adual-currency standard
with the U. S. dollar circulating officially at par with Liberian
 
coins, the inability of the banking system to provide adequate foreagn

eXchange resources has created a ceasing 
of new bank deposits, a
 
disappearance 
of U.S. currency and a cash economy. There is some
 
trading of the Liberian coins at a discount, said to reach up a 20%
to 
discount when larger sumns are involved. There is a drift toward a 
d*-factb national monetary system, a flight of capital, and the
 
beginnings of the emigration of talented persons.
 

The economic malaise is demonstrated by the steady decline in the 
per capita GDP. now declining at about 8% per year. The stagnant
economy, political environment, and banking crisis have created a"wait-and-see" attitude on the part of business generally and SSr's in

PartLcular. Most businessmen have a very short ti'me horizon and are
 
not now contemplating any expansion or growth of 
their businesses. 
EcOnomic reform initiative with sustained implementation are required
to create the climate necessary for the private sector to grow. 

4 
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The segment of the business sector that the SMEDS project is 
 to
 
serve ia the SSE's in the informal market which employ from 1 to 49
 
persons. This segment is characterized by business based on cash,
 
lack of record keeping, short term outlook seeking high turnover and
 
orofit, and lack of siqnificant business assets.
 

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

I Casual - hawkers, barrow-boys
 

II Artisanal - single person, fixed premises 

III Informal - small scale enterprise with 1 - 5 employees 

IV Informal - small scale enterprise with 6 - 29 employees 

V Formal - small scale enterprise with 30 - 49 employees
 

The characteristics of these businesses are as follows:
 

a. Few fixed assets with job creation requiring an
 
investment of S500 - Z2,000.
 

b. Intense comnetition.
 
c. Distrust of bureaucracy and a motivation to cet around
 

it.
 
d. Single manaqement
 
e. Flexibility when not overburdened with assets.
 
f. Probably lack success models, have a surviv.,
 

motivation, have a willInank-ii to rink the small capital base, and see 
the business as a part of t!( (,xtenced family. 

A financial instutLtion neekina o assist business0s in t ec! 
Segments must be able to Droviae short-term credit, quick aoroval, 
and reqular, extensive and intensive servicina and collection efforts. 
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CHAPTER IV
 

SEFO OPERATIONS AND ADMINISTRATION
 

A. EINANCIAL ANALYSIS OF THE OPERATIONS OF SEFO
 

SEFO began operations in 1982. Because of the decline in the 
export of the traditional products, iron owe and rubber, the economy 
of Liberia was in decline. The economic slide has continued, with the
 
GDP declir'ng at a rate of 8% 
per year in 1985. SEFO expected to make
 
a significant number of loans, 
 and established a staff accordingly.
 
Loan applications were sought from enterprises wanting fixed assets
 
for potential growth. 
Even loans for working capital were given terms
 
of up to 24 months 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 unsatisFactory with high operating losses, very poor repayment

experience, and significant arrearages in the portfolio.
 

A review was made of the financial statements of SEFO since its
 
beginnings in 1982. The statements reviewed were 
 the audited
 
statements prepared by Coopers 
and Lybrand for the years ended
 
December 31. 1982, 1983, and 1984; the management letter of Coopers

and Lybrand dated June 6, 
1985; the unaudited statements for the nine 
month period ended September 30, 1985 contained in the Third Quarter 
Progress ReporL: 
 and the estimated financial statements for the year
ended December 31. 1985 contained in the SEFO Proposed 1986 Plans anc
 
Budget dated December 6. 1985. Summaries of the Balance Sheetz.
 
Income Statements and Loan Portfolio are 
contained in Annexes B:, B2
 
and B3. respectively.
 

The review of the financia, statements reveals a stendyerosion
of the canital base of the orqanization by oeratina losses which nave 
been funded by donated capital and onerational qrants. ConTV:rnunc 
operations durinc 1986 ana beyond will deoend on SEFO's aDilizv tc 
obtain additional capital or "soit loans" in sufficient amoun tC 
release the func available from USAID on - contingent basi.. . -r e 
onerationn are rev ec durina 198t and/or additional ±u ss ae
 
obtained. t rr? w be inadecuate funds avaiianle to sustan
 
onerations after 19.
 

Interest Iricomi and penalty chares have been crecltec to !icmi 
on loans in the o whictIwirtol are in selrioun arrearm. Suct, interest 
and chnaraes are ro:.nnv not co iect ble nd income was:

,n addi t1tcrc,n review of thl. finlancial sJtatements , a1 a cQn
 
Cf tho ac eecember . wan conztructec v arrest3agv.
offort~c2i 3 

'Th., anuv ,,i. 
 howno i r, An ri, : . Th . loannwere c ar;~;i £.c a -
Icurrent, in arr -ar u:, , ny n, -. . days,, C" - 141 , 9" 
,180 days and over ". c; In addition, t Dortfoio wafs ciVice
between and term loans: and on a dollar anorova oasia 
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of up to S2,500, S2,501 - S5,000, S5,001 - S15,000, 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 outstanding

principal 
amount of S592,000 or 52% of the portfolio. In addition,
 
other arrearages (interest and penalty charges) on these loans
 
amounted to S139,000. If the loans more 
than 90 days in arrears are
 
considered, 99 or 55% 
 of the loans were in arrears over 90 days.

These represented S839,000 or 73% of 
 the total portfolio, and had
 
additional arrearages of 
interest and penalties of S153,000.
 

°
SEFO has 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 arxears a
 
loan becomes, the less likely any rehabilitation will be possible.

Management attention should be devoted 
 to seeking good clients and to
 
assisting existing clients more likely to 
pay. Rehabilitation efforts
 
should be concentrated 
 early, before a loan becomes 90 days in
 
arrears. RECOMMENDATION: loans in arrears i , excess of 180das be
 

ful reserved against and referred for 
leqal actionj and manaaement
 
aefort be devoted to rehablitatin loans under 30 days in arrears.
 

Collectibility of loans in arrears in excess of 90 cays IS 
doubtful and an adequate reserve for losses' should be provided.

RECOMMENDATION: the reserve 
 aaainst outstandina orincira. be
 
increased to s6 0 0 ,O00 and the 
reserve anainst interest and Denaties
be increased to -3140(,000 for a total reserve of 57410O.-

Forty-three 
 workina capital loans with outstandinq orincioal o'
 
2182,000 were in arrears in cxcess of 180 days. The amount 
oI
 
principal in arrearece Was 
 5168,000 Qr 92- of the outstand 
no 
principal. Twenty-four term loans with outstandina principal 0: 
410,OO werc in arrears over 180 days. The amount of 
orincloal ir
 

arrearn wa S144.000 or 35% of the outstanding principal.
 

The followina table qives a breakdown by size 
 of loan. Tne
 
parcentaaes relate to the total loans in 
the Dortfo~io in eac.J size
 
:ategory.
 

ize of Loan Current and uo to Over -81: cnv 
20 days in arrears in arrears
 

No Loans ? No Loans 

nder 2,500 4 67 
 0
 
92.501 - Z5.000 28 25 
 52
 
15,00! Z15,000 5 20 9 
lOver 15,0Cj0 5 3 

ant ear that the smaller loans are moe li oiv to0collectibe. Amortization of a ZuOj loan at 20% over 12 mont-11
requires an nuoroxima -e mont v Eiavment r z ;, w t.-in the arno.-1 C:r 
'O.t of "F7 clients. ecinnina a iondit a reintionshin with a nma . 
loan r from current cash flow in a cooc mpt.hod to , 

K
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repayment and leads to larger future loans as the business grows.
 

The major source of loan funds utilized by SEFO during 1985 was
 
the National Bank of Liberia/International Development Agency,
 
(NBL/IDA), credit line; S381,000 out of a total of $506,000 loaned, or
 
75% of total loans. This is the most expensive source of loan funs,
 
at a cost of 10% and a maximum of 15.5%, giving only a 5.5% spread.
 
The 0415,000 capital grant from USAID in 1985 was utilized to cover
 
operating costs of S390,000.
 

The loans funded through the NBL/IDA line of credit are partially
 
guarantQed by NBL. There is no wr'tten document concerning this
 
guarantee, but it is structured as an 80% guarantee based on actual
 
loss. Presumably SEFO would be recuired to pay only 20% of loans
 
which are considered uncollectible. Approximately S250,000 of the
 
loans in arrears in excess of 180 days are NBL/IDA funded, and the
 
actual loss to SEFO under the guarantee would be S50,000.
 

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

CURRENT PROPOSED
 

IDA to GOL 0.75% 0.75%
 
GOL to NBL 
 8.00% 4.00%s
 
NBL to SEFO 10.00% 6.00%s
 
SEFO to Clients 15.50% 
 15.50%
 

If this change can be negotiated, the spread would increase from 5.5'.
 
to 9.5%. However. apparently the NBL/GOL is considering recuirinc a
 
coamensurate reduction in cost to the ultimate borrower. 
 An interest 
coat to a borrower that is significantly lower than the market ra-te 
for borrowing creates two problems: (1) the borrower relies on lower 
cost of money for operbtion of the business, and will be unable tc 
survive if at a later time he . equired to pay a market rate: (2; a 
tendency for higher defaults saince the low cost money would have to :
replaced by higher cost money. SEFO should resist any effort .c
 
reduce the rate to the borrower.
 

The current ceilinc amount under the NBL/IDA linre of creca; >
 
2806,0O. of which S680,000 has been drawn. Repayments by Dorrowers
 
to SEFO tot.il approximately S150,000. No repayments under the line 
c: 
credit have been mnd2 by SEFO to NBL. SEFO is experiencing a necaivo 
spread on these funds of 2; since the amount repald under tn ioans I 
hold in a denosit ( arnina W., wnile SEFO is onlicated to oa 10". .%. 
the absence o: a ren 2aotiatLion of a lower rate that is retroactive 
Cover current loan, the repavments from borrowers should be reat ' 
NBL. RECOMMENDATlON: renay the NBL reDmvmentsas re,-eare ivea ro
. so.. . lona as tre amount available uncer tre cre't ine -: 
not reduce. 
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Financing made under the NBL/IDA 
 line are restricted to term
 
loans with a fixed capital component under the premise that such loans
 
will have a development impact. In general, these loans have tended
 
to be larger. From the analysis of the arrearages, over 50% of all
 
term 
loans and 67% of loans exceeding S15,000 were in arrears over 90
 
days. From the survey results, we found that the average loan size
 
!waa $12,000 and the average employment was There does
3. not appear
 
to be a development impact from SEFO financing. The evaluators
 
believe that a series of short-term working capital loans to support

the growth of a business is 
 less risky and will have a significant

development impact. Negotiations 
are underway with representatives of
 
NBL/IDA concerning the continuance of, and the terms of the financina.
 
RECOMMENDATION: efforts be 
made to reduce the cost of NBL/IDA funds
and to authorize L
the use of funds under the line of credit for
 
£hort-term working caoital loans.
 

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 operations after 1986. This 
 situation indicates three
 
options for 
the donor aQencies involved:
 

1. Donors can cease 
to provide financing. The result of this
 
option would either be the ending of ongoing operations of SEFO anc a

winding down of its affairs, or at best, a reorganization to eliminate
 
the uncollactable 
 portfolio, reduce the staff and operational costs,

and a resulting smaller organization commensurnte with 
its current
 
loan activity. The capital presently off.
invested would be written 


"and creditors would recover only 
a small portion of their investment.
 

2. Donors can assist SEFO as it currently opezates. 
 This option

involves a continuing commitment of 
grant funding sufficient to cover
 
operating costs of approximately S350,000.
 

3. Donors can seek a restructuring of the ooeration to 
develop a
 
new line of clients who will be more likely to repay loans. This
 
evaluation presents in Chaoter V: a recommended stratecy 
 for sucn 3
 
change.
 

B. PROJECT IDENF:CAT:ON. AC2U'S:7ON AND ANA"YSSF 

The malority of SEFO clients 
 are the result cf wa!,-inz.

questioning the clients, 
 the majoritv indicated that tnev hearc o
 
SEFO through a friend. (See Chapter V 
 One client states thu: ..
 
approached SEFO through "dexperation". 
 For the three cuarters enos:
SOptember 30, 1985, 
a total of 97 aoplications were accetez.

those, 10 were referra2.s from 

:
 
NIC and 7 were reerrals from AS. nv
 

34 or 35% of thee applications were fully evaluated, and 2', or 271.
 
wore approve0
 . No recors were available to determine the numsr
 
which were still Dein considere, the number withdrawn, or 
oe numncr
 
raectea
during the rocessing cycle. RECOMNENDATION: an_nnriKCmio
 
rQ ia e,

be-- (as Dart of the Manaaement Informat.on System (MIS)) shouladevised ........l. -indicates the s atus .
and disooq Ition of aDrlcai onr 

http:Informat.on


on a continuous basis so management can allocate resources and monitor
 
the processina effort.
 

The Project Analysis Office prepares a highly structured, rigid
 
end seemingly precise appraisal report on loan applications. The
 
report is based on explicit assumptions and elaborate pro-forma cash
 
;flows, balance sheets and income statements. The validity of the
 
assumptions is often in doubt. Although many of the applicants are in
 
business at the time of the application, the current financial
 
information on the business is often not included in the report, or if
 
included, not used as a base for the assumptions and projections. As
 
an example. in one of the loans reviewed, the business was to be
 
improved by a building but would have no change in employment. The
 
employment costs and owner's withdrawals in the last year of actual
 
operation total about $18,O0. The pro-forma analysis reduced this
 
amount (with no discernable justification) to about $12,OOO. If the
 
pro-forma income statement were recast (accepting the pro3ected

increase in revenues) to use the actual previous employment costs, the
 
business does not generate sufficient profits to meet the principal
 
payments under the loan.
 

The analysis of markets in the pro~ect appraisal is based on
 
attempts to construct derived demand. Competition is essentially
 
assuned away. A statement such as "The enterprise's prices are or.
 
average with his competition and ...he will be at a setter advantage
 
to his customers" does not provide meaningful market analysis. As a
 
further example, a restaurant was financed in a neighborhood where at
 
least eight similar enterprises were currently operating: the
 
restaurant owner/operator had no prior experience in food service: and
 
an analysis of the proposed daily sales indicated that the busineso
 
must attract over 130 patrons daily to meet the debt service coats.
 
Patrons would have to be attracted from other existing restaurants in
 
this competitive environment.
 

The elaborate and seemingly precise analysis fails to predic:

client results. These analyses take significant time for completion.

SSE's generally require financing on a quick turnaround basis to meet
 
the opportunities perceived in the marketplace. RECOwX7ND -O0 


* D .eD)_andmake decia~on s in a timely manner.
 

The basic functions of a business are four: (1) sales or 
marketing, (2) procurement. (3) production, and (4) distribution. 
Finance can be considered as the fuel that makes the business run. 
SSE's are, for the most part, under the ownership of a single person.
The owner generally has a particular skill and naturally focusses his 
attention on the function which usas that skill. The other functions
 
of his business are not as interesting and are attended to only

reluctantly,
 



The process of pre-application, pro~ect analysis, and
 
postapproval counseling and evaluation should be aimed at insuring
 
that the entrepreneur recognizes all functions of his business,
 
understands how each relates to the other, and devotes adequate
 
managerial time and resources to each. The analyst should probe for
 
and the owner should have an adequate response to the followIng
 
questions. The answers will give an insight into the managerial
 
capabilities of the businessman.
 

1. Market
 

as To whom is the product sold?
 
b. What does the customer do with the product?
 
c. What is the price?
 
d. Where do the customers buy now?
 
e. 
 Why will they buy from this business?
 

2. Procurement
 

a. What are the materials, resources and services required
 
to produce the product?
 

b. Are these available in sufficient quantities with
 
adequate quality now, and will they be available over the life of the
 
loan?
 

c. How will these resources be brought to the site of the
 
, enterprise?
 

d. What are the 
 current costs of these resources delivered
 
to the site, and what are these costs expected to be over the life of
 
the loan?
 

* 3.. Production
 

a. Is an appropriate technology used:
 
b. What are the fixed capital elements required to produce


the product, are they available, and what are their costs?
 
C. Is trained labor available and whet &a its cost?
 
d. What constraints on production exist or may occur such as
 

environmental, government, labor, etc.?
 

4. Distribution
 

a. How is the product delivered to the customer?
 
b. What are the 
 coats and constraints on distribution, suc
 

as evailablility of transport, location with respect to the customer?
 
c. Are adequate warehousing facilities available and 
at what
Cost?
 

5. Finance
 

a. How much money is really needed?
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b. What are the sources for this money?

C. What are the suitable and realistic terms of repayment of
 

the-money -borrowed?~ -o
 

d. Is the return on the employment of the money sufficient
 
for survival and growth of the enterprise?
 

RgcoMmENDATION:- analatasbegiven additional training in the concets
 

C. L.9.NCOMMITMENTPROCEDURES
 

The completed 
Project Appraisal Report in submitted to the
 
Managing Director for approval or for submission to the Executive
 
committee of the Board. 
 The report contains the commitment
 
conditions. Several of these conditions are "boiler plate" 
or
 
standard. 
 Three of the standard conditions were not met by nearly all
 
of the loans 
 reviewed, and should be evaluated for revision or

elimination. One is that the business is be
to operated on a
full-time basis by one of the owners. 
Most applications are from sole
 
proprietorship*, and in the survey many of these single owners were

fully employed elsewhere. O 
 enforce this 9rovisi oD and
 

second condition requires the borrower to open 
an account in a

licensed financial institution, and that all transactions to and from
S1O ere to be done through the account. In fact, the banking system

is essentially inoperative as to SSE's and most of the clients operate

on a cash basis. 8O19 NDU1ATX6119rggu9reoe be evaluated a d
 
dZ22..A1., aS 22bJ1& 
The third condition requires the borrower
to submit monthly/quarterly progress reports and annual audited
 
accounts, 
end semi-annual financial statements. In fact, most 
borrowers have only a rudimentary accounts system, often designed by
SAS business officers 2(t[ the loan is made. A financial institution
 
needs a flow of financial information from borrowers and any 
 business
 
approaching a financial institution for financing should have records
and accounts. 

910- -1220211 &,AIS. I1 -a S .a.. b&..Ibex f.Yi 

Repayment conditions follow a format.
standard The agreement

provides for equal monthly installments of principal aftar a specified

grace period. The agreement specifies the dollar amount of the
 
Principal payment. The agreement then specifles the interest rate per

annus, Discussions with the borrowers in the survey revealed that
 
they knew the dollar amount of principal due monthly, but often d!4
 
not understand how the interest was calculated or how 
much it would
* be. Equal monthly payment of principal plus accumulated interest

wequJres significantly greater total monthly payments in the beginninf

Of the loan. )ust when the cash 
flow of the enterprise will be the
weakest. It would be preferable to change to an equal monthly payment

of both principal and interest. In addition, the grace period is only
48 to principal. the borrower is required to pay interes immediat#!V
 
van though the proect is not completed or earning income.
 

http:dZ22..A1


Capitalization of interest during the 
grace period may be preferable.

An example may make this clear: A loan for months made
48 is for 

a,;o0I't8d"isbursaed at thewIt a~rc eido nhfly 

beginning date.
 

Present 	 CapitalizStion of
 

g~ient gPeriod 
 InterestL Egual~Monthly 
 Payent
 
Therea!fter 

First 
 Interest 5150 	 None
 

Seventh 
 Principal 0238
 
Interest 150
 
Total 5388 Total 0351
 

Forty-eighth 	 Principal $242
 
Interest 4
 
Total 5246 Total 5351
 

D. LOAN DISBURSEMENT
 

After acceptance of the commitment, the applicant, with the

assistance of the Pro)ect Analyst begins the process of complying with

the conditions. 
 Since there is a heavy reliance 	on collateral, the
 
process of obtaining mortgages, assignment of leases and silmilat

legal documents is time consuming, often taking several months. There

is no provision for a second 
review of the appraisal before

disbursement. 
 Given the length of time often involved, many changes

can Occur that could adversely affect 
the ability of the borrower tz
 
repay. C--ENDATION: resuire the..submi-son n
Cmarketi~tfn.._.._.__ .etc.) 	 ro-

og n-aticn-. _. 	 .__ancialafte -90 aZs- he - omitmentd ate.
 

After submission of the documents and meeting other requirements,

the Pro)ect Analyat requests the first disbursement from the
 
Comptroller, Generally, disbursement is made directly to supplters

based on invoices. Spot checks 	are made to insure the 
 involces are

valid. The Comptroller has the documents registered at the Probate
 
Court and provides for safekeeping. The documents are not 
general','

reviewed by an attorney for legal sufficiency.
 

The Comptroller and
draws signs the checks which must also b6

signed by the Managing Director. Disbursement is usually in stages

and take& place over a significant time frame. RECOg1, .... I
 

E&L In some cases reviewed, it should have been obvious that the
fUnds would not be adequate to complete 'he prolect and %ha 
 otehr
 
1rees ource *would be needed. 8299 M U M . .....--.
 
£an 
 abS.S 	 D., a ~ RA ' 



* disbursement. Sometimes it is preferable not to take a proiect
 
through to completion when it is determinable that the loan cannot be
 
repaid,
 

i. LOAN COLLECTION
 

Loan collection is the responsibility of the Comptroller. Each
 
month a demand notice is generated which provides both the current
 
month's payment and any arrearages. These notices are delivered to
the client by the collection officer. Clients are required to visit
 
the SEFO office to make payment. Little actual collection effort is
 
made in the field. Collections are usually in cash, few clients 
have
 
bank accounts.
 

Because they are small and unsophisticated, SEFO clients have
 
difficulty with the need to accumulate 
money in the amounts required

by the agreement, particularly where the amount of the money borrowed

is significant in terms of the cash flow of the business. 
One of the

clients told an evaluator, "the first 20 days of sales go to pay for
 
supplies, rent, and living expenses, the last 10 days to pay the

bank." The collection effort should be geared to make it as easy as

possible for the business to pay and to contact the client at the time
 
he is most likely to have funds. Requiring a businessman to

accumulate cash and then to take time away from 
his livelihood, the
business itself, 
to travel to SEFO to make the payment, results in a

diversion ot the funds to other 
uses and failure to meet the payments

to SEFO. R ENDAIO: 
a field collection r*Xstem be establighed 

~flgrhe esonsi iltXof the Comotroller ;hat has reaular: frecueisits to th~e borrower at his olace of-business and are scheduled to 
9SSte~to~_~h_-nossible on the day of the week that the business
 

gst likely to have substantial recei2tsfrg! is business. 7he
field collector would issue a a receipt, place the money in an

fvelope, seal it, have the client 
sign across the flap, and turn it
in each day to the cashier. Collections could readily be made 
 more
 
requently than monthly if necessary, and the accounting records


ad3usted accordingly, The field collection system would be very
 
imilar tj small size, industrial life insurance policy pru i, .ollection. The collector visits the policy holder at the same 
tlm

nthe same day of the week, weekly, bi-weekly or monthly. and
 
Ou100ts the premium. 
 :n that model, the collector is on a commiss-.C. 
nd retains a portion of the premium as his remuneration. 

. Eg CCOAUNTTNGAXLEGAL FUN CTIONS
 

1. Policy
 

Based on the Principles of Investment established by the Board z^

Iectors, a manual for SEPO's operations was prepared by advisors 
 t:
 
IPO to assist in the implementation of the program. This manuzi
Overed such matters as principles of management and organI atIona.
 
truture. general procedures for application flow from acceptance

.cOverv, guidelines for appraisal, t*erms and conditions of loans.
 
Pproval and disbursement of loans, monitoring procedures. anc
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"management information statements. 
It is our understanding that this
 
Operations Manual is not referred to followed
or currently.
 
.RECOfXMNDATiON: the manual should 
 be 'uodated and used a areource
 
iby _ l ..suoervlsoraLand others, The general outline and
 
subject matter of the manual is good and with relatively small effort
 
can be easily revised, and if regularly referred to will provide for
 
better analysis and operations.
 

One element contained in the Operations Manual that bears
 
discussion is the establishment of a Credit Committee. The Credit
 
Coraitte, while c -ained in the present organizational chart, does
 
not currently function as intended. 
 The latest working relationship

between SEFO and nAS establishes a Review Committee consisting of the
 
SEFO Pro3ects Manager and the expatriate advisors to both SEFO and

BAS. This Committee functions more as a coordinating committee to

apportion work and to agree on further 
action. It is not currently

designed to make final recommendations on approvals. RECOMMENDATION:
 
the__Review Committee should 
review and make recommendations on all
 
?ea!E2_raisal _prior to submission to the ManaSjn _Director or the
Board. This will insure that full
a review is made of the positive

factors and the negative factors concerning the pro~ect.
 

2. Accountina
 

The Comptroller office of SEFO functions quite well. The
 
institutional accounting system has been adequately developed and has

been computerized. Most 
entries in the computer record have been

batched processed at infrequent intervals. A key-punch operator has
 
3uat been 
 hired so that the entries can be made generally on a daliy
 
basis.
 

When the loan is sanctioned, the comptroller reviews the

authorization and establishes 
a loan account. When the loan

Commitment is accepted by the borrower and the necessary collateral
 
documents are submitted, the Comptroller reviews them for correctness
 
and aends them to the Probate Court for registration. When the
 
documents are returned the
from court, the original documents are

Placed in the vault for safekeeping. n the review, some oF these
 
documents were found 
in open files. RECOMMENDATION: all__origina:

documentsbe removed from working files and olaced in 
a theft and fire
 a; 
 d a d n! K 

Each month a demand notice is generated for each borrower from
 
the computer, but utilizing manual records for interest calculaton.
 
These notices were found in the survey to be incorrect and not issued
 
on a timely basis. The notice is delivered to the borrower by an
assistant comptroller, an analyst, or by the business oeficers of BAS.
fl)(Qg pTOx:_.steosbe takon to 2rovide for the loan.resrd to be
 

E a~d_.._..i
e.€o~utr.and__.__ for accurate oceration of d..mati ine 

9O Jl Sea. -. . . . . . . . . . . .
. . .
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As previously discussed, the borrower is required to go to the
 
SEFO office to pay. A member of the Comptroller's office acts as
 
cashier --eceives-the -funds-(uauall-y- Liberian-.coins)-and-issUea a
 
receipt. Deposits are made daily in the bank accounts of SEFO. Cash
 
receipts are verified by the Comptroller or his designee.
 

There is not presently in place a management information system.

The computer can easily generate management reports on applications,

approvals, commitments, disbursements and collections.
 
RCOMMENDATI0N: a management information sZstem (MIS) be develo ed to
 
2ro2vdemanaSement with timelL_gaccurate and usable information. Some
 
elements of a MIS would be:
 

a. Application register containing such information as the name
 
of the enterprise, date of application, source of application, amount,
 
purpose of funds, date of approval if approved, or date of other
 
action with reason for the action, analyst assigned, business officer
 
assigned.
 

b. Commitment register with similar information.
 

c. Disbursement register with similar information.
 

d. Summary of B.O. activity containing number of clients
 
visited, type of client (SEFO client, prospective SEFO client, other),
 
major problems encountered, proposed solution. 

e. Portfolio summary containing
classification by type of business, size of 

aging 
loan, 

by 
type 

arrearage, 
of loan. 

similar data. 

f. Summary of expenditures compared to budget for both SEFO and
 
BAS.
 

g. A master individual client file in the computer giving thn

basic data on the clien:, current status of the loan, amount of
 
arrearaces, date of 
last visit, date of last payment. amount received,
 
etc. The other MIS reports could be generated from this basic data.
 

There is no central filing system and numerous differing iLes on
 
Clients are maintained by the separate offices of SEFO and BAS.
 
B990MMENATIONJ:
ui... t a central1 -i ling_2o 2b Jor..V2_9"'tb n HAED
ot........ aLL .it aAnC24
ltta... e-- cfl-kout o Etr TheseDiefile,Ths ioilt

;Ould be accessible to both BAS and SEFO.
 

3. Legil
 

SEFO is designed as a development financial institut:on t 
Provide financial and technical assistane. to small-scale ind1genous
enterprises operated by Liberian entrepreneurs. As a part oi t.4 
Process of loan approval, SEFO has required adequate collateral to
sUPport the loan. because of the possibility of high reliance on 
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collateral, the functioning of the legal system of SEFO and within
 
Liberia was reviewed. Discussions were held with SEFO executives, 

-wuith---managers --:of -- -.. . institutions.and with"Charles W....other lending 

Brumakine, an attorney assing SEFO in collection of defaulted
 
loans.
 

Litigation to foreclose on collateral through the Civil Court in
 
Liberia is a long, delay-ridden and difficult process. In many cases.
 
the collateral may be 
owned by persons other than the borrower who
 
have pledged the property on behalf of the borrower. The Court is
 
sympathetic to the plight of the borrower and to the pledge of
 
collateral, and is reluctant to order 
foreclosure action. Thus it is
 
difficult to acquire title to pledged property. Even if the title to
 
the property is obtained, SEFO would face the difficulty of disposing

of the property to realize 
something to apply against the outstanding
 
loan. SEFO is not equipped to be a landowner, a landlord, or the
 
owner of chattels which may or may not have a current value.
 

Zn a attempt to obtain payment on some defaulted loans, SEFO has
 
referred several cases to Mr. Brumakine. Mr. Brumakine is not on 
a
 
retainer, but will retain a portion of£ 
any funds obtained as payment

for his services. Recognizing the problems related to recovery on
 
collateral, Mr. Brumakine has elected to file actions in Debt Court to
 
establish the existence of an open debt to SEFO. The Court wil:
 
determine the amount of the debt and issue a 
3udgment. Although the
 
borrower may appeal the 3udgment of the Debt Court. the appeal under
 
Liberian law does n9t stay the requirement to pay. In the execution
 
of the 3udgment, the borrower must pay the full amount 
 or apply for
 
deferred payment. A deferred payment would 
require 25% of the
 
3udgment payable immediately and, if the remaining 754 ts nore than
 
l,000, it is payable over a 12 month period. Ui the borrower 1s
 
unable to meet these requirements, then the lender can levy again&%
 
any assets owned by the borrower.
 

The intent of the litigation actions is to induce the borrower t:: 
make satisfactory arrangements to repay the indebtedness without tho 
necessity of seeking a )udgment. Zn some of the cases vius far. 
Payments have been received and arrangements agreed upon. Soe havo
 
again failed to meet the terms of the agreement and the ;ega: pro:*sw
Is progressing. Mr. Brumakine is not on retainer to S32O and does :-: 
now review the documentation o loans prior .o disouraemon%.
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CHAPTER V
 

THE SEFO/BAS RELATIONSHIP
 

A. CgOQDNATION
 

The purpose of SHEDS, as stated 
in the project document, is "to
 
assist SEFO'in its role of providing an expanded supply of loans and
 
other appropriate financial-services to the Liberian small enterprise

sector...". This was to be accomplished in part by the development of
 
afield service (BAS), "..which 
 would help build the volume and
quality of SEFO's portfolio 
 by rendering assistance to businesses
 
which have become pr have immediate potential for becoming SEFO loan

recipients." BAS was set up 
 as a separate function, funded by USAID
 
through PFP/I based in Washington D.C. PFP/I provided a Project

Manager and a Trainer/Advisor to BAS, and a Financial Advisor to SEFO,

all expatriate positions. BAS 
is not accountable to any Liberian
 
organization.
 

On August 15, 1984, SEFO and BAS 
entered into a Memorandum of
 
Agreement setting forth the endeavors to be undertaken by BAS. with
respect to the Liberian 
SSE sector, BAS was to provide training to

improve business practices in the sector, pre-investment/post

investment service to SSE businesses, more specifically to SEF1
 
clients and prospective clients, and organizational analysis t:
introduce better business organizational practice in the businesses
 
advised by BAS.
 

Subsequent to 
 the execution of the agreement, differences o

opinion have arisen as 
to the proper role of BAt. SEFO management haa

been concerned about a perceived effort by BAS to outreach and work

with clients which 
were not expected to be borrowers from SEFC in a
reasonably short time period, or ever. On the BAS
other hand,

perceives as a part of its role in Liberia, to 
 provide, outreach and
 
assistance to projects and businesses which may require a 
ionc tima

for development and which may 
 not result in application for,einancin;

by SEFO, In addition, differences have arisen in what should 
be .he
role of the BAS B.O. in the collection of SEFO loant. BAS has

resisted becoming a collection agent for SEFO. Because of thece
 
differences - SEFO assistance existing
seeking for 
 and pctentIa

a-ientso 
and BAS seeking to broaden the outreach to the SSE Sector 
- a 
Major effort was made in late 
 1985 to reconcile the differences.
These negotiations resulted in 
 a news temporary workinn9 reltionsh
 
documen. signed by both entities on January 16, 1986. This agreement

is to function for three months with a ;oint review at 
that t±im.
 

The agreement provides for a point determination as to wheather. abusiness at initial contact is a prospective client for SE-F :.er 
immediately or after advisory and development work. :f such is n:t

the case, BAS will
contacts be minimal. SEFO asnt BAS will reach
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agreement on the need and requirement for further development work.
 
The agreement provides for 
a parallel working arrangement with the
 
inmediate prospective loan client by a 
BAS B.O. 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 Proects Manager and the
 
expatriate 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 
SEFO to obtain evidence that the disbursement
 
conditions have been met. Collections, calculatiors and enforcement
 
are solely the responsibility of SEFO. 
 Both SEFO and BAS have post

-loan monitoring roles. 
 BAS has the role of assisting the client in
 
record keeping, market analys. s, management principles and 
procedures,

production practices and 
 education as to financial responsibilities

and obligations. All 
 other functions (collections, enforcement,

legal, loan adjustment or workout,) are the resoonsibility of SEF.
 
Each organization will maintain and provide the other with records o
 
contacts 
and services orovided to clients. Both organizations will
 
develop together entrepreneurial training and development seminars.
 
Reporting requirements are to be requested through 
the Proiect Manaaer
 
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 on the
 
workina level of the organizations. The B.O.'s 
 of BAS do nc
regularly discuss the problems of the clients 
with the proiecz

analysts of SE70. There have been instances where the .. -,ad been 
workino with a prospective client, only to find that the client naz.
 
directly contacted SEFO for financino without any inout 
from tze B.:.
 
Clients complain to the B.O.'s 
(their contact) concerninc errors in
 
demand notices. -3.0.'s may discover that a client 
is in seriou:
 
business trouble. All these circumstances result in memorandum fro.
 
the Treiner/Advisor to 
the Proiect Manaaer or the Manaainc Direc:or,
often called "Dancer Notice". Since the Trainer/Advisor arrve
the summer of 1985. he has issued some 120 such advisories. There "
 
ito e feecbac. SEFO management beieves that RAS shc.c.
 

addition to cailino a ten::on to the oroblem, offer 
remedian-

EAS oroviden to SEF3 a schecule of the vl:tiS t3 be 
 mace h
B.O.'a. BAS does not 
orovide a summary of trie v;_-tn bro,:; int 
various client cateaories. Since BAS snencL only sos of 
time on non-SE7O clients and orospects, suc., a reoort would hel, n 
Cispellino the Dercention by SEFO that BAS is s endino mof sz
time on non-SEFO actIvt I fn. A sianificant Dorto of te t-Mc o1.7
Fiannel :,- Adviscr to S-E- Is sPent in a t,_mot.nc to coorc;n,2,t t . 
actlvltl10 nf BASd SE--. 

The unz! of meMorandum as a communrication2 ce:0 cV f, - i-COnsuminq nag a waste o:= renources. C.:enzn are azzian-; to a Droecanalyst bv, E=-
a ytS ainc_ to a B.O. mv BA'. Person to !Drscrn coorci'r t.r,
between th arinlvst anc P.O. to resolve mosit roz omz of the c".er 

oc 0osol#eehoul involvina. w~thout the haher levels of manoaemer.:. 
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RECOMMENDATION: the organizations work out a method for coordination
 
at the working level on problems arising from field visits to clients.
 

The organizations should hold a _ oint staff meeting attended bx
 

manacement to eplin and implement this recommendation.
 

Certain rigidities and personality differences are Dresent in
 

both organizations. Management of both organizations must explore
 

these differences and agree on action to reduce them so that attention
 

can be given to providing assistance to Liberian SSE's.
 
RECOMMENDATION: the management of SEFO and the manaaement of BAS have
 

a_Se g to discuss the individual Droblems and differences and to
 
de!vg, satisfactory solutions to be implemented.
 

B. 	OPERATIONS OF BAS
 

Extensive discussions were held with the Project Director and the
 
Trainer/Advisor of BAS (both expatriates) to develop the procedures
 
used for operations. BAS defines its mission as giving
 
business-oriented TA to Liberian owned SSE's. Its major strategies
 
are:
 

a. Provide help to clients in their existing businesses (usually
 
SEFO clients) with one-on-one visits from B.O.'s.
 

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

c. Consult with SEFO on analysis of new loan applications and
 
advise on approvals.
 

Althouah records are incomplete, BAS has produced several :can
 
applicants for SEFO, some of which have been aporoved and others are
 
pendinc. Under the current working relationship, BAS is to Do
 
,involved in the Dre-application and application evaluation phases 7or
 
new loan orospects. The bulk of BAS client activity is connected wit,
 
SEFO Drosoective or actual client suooOrt:
 

Number ;ercent
 

SEFo active clients 1"4 :E 
So prospective clients 44 -' 

BAS prosoectc for financial assistance 57 :S 
-uv' otoa 1-569 

BAS 	Client with no loan orosoects 34 --

Not 	 visited (SEFO new client , litieation) 63 21
 

otsn 315 ,'-


BAS will work with any Linerian SSE which amoroacnes it or wh I. 
it fincs tnat neeas or wants TA. There is no time limit set on how 
ona BAS wi'1 work with a client, even one which doen not oroarezz 
eat-qfactoriiv. it exlicitly aoez not limit itseli to wor :inr7 witz. 
Clients wnicn miaht neec financina. BAS devotes a oart o. I.ts tnent, 
*Pecjai., its expatriate suoervisor's time, develoDnq new nusiness 
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opportunitie ,which may 
or may not result in SEFO financing.
 

The translation of BAS strategies 
 into organization 
and rough
estimates of 1986 spending follows. 
 These amounts are financed under
the SMEDS project and do not 
 include the of The
costs PFP/I.
evaluators were unable to determine the actual costs of 
 operation of
the BAS function since financial data from PFP/I was not available and
Stherfinancial records of BAS were not usable to compare to the budget.
BECONNENDATION: ... BASandPFP/l-2 Ere e9-rcot_ vs. budqet-reoort for 

Thousands of 
Dollars
 

Pro3ect Hanager (expatriate) 66
 
Trainer/Advisor (expatriate) 63
 

Field Supervisor counterpart/SEFO liaison

Computer Operator 
 .

Business Officers (6) 51Consultant (expatriate) 

Office Manager 6 
13
Secretary 


Drivers (3) (including car costs) 28 
7
 

Receptionist 

6
Watchmen


' Other 5
 

Total 2-7 
N7
Of which: 

Local Costs 115 
Expatriate Costs 
 32 
: Fipanced by SEFO
 

of 
At present. BAS B.O.'s are handling about 250 clients, consist.n9about 20 active clients and 10 inactive clients per B.O..
B.0. could comfortably handle another 

Each
 
10 clients each raising the
tOtal capacity to over 300. The average visit frequency ia two weeks.This is a part of the ongoing training process for B.O.'s,. Zf thefrequency were changed to one visit every three weeks, the capacity othe current staff would rise to over 450 clients. Successful pro~e=tsil Similar countries have a four-week 
call cycle implying over 60,:
Client capacity, but Client development level is 
 lower and bu-zneze
conditions 
are tougher in Liberia. RgCOHvEXDATZO
S S _oonce every t.le e e..........d.n. Te ca.c e
time= .o... r 3~
 

a.... 
 -. m~or.e 
 -ocl _tdoevelo
o ent. 

Zn May 1985. a seminar held )ointly by SEFO and BAS produced 12Cattendees, 40-50 
of whom visited the office subsequently, and I-12
 
eaulted in serious loan prospectra. Zn addition., BAS hold wor;shops
M Poultry and Pi9 Raising in 1985. The evaluation survey shows 
that.
the SEFO client sample studied, none had first 
 boon attracted
AS. but rather by word of mouth and SEFO 

by
advertisig and publicty..hio is 
 the case in other countries, financing not 7A attract
 

PPlicants. 
 ~sbdl gurbsg~
 

http:consist.n9
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A special consultant provides TA to piggeries and 
 poultry farms
 
and also advises SEFO analysts on these types of businesses.
 

TA provided by B.O.'s falls into four areas, in order of
 
frequency in which it is applied as determined in the client survey:
 

a. Accounting and recordkeeping 
 53%
 
b. Marketing advice 
 17%
 
c. Production 
 10%

d. Other 
 13x
 
0. None 7%
 

From the client survey and discussions with the B.O.'s, it is clear

that accounting and record 
keeping TA is both appreciated and
effective. Compared to of in
clients pro3ects other developing

countries, respondents could readily estimate their present costs and
cash flows. The B.O.'s have not convinced clients to separate
business expenses from family expenses, but this is a notorious
 
problem with micro-enterprises.
 

Marketing advice has been less effective. Marketing is the ma~or
problem for most clients. Nevertheless, marketing advice seems to
have been usually no more than 
"go out and find customers: don't wait
for them to come to you". More specific assistance should, bepossible, given the experienced'advisors available. 
Discussions with
the. Trainer/Advisor indicate that B.O.'s
the are not currently

qualified to more
--uCO.... give than rudimentary marketing advice.
ION: trainina be aiven to B.O,'s and to 
 Pro~ect Analysts

k -- rketnSnalyis.and _n
2oduction recuirements1 and increase TA
 

The decision on wh kind' of advice to giva comes fron tho
Trainer/Advisor's comments on 
the contact reports which B.O.'s make
after each visit to the 
 client. The comments'we,revewed were
 
relevant and useful.
 

New business ideas and plans are developed by the Trainer/Advss.:r
based on inquiries from potential businessmen and a comparison zi

business needs in Liberia vs. other similar countries in which he has
Oxperience, This is 
a sound way to start one's own new business. Wt 
are not certain if it. is possible to convince many entrepreneurs (wh:
have not had the exposure of the Trainer/Advisor) that they should
enter such a business and, more import.ant, stick with it through the
Inevitably difficult start-up 
period. Such entrepreneurs w'." havc
iffeculty rafsino fnance. 
Some proiects in other countries hay&
Used high-potential studies to decide which e*,:iatin 
 bun nesse a -,,

will try to brini into their program. :n any event, given the curren:

Ocnom1c environment and its financia. situation, 
 we do not believc
at SEPO should finance new start-up situations. This activiy an
h* Pert 
 of BAS is not an eleent of the SX£DS proec:. 

" ' ' " _e n q . . . 6U 



dmos--e us _ t . RECOMMENDATION: 
 BAS resources be
dtoorovide to
roH istin and2RStivs loan clientTo 


From several hundred applicants in 1984 for the 
 B.O. positions,

20-30 were asked 
 to take examinations in basic mathematics, writing
and accounting. Eleven 
were hired. Seven remained after a 
short
trial period. There are currently 6 B.O.'s. Training of the 
B.O.'s
 was 
 given by the first Trainer/Advisor. 
SinL. B.0.'s are assigned
fairly randomly to clients 
 (there is some geographic bunching),

must be well rounded. Currently, some B.O.'s are 

all
 
being assigned to
particular 
 industries to be able to provide more specific assistance.


The Trainer/Advisor continues an 
 effective case-by-case training

regimen, in which he counsels clients in the presence of the B.O.
 

BAS and SEFO gave a small business seminar 1985
in which was

successful, generating 
10-12 serious loan applicants. The obsective
of publicity should 
 attract "cream"
be to the of Liberian small
enterprises to SMEDS. 
With the ample experience of the BAS expatriate
advisors, there should 
be material 
 for more seminars, newspaper
articles and church supper speeches. With radio advertising at on S10
per 
spot and excellent listenership, this might be the key "attention
getter" for subsequent promotion. RECOMMENDATION: a systematic and
S fous 2ublicit
Z and outreach program be initiated._usina several
 
methods to attract clients to SE-O.
 

There 
 is a serious question about one underlying BAS assumption.
This is that 
BAS can 'play a general business education role in
Liberia, providing benefits 
- and deserving funding - along the lineAof the public school system. The first problem with this assumptlon
Is that BAS does not have the resources to make more than a symbo:c
gesture towards helping the 7,000 
to 15,000 Liberian SSE's.
Government support 
of TA is very unlikely in the forseeable iuture.
and without that promise, donors are not likely to provide interim,

"pump-priming" 
or counterpart 
support
support. for more than maintenance
The second problem is that the SMEDS prosect is 
 In serious
trouble. All available resources should be applied to a 
concertec
effort to make SEFO viable. This 
effort will not allow the luxury zi
a "public-education. strategy for BAS. 
 Such -activity is not a part ,
the SflEDS proiect. RECOXmENDATICN: BA4eore
................... ecne~a,
and 2r. active
.os Ioa~€centsa - S--


C. 
 EV:S:ON OF 'HE BAS ORGANtZATTON
 

--.---------- ------------

While recognizing the different roles 
of SEFO and BAS in supcrt
of the Liberian SSE sector, a concern of the evaluators is the lack cf


appropriate linkeages between the two organizations, A mod*! wh!he- bon successful in other developing countries is to hava two locac
 
iAtons with overlapping, but not identical, 
 Boarda
Directors, and with the Managing Director of 
each entity lodged in the
 same Person. Each Board 
 would sot policy for the individual ent: %v
UZ. because oi 
the common members, would 
 be in sympathy with the
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requirements of both. The Managing Director would have two Boards to 
-answer_ to-and.would.necessar I y.be.required to -follow -the-policieseat 
forth. Separate accounts, budgets, etc., would have to be maintained.
 
For economies of scale, funcfions such as administration and
 
accounting would be maintained by elements or offices of one of the
 
organizations with an appropriate agreement and a fee for such
 
services.
 

A Liberian organization should be formed to assume the functions
 
and responsibilities of BAS. Such an organization would have a Board
 
of Directors with some members who would also be SEFO Board members.
 
The :following might constitute such a Board:
 

The Managing Director of BAS (Also the Managing Director of
 
SEFO).
 

A Representative of LBDI (Also on the SEFO Board)
 
A Representative of ACDB (Also on the SEFO Board)
 
A Representative of PFP/L (Also on the SEFO Board)
 
A Representative of NIC
 
A Liberian businessman (Not the one on the SEFO Board)
 
A Representative of the University of Liberia
 
An Ex-officio member from USAID
 

The Board would establish the policies for the advisory servicos
 
to be provided by BAS. The present funding from USAID through PFP/:
 
would be provided to the new organization rather than directly as now.
 
No changes in the current allocation would be necessary.
 

* O2LDTZOrs wit ciat~ orme nbeatontbeSIeats adu t auBe d
 

By having the two parallel Liberian organizations, a areator
 
continuity and supportive effort could be achieved. Probably in each
 
organization there would be a requirement at some point in the 9rowth
 
pattern for an assistant Managing Director, to free the Managin9
 
Director from day-to-day operations so he could concentrate on p**:cv
 
Matters, institutional relationships, fund raising and sixisr
 
matters.
 

If this organizational arrangement is established, considerat:ir
 
would need to be given to staffing of the two organizations. Thero
 
would be a shifting of responsibilities (accounting an:
 
administration) and some rearrangement of duties. :t would to
 
necessary to appoint a Liberian national as the BAS Director c" 
a
 
Comparable level with the SEFO Project Director and Comptroller# The
 
expatriate positions in BAS would become advisory rather than
 
XanAgerial.
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- CHAPTER V1 

The analysis in the previous chapters indicate that SEFO has 
 not
 
reached the expected level of mctivity nor will it become viable under
 
current procedures. Similarly, the TA function provided by BAS has
 
not resulted in 
an Increase In volume and quality of loan applications

to SEFO. Currently, the SHEDS pro3ct is attempting to provide ma~or
 
financing and TA to a small group of SSE's generally on a long term.
 
fixed capital jis.
 

SHEDS needs to concentrate on developing end implementing

strategies which will lead 
 to success and viability of the

institutions. Success would 
be measured by a broadening of the

Liberian economy and through building a class 
of Lberian
 
entiepreneurs which provide employment 
 end increased income, and by

evidence of long termAfinancial viability. This is best 
 provided by

concentrating efforti on the financing needs of existing SE's. 
Anne.t

H gives a description of the experience in small scale enterprise

a$sstsnce pro3ectsan other developing countries. Annex 3 provides

an outline of the strategic planning process it relates to the
as 

SNIDS pro3ect.
 

This strategy is based on providing a series of short tarn (3 t:
 
6 aonths) 'loans to these businesses in secending amounts as tho
businesses grow and require increasing amounts of iinan:nit.
 
Implementation 
of this strategy requires a number of key sequen:ia:
 

1. A reorgani:ation of the SXZDS pro)ect to provide for a
UniLcation of the top management and policy direction of %he separato

entities 53O and BAS, so that resources and efforts car' b&
 
@Oflceflrated on the new strategy. 
 292aa

,. - -l.22. 

2 



2. The SHEDS pro~ect must develop a desirable client profile. 
- c would-.. a...ll. prospective..lTh In t, be,.those...- elements -that 
clients should possess. Such a profile would cut across industry 
|lines. l i i A l ~ ~ ~ ~ g ~ ~ 2 2 D 

Guei uS Se Geb Oflblee besim d bev 

As the new strategy is implemented, SHEDS will gather information
 
which will add or change characteristics and provide for exclusaion of
 
some fields of endeavor.
 

3. The SHEDS pro~ect must cstablish and implement a client
 
service system that Is simple, replikzable, low risk and responsive to
 
the requirements of the enterprises meeting the profile.
 

gnigg m ee ( 0 o9O da s)A 0 0 attract
 

1. The sequence of activity would be as follows: 

a. Attract clients through promotion.
 
b. Assign each applicant to a B.O. who is responsible ir£
 

developing with the applicant a short, one pageprofile.
 
c. The SAS Trainer/Advisor and a .SEFO Proect AnalyAt 

approve further contact, such approval made within one woe*: of to 
initial contact. 

d. The 9.0 assists the applicant to develop a :i 
application (two pages) to provide the essential information for lzan 
consideration. The applicant also agrees to standard loan condia n 
(remain in business, no merger or sale, acceptance of summary udg?.:: 
and attachment of propertyin the event of default, agreement ior Z11 
and BAS to inspect the books and the property, and sim lar at:er , 
This development process would continue for a maximum of two %znA 
beore abandonment. 

a. The .O. makes a recommendation for the loan (pro ably
61,000 or less). The BAS Trainer/Advisor and the SEFO Pro~ect AnasyAt
Concur,
 

f. The Review Committee reviews and recommend& aproval. ant

the Managing Director approves within one week of %he recomiendatio,..
 

9. The funds are disbursed directly to the borrower withi.
 
One wee: of approval.
 

h. The B.O. gives supporting TA during the life of te !cat. 



1. One single missed payment disqualifies the applicant from 
-additional_ fiina' ncing.,.. and SEFO. would..tak ..action .to. attach-the.....
property of the borrower.
 

3. Upon satisfac--ory repayment, the B.O. assists the 
client
 
An
i preparation of a renewal application for the same or a larger
 
amount. Limit on the second 
loan would be double the initial loan.
 
Approval sequence would be as discussed above.
 

k. The applicant progresses through additional, larger
 
loans. As experience is gained with the client, TA would be reduced.
 

S1. Applications received for larger loans and for those
 
requiring fixed capital, would require the Pro3ect Analyst to work
 
with the B.O. and the applicant in the pre-application stage and would
 
require submission of the application to the Executive Committee of
 
the Board of Directors for approval.
 

2. As experience grows and the activity becomes more routine,
 
resources may become available for limited experiments with other
 
types of lending/TA financing packages such a 
start-ups.
 

C. 
C,uQg -----TE DELTHROUGH 1982
 

The following presents a summary of the profit and loss 
 scenario
 
for 1986-1989 for SMEDS if the above strategy is adopted. 
 Annex
 
presents the data on the model.
 

1. Assum2tions for the model:
 

a. SEFO operating costs will remain at the 1986 budge: 
:ova:
 
of *340*000.
 

b. BAS local costs (excluding expatriate conts) will remain
 
at x115.000 as budgeted for 1986.
 

c. The current portfolio of SEFO (after allowances ior

1ogses) has an average life of three years, will have 
a 1,0.
 

Uncollectible rate on both principal and interest each ?ear.
 
d. SEFO makes 50 new loans under the cutrant, reu;:a
 

program in 1986, 40 In 1987, 20 avraq*
in 1988 and none thereafter:

loan *iae of these loans is 35,000: the average liie of 
these loanO :Z

24 sonths: the uncollectible rate on principa: is 611 per year: ad :th.
 
uncollectible rate on interest is 5% per year.
 

e. New strategy loans are made in 1986 
 to 200 cLaents 4%

81.000 each. :n 
 1987, 150 of these clients get two renewal loans a
32,000 each. Zn 1988. these 150 clienta 9t two loans of 24,000 eaoh. 
In 1989, 140 of the clients get two loans of ,5000each. The 364M 
P'ttern is continued with 200 new clients in each year 1987 to :9S9. 
The Uncolieczible rate is 24.
 

f. The average interest spread over the cost oi money

(inluding fees):
 

(1) existing portfolio: *2,5
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(2) new regular loans: 15.0%
 
(3) -now.strategy--loans: .. 20.0% 

g. the existing portfolio at the beginning (less allowances 
for losses) is 2550,000. 

2. Result of the Model 

Applying these assumptions, by the. end of 1989, income from
 
operations can be expected to cover the total local costs of SEFO. 
It 
is clear that the TA activity cannot be self-sustaining. If these 
coats are deducted from 1989 total costs, then the pro3ect sustains a
 

* 	 loss of only 028,000 for that year. The portfolio at the end of 1989
 
would consist of approximately 640 loans for a total amount
 
outstanding of *2.400,000. 
 All loans would be from the new strategy.
This portfolio at a 20x spread over the cost of money, will generate

$470,000 in income per year (after reserves) sufficient to cover all 
costs except TA in the succeeding years. 

Getting to that level by the end of 1989 will require significan:
 
funding assistance. The scenario is as 
follows:
 

a. 1986. By the end of 1986, the portfolio would have, in
 
addition to loans in the current portfolio, an additional 250 loans:
 
50 from the regular 
system and 200 from the new strategy. The
 
ortfolio would amount to 6801,000. Excess of total cost of SMEDS
 

over interest income is *465,000. Total funds required are *777,000.
 
or 6139,000 over the current SMED 
budget.
 

b. 1987. The existing portfolio continues to decline 
as
 
epayments are received and loans mature. 
New loans under the regular

yatem are 40 and 500 new loans are made under the new strategy. A:
 
he end of the year. 350 loans in addition to loans in the current
 
ortfolio are outstanding and the portfolio 
vrlue is C.,069,000.
 
Xcess of total costs of SMEDS over income is S425,000. Total funds
 
equired are 8966.000, or 0724,000 over the current SMEDS budge:.
 

c. 1988. The current portfolio is reduced to zero by th* en.:
 
f the year. Twenty new regular loans are made, and 800 under the now
 
trategy. 
 At the end of the year 500 loans totalling 91,780,00C are
 
Utistanding. Excess 
of total costs over Income is 0302,000. 7o:a
 
Unds needed are S1.266,000 or sl,102,000 over the current SMOEZ
 
udget.
 

d. 1989. Only loans under the new strategy are made in ths 
ears These loans would total :080. At the eno of the year 640 loans 
Ould be outstanding totalling 02,400.000. Excess of total costs over 
fl@ome is *144,000. Total funds required are 1.421,000 or $1,343,00CC 
Ver the SMEDS budget. 

e. Beyond 1989, repayments from the loans should bo
u"fcLent to 
 maintain the portfolio at the 92,400,000 level an,
feome from the portfolio sufficient to cover all costs except TA.

he model does not reflect any charge to the borrower for TA. 

12mag1D_21 Thn would provide about 932,000 per year or 
 about54 o t he TA cos a. Other sources would be required to cover th* 
emainder of local TA costs. 
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D. COSTS AND MANAGEMENT REQUIREMENTS
 
--------------...--,-----
1. Costs and total requirements for funding above the current
 

SHEDS budget are:
 

1986 0 139,000
 
1987 724,000
 
1988 1,202,000
 
1989 IA 22
 
Total 3,308,000
 

0 
these funds, 0300,000 is for the employment of two expatriate
advisors through 1989, $148,000 is to cover cash operating losses, and
the remainder is for funding of loans. 
 The loan funds would be called
 
upon only when needed to fund new loans.
 

To provide expert assistance to the SMEDS project and to assis:
in the implementation of the 
new strategy, two expatriate positions
will be required through 1989. two
These positions are a
Trainer/Advisor for 
 BAS and a Financial/Management Advisor for SEFO.
ElggMMENDATION: funds.br__Eovided to 
su2ort a Trainer/Advisor for 
BAS and a Financial/Manaaement Advisor for SEFO throuah 1989k and_goas of the TA function throuch 1989...... the 

1. Manaoement Reuirements
 

'The success of this strategy is dependent upon finding cliente
needing funding, additional donor financing, and above-all ela&
iQ&sious, eneroetic 
 and ca~able manacement of . he two 
nation....___ In 1985, SEFO had a low point, making
totalling $506,000. This was partially 

only 38 loans
 
due to the economic
environment in Liberia. The administrative costs and finance chargesOf SEFO in 1985 were 0394,000, giving a cost of over :010.000 per loa.mad* 'or 
a cost of $778 per $1,000 loaned. BAS expended considerab:4


effort and resources in the development of prospective business areas
which did not result in applications for financing. 
 The local coat
Par client of BAS is over £1,000 per year. 
These* -esu'ts indiz t.
thatt the management of the organizationa have not succeeded in0d realities they face.us..ng to the 

Toe iinancial resultz 
of SEFO, and the continuing iack oicOnsensus and teamwork between SEFO and BAS do no: 
ondicate tahat :management of the organiza:ons will be able to successfully change

method of 
operation and implement the new strategy. Based on pa*:
rresultg and the current activity. there appears ti be ecestEve
Satlaffing in bo:h organi=ations, redundancies. and a lack of conensun|on d~rec~±on.
 



For a reasonable expectation of success of the new strategy and
 
of the SMEDS proiect. each manager must carefully review hia
 
organization, his staffing patterns, qualifications and performance of
 
employees, budgeted costs. utilization of resources made avalla.l),
 
rolationships with each other's orQanization, and all "he busness
requirements for successful operations. RECO"MENDATION: Dricr to any 

commitment for fundin2 the new strateqy, evidence be Dresentted that a
 
thorouh analysis _and review had occurred in 
each orqaniation and
 
effective changes made in operations staffinqL costsL and uta zat!on
 
ofresources to moet the challenae _of .th-- new_ stratev _and _-hal

reasonabe ectatL on of success is demonstrate d.
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ARTICLE I - TITLE
 

SMALL AND IHEDIUh 
ENTERPRISE DEVELOPMENT PROJECT 
(SHED), Project 
No.

669-0320
 

ARTICLE 
Il- OBJECTIVES
 

The objective of 
this york order 
is to evaluate the
Enterprise Small and Medium
Development 
 Project, including recommendations
changes for
and modifications 
to the project and
Flnancing Organization the Small Enterprise
(SEFO) and Business Advisory 
Service (BAS)

operating procedures.
 

ARTICLE III -
 STATEMENT OF WORK
 

The contractor 
vill provide 
the services

specialist of a small enterprise
and a financial analyst to 
 perform the 
evaluation 
as
specified below.
 

The contractor 
 will assess 
 the Small Enterprise 
 Financing
Organization in 
the folloving Lreas:
 

a. Review 
 SEFO's 
 financial 
 performance 
 and viability
prospects, 
and recor-ntnd 
measures 
to assist in 
ensuring

viability.
 

b. Review capital 
structure and anticipated capital needs.
 

c. Review 
 progress 
 made toward raising funds from 
 other
sources 
and the implications 
for portfolio structure and
 
performance.
 

d. Assess the 
 development 
 banking and 
 planning practices,
especially 
si they relate 
to project identification 
and
 
development.
 

e. Assets 
 tlie loan application and 
 approval proceso
recoumend changes, and
 
as necessary, based upon 
performance 
to
 

date.
 

f. Assess 
 progress 
 toward 
 SEFO staff becoming self
sufficient, 
 vIth special reference to the collection

function.
 

g. Review progress 
 toward computerizing 
accounts 
and make
necessary 

recommendations.
 

'31
 



Contractor 
 will assess the Business Advisory Service In 
 the

following areas:
 

a. The 
 scope of BAS activities, including the 
 strategy

employed 
and the relevance and 
 impact on the Liberian
 
small 
business environment.
 

b. BAS productivity 
as it relates to SEFO's 
viability with
 

particular attention to:
 

1. Progress made in 
improving loan 
recoveries.
 

2. Progress made 
 in developing viable new 
 loan
 
clients for SEFO.
 

c. BAS 
internal efficiencies 
and procedures such 
as client

load, cost per client, documentation 
and control 
of field
 
operations.
 

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

e. Performance 
of technical consultancy to clients 
and the
need for expansion of 
such services.
 

f. In-house and external training needs 
for BAS personnel.
 
S. Composition of the 
technical 
team under the SMED.project

and recommend appropriate changes 
or modifications.
 

ARTICLE IV - REPORTS 

The contrator 
 ahall submit a draft of the evaluation
USAID/Liberia, to
SEFO and PFP, within 
seven days of leaving Liberia.These organizations vill 
review the draft 
and submit comments
Contractor within three to the
days. The Contractor 
shall submit the Final
Evaluation Report, 
 incorporating 
 the above comments,

USAID/Liberia and 

to
 
SEFO prior to leaving Liberia.
 

ARTICLE V - RELATIONSHIPS AND RESPONSIBILITIES 

The contractor will work theunder direction
Projects and 

of the Chief of SpecialProject Development Office, USAID/Liberia. Thecooperating country liaison official is the hanaging Director of 
SEFO.
 

U~
 

)
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ANNEI B - I 

SMALL ENTERPRISES FINANCING ORGANIZATION
 

BALANCE SHEET (0001

DEC.31, 1982, 1983, 
1984 (AUDITED); SEPT.30,1985 (UNAUDITEDI & DEC.31, 198')ESTIMATED)
 

ASSETS
 

S &ZZ..... • 
 Dec. 31 1982 Dec. 31 1983 Dec. 31 1984 Scpt. 30 1985 Dec. 31 1955
 
ACt. % Amt. I Alt. 
 At.
A X Wt. ICURRENT ASSETS
 

Cash and bank Balances 
 421 
 42.2 129 11.6 .34 
 2.7 132 7.2 619 33.1
Interest bearing Bank Deposits 
 200 20.0 321 2B.9 
 206 16.3 361 19.7
Current maturities on Loans 
 10 
 1.0 296 26.7 485 
 38.5 504 27.5 428 2.9
LESS: Provision for Losses 
 (6.2) (5.5) (122) (9.7) 01j, (6.7)
---1--- (120) 6.4)
--------- 6.4
 

234 21.1 363 28.6
Accrued Interest on Loans 382 20.9 972 49.5

15 1.3 
 71 5.6 121 6.6
LESS: Provision for Losses 
 (3) 0.3 (151 (1.2) (1) ((.B) 24
Accrued Interest on Deposits 2 

1.2
 
6 0.5 6 10
0.5 0.1
M]!c. Debits 
 29 2.9 46 4.1 44 3.5 93 5.1 87 4.7
 

TOTAL CURRENT ASSET5 
 662 66.1 748 67.4 
 708 56.2 1026 56.0 1038 51.5
 

Loans Net o; Current Maturities 
 77 6.9 377 29.9 
 622 34.0 649 34.7
LESS: Provision for Losses 
 (59) (4.7) (391 (3.2) (89) (4.8)
 

Preoperatiora] Expenditures (Net) 266 318 25.2 56., 30.7 560 29.9
26.6 12 19.1 15i 
 12.6 12A
Equipment & Leasehold lmprovq. (Net) 
6.6 120 6.4
 

71 7.1 73 6.6 
 74 5.9 3 3.4 6 

TOIT;ASSETS 998 100.0 1105 100.0 1259 100.0 1631 100.0 1870 1 .v 

CURREhT LIABILITIES 
Dec. 31 

Aet. 
1982 

1 
Dec. 31 

Amt. 
1983 

I 
Dec. 31 

Amt. 
1984 

I 
Sept. 30 1985 

Amt. 
Dec. 31 

At, 
1965 

i 

Interest on Long Tern Debt 
Accrued Epenses Credit Balance 

is 

36 
1.5 

3.6 
II 

57 
1.0 

5.1 
23 

32 
1.B 

2.5 
74 

68 
4.0 

3.t 

TOTAL Curr"I Liabilities 

Leasetold Improvements 

OTHER LIABILITIES 

S1 5.1 68 6.1 65 

15 
5.2 

1.2 

125 

15 

6.8 

0.8 

14: 

I5 

7.6 

0.E 

Long Term Debt 792 79.2 1002 90.3 1447 113.3 1506 82.2 1692 qk.! 
-- - - --- - ---

CAPITAL STIM 155 15.5 425 
- - - --

38.3 
-- ---

449 
--- ------------------------------

35.7 622 33.9 629 37, 

DONATED CAPITAL 

kcuulated Lss (387) (34.9) 

85 

(802) 

6.8 

(63.7) 

500 

(939) 

27.3 

(51.3) 

500 

(1102) 

2.7 

(58.9) 

Total Capiti 155 39.0 3.5 (268) (21.3) 164 10.0 2! 1.) 

TOTAL LIABI.TI!S CAPITAL 998 100.0 1109 100.0 1259 100,0 1.11 10.0 1870 100.0 
lllialZlZ3 Its MR RRl~lsKS"lRrRZCl&R2R=3 OXlMUAMLZZtlll gXlISl -a~ RUK l~lra zza I t 



ANNEX 9 - 2 

SNALL ENTERPRISES FINANCING ORGANIZATION
 

INCOME STATEMENTS
 

YEARS ENDED: DEC.31,1982,83 & 84 (AUDITED); SEPT.30,1985 (UNAUDITED) & DEC.31,1985 (ESTIMATEDI
 

9 Mons.
 
INCOME Dec. 31 1983 Dec, 31 1984 Sept. 3(,1965 Dec. 31 1985
 
------. 
 Amt. I Alt, I Alt. I Amt. I 

Loar Interest 45 41.7 116 64.8 139 84.2 185 85.2 
Prouect Invest Fees; Colo. Fees 15 13.9 12 6.7 6 3.6 6 2.6 
Penalty Charges 2 1.9 q 5,0 1tk 6.1 q 4.1 
Interest From Deposits 21 19.4 11 6.1 9 5.4 Il r 
Unreal Fgn Exchange Grain 25 23.1 31 17.3 

(WTALINCOME 108 100.0 179 100.0 165 100.0 217 1V.0 
EXPENSES 

Interest on Debt 68 62.9 92 5114 62 37.6 2 37.f
 
CD ensation 22B 2ot.7 244 13o3 168 109.1 
Proiessopnal Fees II 10.2 12 6,7 q 5.4 1 1A.E 
Trivfli 49 45,: 44 14.6 C. 
Depreciation 74 6.5 75 41i, 6(, ;t.4 a, :. 
Others 2F 26.7 2 I5.66 6.! 

64 59.3 57 31.8 

TOTAL EIPENSES 562 536.9 551 307.8 350 212.1 474 21F.'
 
OPERATING LOSS be4ore prov. for Loin Losses (4731 436.0 (372) 207.6 (195) lIB.2 (257i Ili..
 

Provision for Loan Losses (651 65.2 (131) 73.2 (52, 74. 

Operating Loss (53B 416.1 (50') 2B1.0 (Iq5' 118.2 (0 :,. 

GRANTS 152 87 50 Sc
 

NET LOSS (386) 357.4 (416) 232.4 (145) 97.9 (25>, 1c .
 



AMNEI 9-

SMALL ENTERPRISES FINANCIN6 ORANIZATION
 

PORTFOLIO 
 NALYSIS
 

LOA S Dec. 31 196, Dec. 
31 1984 Dec. 31
Act. 198
1 At. 
 I Ait. ' 
Current Maturities up to 
I year 
 296 79.4 
 48
Maturitis over I year 77 

56.2 428 39.7
 
20.6 
 377 43.7 
 649 
 62.3
 

10------------------------------------------------------

TOTA L
LESS Allowance for Losses 373 100.0

162) 16.7 
862 IO0. 0 1017 1,,0(181) 2J.0 
 (219) 20.3
KET Loan Portfoli -.................................
 

E n t 
 311 
 83.3 
 681 
 79.0 
 858
AsazzmzzZ 79.7
Z~zzz 
 t Z x
aZ zWGxx x zzxt3 r za a at% 
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0NNEX D
 

ANAPPROACH TO ANALYSIS
 

'ne maill and 
 medium 
 Bcnle enterDriaes which
BEFO-s attention and 
are the focus of
the sourct, of 
 its clients
nusnessea with ar-e for the most part
a sinqle owner, 
or at most. 
a very nmal1
owner oenerally has group. The
a particular akill, 
and an 
a natural
to CUz event orefers
h r attention 
on that ikill.
:r Ti rily interested The trained enqaneer will ben de. ian 
 and product I onmrarie:inq. .he lesmnn-,e other function.. 

* 

of hin busi:notri-
an 

nre not interestgl
,ird c n --.
an


ci e rindenitn 
 at tention.
 

T , Ic
-," urictionn, oC bunlnoer
a

5rk#'.tn-j, are four:(2) tJiocurement, anien or
() nroduction.


7 i nnnz. and (.) d intrabution.cit bn: con ndered an the 
fuel that ,akii the buuinon
Do c run.-: o a)ro-na- r)icntion, ,ro lect mnalvaia. 
Lnd pont-approval
co'n, 
 . ncC7Mnc evaluation -hould 
 bI aimed
,'ntr,,re.,,r re-r,'zea at angaur n that theall functiona of his bun.ne-a, underntanda-Ah r -, the howIa C, other° andresc urcels to (ach 
devoten adequate mannoerakil time and. Thei annly.t ahou1d probk, and thean deouat(, r e.r,onsi oviier should haveto the fol Iowa no Cuentiona.gaive an isiht into the 

The nnswers willmanaQeran cnanbilite-s of -the businessman. 
".ar.w - The fiil ure SZEI'a canoz mocat usu lly be troced to1nadrountC revonuoi; 
 from tho nriduct or tcrvicu. 

rave The owner shouldadecunte r,'n;ponv(., 
 to t-het fol lowl no: 

a. .0 whcm th1.3 product sold?b. What do.i the cuntomer do with the product? 
a. What in the price?
d . Where do the- cu-t omer!i buy now?
 e. Why w i they hiuy from thIs buiness?
 

The an.wt-111 
 t t h,,r , aught IOif, nihould rovtal the type and,he Ct-U.Pt ort,. magnitude ofwhC':t11.r t h CUutOr,or
thu innt ket Int to.l fli of uril 

ia the final uner or not, whethert vol ume I nri-owinq orh not , the extent andn trn ,(1 ,f corrtret J tirin . and the nbi Iity of the buninessnA r- o- to capture a
h, iMM1 k'.t fIuf f iclont fo0z adequato retiurn on the
ad rr )apyr 1 t. of tlA,. inventmentloan; 

"r" rr- e ntf - The aval ],-i ]i t.ymat ,'r In ;n and "trvl -,ri 
Of ad4ciuat , r4emource ,to prodtir-o Tho produr-t or nvi vicir to moet theor,* ~~c.r ,n r r-(7,( t T-( r k o-t 11 iit-rir tt lo ris -:h1 uid !10 ,.vn ltintrdn i i* kd,- t'o hir nt~cir-1-tan.ci. . Thf- fol lowing 

M. What 
ni ,. th,, r-ter Inln, re,,oi1rc. nndrid. ne.rvlr-e!, recuirod 
0( rol (dtuCe- hf pro~rn -t ' h . Ar'. t h,1..an.nvnlablrAu n
n at-gkum, (qu IIty now, i i nt couant It I s withand will th.>y be, avail a ]t. ov,.r lthe- II fe of the

Io an?,

http:nt~cir-1-tan.ci


c. How will these resources be brought to the site of 
the
enr0-erorlse ?
 
d. What ark the current costs of these 
 resources deliveredto th 'te, anc what are these costs expected to be over the lIfe of 

the loan? 

The re!ozonn.s to these Ouestions should reveal the sources of rae
m-r~laiz and otrhor resources, utility requirements arid availability,

0 neans, o delivery to the businesE, and the :ifnanciai recuirements 

nciraecuiaition. Particular attention needs be aivento to" se -- :toMs wziach must be Imported and the nource over the term of the 
*. cf t fnlcensarv foreian exclianqe. 

rL,.e process oi roducing a saleable crocuct orz rvic,! Dv uti -izlna tee inpute of labor, materiaL and resources must

be examined. iollojnnThe auestions are nertinent. 

3. :s an nprDroDriate technoloqy used? 
b. What are the fixed carical elements required 
to produce


- e oroduct, are hese avallne, aid what are their costs? 
C. :3 trnined labor vailahJe and what is its cost? 
d. What conrtraints on production exint or may occur such. as
 rnv, ronment n I, uovernment, labor, etc. ? 

The !es-ono05 auestionsLo thene should reveal the adequacy and the 
cnr iteri,:i. of thc technoloqv, coastthe structure of production,

'm ",c ncttoriti. enfeck ithe 1ott that ma" occur. 

. r icO -- The product or service must reach the

*-1v"t of r 1-1 t he clilrnt a t' o. reaulred mand at time red.the desi
Evoiuat.ion (-f th- fcIow iwnq uertIonB ia neede d. 

a. How is the nrod act del ive.red to the customer? 
b. What nre th- Lontn and co-istrainta on distribution, suchavailabilityi'. of transpot, location with respect to the customer? 
c. Are edeoumtatr wni ohouninc facil1tles available and at whatcc,: t ?
 

A-,t ror,i nt , nrswf-ra to thene 

t,m. !.i./oct ,d the annro)rlate 
and 'Mrl d ei IvfX th. 
cuant it , 411 arid at. the ti 

r): 

me 

quont-loni will determine if the business 
,mrket , has adequate storaae facilities, 

duct or service to the customer in the 
the cuntome-r wants. 

FJ. 11M Y , On I y w h ,i , d .qu nte an wers are obta ined to the 
nhovr. ,uent I Cn) 
Th.n th- nnw.r, 

'mr 
to 

nttent 
tie- fol 

in ho, 
l(wlnI 

tmn2d to the financing of 
c tut.t ior are necessary. 

the proiect. 

a. H1rw mtiuh monty is! enl1 y n,teded?
b . Whnt nr, hi' .s ()r,cr thi t money?,f 
c. What mro the -ult.al e arid realistic terms of repayment of

t.he m,-,/cy borrowed? 
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d. is the return on the emDlovment of 
the money sufficient
 
or survival and growth of the 
business?
 

Answers 
 :o these auestions 
will determine the appropriate need and
source of 
the funda, the sales levels needed to generate the cash flow
to repav tthe borrowed funds, and 
 the need ior schedulinq the
:.sbursement and 
repayment to 
the exDected recuireents ana 
casn flow
:f the Dusinesa. Financial analysis must 
focus on the anility of the
o&eratIon of 'he DuEiness to aenerate the nacessary orofits and 
 cash
-lc,w to mee t the loan reauirements. 
 Collateral. 
 wnile taken as a
:o~rn;iie risk curtanlment. L3.hould not be consideied in determinina the
v'inblatv 
of the busineaa.
 

Even if 
nll the anove ouv tions can 
be answerea satisfactorily,
,ere is no asurance that the buiness wii survive and Drosper. 
Cuccen3 
 wilI depend upon the maraoement of
a naemint ability the resources by the owner.is a oatiltatlve factor which is not easily-eterlned. Nevertheless, in 
-he asking of the quantitative questions
,i tc; aLuove. the analyst should lain an ingiqht into the managerial

ca1:3illties 
of the antreni-eneur.
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DISCUSSION GUIDE
 

LIBERIA SMALL AND MEDIUM ENTERPRISE
 

1. 	 INTERVIEWER 
 DATE OF INTERVIEW
 

BUSINESS OFFICER
 

HOUR STARTED/FINISHED
 

EXPLAIN PURPOSE OF iNTERVIEW
 

2. 	 RESPONDENT'S NAME AND ADDRESS
 

3. 	 ARE THERE ANY GROUPS OF BUSINESSPEOPLE OR CLUBS IN WHICH YOU
 

CAN GET TOGETHER TO DISCUSS PROBLEMS" CHURCH GROUPS') OTHER'
 

4. 	 DATA ON ENTERPRISE:
 

NAME
 

ADDRESS
 

TYPE (SOLE PROPRIETOR, LTD., ETC.)
 

DATE FORMED
 

OWNERS
 

WHY ENTERED THIS BUSINESS
 



CLIENTS
 

COMPETITORS 
(PROBE FOR CONCENTRATION)
 

PRODUCTS SOLD
 

DO 	YOU SELL ALL YOU CAN PRODUCE?
 

DO 	YOU GIVE CREDIT, TAKE DEPOSITS, ETC?
 

OTHER BUSINESSES YOU'RE 
IN
 

5. 	 PRESENT DAILY SALES
 

PRESENT MAJOR BUSINESS ASSETS
 

6. 	 ENUMERATE 
 MAJOR COSTS (CONFIRM THAT 5 
- 6 	IS OWNER'S NET
 
INCOME)
 

7. 	 DO YOU CURRENTLY HAVE ANY ACCOUNTING RECORDS?
 

ARE YOU KFEPING YOUR RECORDS DAILY/WEEKLY/EACH TIME A SEFO
 

SUPERVISOR COMES TO VISIT?
 



WHO SET UP YOUR RECORD-KEEPING SYSTEM'
 

DO YOU MAKE YOUR OWN ENTRIES OR DOES SOMEONE ELSE?
 

6. 
 PRESENT NUMBER OF EMPLOYEES' FULL-TIME 
 PART-TIME
 

RELATION TO OWNER
 

LOANS BUSINESS HAS RECEIVED
9. (PROBE FOR LBDI, 
 LFTC, AG. DEV.
 

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

LOANS OWNER HAS RECEIVED (PROBE FOR FAMILY LOANS)
 

DO YOU NOW OWE MONEY TO ANYBODY' WHO'
 

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

INCREASE'
 

10. 
 WHAT DID YOU DO TO CONTACT LENDERS (PROBE FOR ROLES OF BAS
 

AND SEFO)?
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11. DESCRIBE PROCESS YOU WENT THROUGH TO RECEIVE LOANS AND TIME
 
FOR EACH STEP (PROBE FOR DECISION ON LOAN SIZE AND Ui;E 
AND
 

EFFECTS OF DELAYS
 

12. INTEREST RATE, 
 NUMBER AND SIZE OF PAYMENTS AND PURPOSE OF
 

LOANS
 

ACTUAL USE OF PROCEEDS
 

DESCRIBE VISITS OF COLLECTION OFFICER UR OTHER COLLECTION 
STEPS:
 

WHICH PAYMENTS ARE MORE IMPORTANT FOR YOU TO MAKE THAN SEFO
PAYMENTS' WHY, 

WHICH ARE I -Ss IMPORTANT , WHY'l 



13. WHAT 
CHANGED IN YOUR 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 OR CLIENTS CHANGE? WHY?
 

DID YOUR INCOME (DETAIL AS IN 5 AND 6) 
CHANGE' WHY"
 

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


TIME, FORMERLY EMPLOYED VS. EMPLOYED)? 
 WHY?
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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?
 

14. 	 OTHER EFFECTS OF LOANS:
 

SUPPORTED/STARTED OTHER BUSINESSES
 

MORE LEISURE TIME/EASIER LIFE
 

MORE TIME FOR PRODUCTION VS. TRIPS TO SUPPLIERS AND CUSTOMERS
 

CHANGES AT HOME - EDUCATION, HEALTH, ETC.
 

15. 	 MANAGEMENT AND TECHNICAL ASSISTANCE YOU HAVE RECEIVED 
(PROBE
 

FOR 	PROJECT ASSISTANCE: DIFFERENTIATE T.A., APPROPRIATE
 

TECHNOLOGY AND MARKETING, 
ACCOUNTING/RECORD-KEEPING.
 

16. 	 WHAT 
DID YOU DO TO CONTACT TECHNICAL ASSISTANCE PROVIDERS
 

(PROBE FOR ROLES OF BAS AND SEFO)n
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17. DESCRIBE 
PROCESS YOU WENT THROUGH TO RECEIVE 
TECHNICAL
 

ASSIoSTANCE AND TIME FOR EACH STEP 
(PROBE FOR DECISION ON
 

TYPE OF ASSISTANCE)
 

18. 
 WHAT RELATION DOES THE TECHNICAL ASSISTANCE HAVE TO LOANS?
 

19. 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
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DID YOUR INCOME 
(DETAIL AS IN 5 AND 6) 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 GOVERNMENT REGULATIONS SUCH AS BUSINESS REGISTRATION,
 

TAXES? 
 HAVE THESE ADDITIONAL BURDENS BEEN MORE THAN OFFSET
 

BY ASSISTANT"
 

20. OTHER EFFECTS OF TECHNICAL ASSISTANCE:
 

SUPPORTED/STARTED OTHER BUSINESSES
 

MORE LEISURE TIME/EASIER LIFE
 

MUPE TIME FOR PRODUCTION VS. TRIPS TO SUPPLIERS AND CUSTOMERS
 

CHANGES AT HOME 
- EDUCATION, HEALTH, ETC.
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21. 
 WHAT WAS THE MAJOR EMPHASIS OF THE TECHNICAL ASSISTANCE?
 

WHAT ISSUES WERE DISCUSSED?
 

WAS CREDIT, ACCOUNTING, MARKETING, PRODUCTION TREATED?
 

22. WHAT DO 
 YOU FEEL WAS THE MOST IMPORTANT BENEFIT OF YOUR
 

HAVING RECEIVED THE 1ECHNICAL ASSISTANCE'
 

23. 
WHAT WERE YOUR MAJOR PROBLEMS BEFORE LOANS/T.A)
 

WHAT ARE THEY NOW?
 

24. OTHER SOURCES OF LOANS (PROBE FOR 
INFORMAL LENDING AND
 

SUPPLIER LENDING) AND TECHNICAL ASSISTANCE WHICH YOU OR
 

ACQUAINTENCES HAVE RECEIVED?
 



25. 
 WHAT ARE YOUR FUTURE PLANS OR NEEDS FOR BUSINESS GROWTH"
 

CREDIT? 
 T.A? RELATIONS WITH SUPPLTERS/CUSTOMERS/COLLEAGUES?
 



,
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ANNEX H
 

SUMMARY OF EXPERIENCE WITH SMALL SCALE ENTERPRISE ASSISTANCE PROJECTS
 

INTRODUCTION
 

A key assumption of any small-scale enterprise (SSE) assistance
 
oroiect which intends eventually to break even is that enough clients
 
will enter the Prolect to allow it to reach reasonable lendinq scale
 
,say 500-750 loans averaging 1,000 to S5.000) quickly (say within
 
three years) at low enough default/delinquency rates and operating
 
costs to break even at an interest rate charged which is well below
 
clients' return on invested capital. 
 A supporting assumption is the
 
sUDoosition that there is ow enough generally applicable accumulatea
 
worldwide experience with SSE-assastance proiects to allow a project
 
to develop plans and policies hich will provide clients with help anO
 
control but also 
 have a good chance to lead to the project's
 
viability.
 

This Annex outlines a a general model by summarizing a few key
 
lessons which 
 experience with successful and unsuccessful
 
SSE-assistance projects in Latin America, Africa and Asia teaches.
 
Most statements below do not carry references because they are
 
aeneralizations from recent 
experience in 14 countries, conference
 
presontations and study of papers. mostly unpubliuhed. The r&ader
 
seekina further corroboration of details might wish to consult some of
 
the references in the bibliography.
 

OBJECTIVES
 

A aood rule of thumb in designing a successful SSE-assaitance
 
proiect is "make it big and keep it simple". A statement such as,

"Significantly increame incomes 
and sustain or increase employment
 
levels of selncted segments of working poor, while covering all
 
project costs," is challenge enough. Projects which add objective
 
elements such am increasing the average size of firma aided or
 
developinq new ansiastance institutions tend to mix strategies into
 
objectiven (therefore decreasing project flexibility) or make such a
 
daunting net of ob3ectivea that the risk of project failure becomes
 
unacceptably high.
 

Successful projects can Aupport creation or 
 sustain a job for
 
oach -500 loaned and increase ownQr's income and payroll in
-02,000 


the 25 - '10 range during the first. year of a loan. There ir leas 
ovidence for mccomplinhinq thin on n significant scale (noe section 
below), since only the mont recent projects tend to have portfolios in 
the thounarnds of loans whill the number of SSE's in a major city is 
measured in the hundreds of thousandn (e.g. Lima, Peru, with 5.5 
million population has 300-500 thousand SSE'a) 

2 



MARKET SEGMENTATION
 

As stated, the total number of 
 SSE's in a qiven operatinq region

aimost always greatly exceeds any imaginable pro3ect's organizational 
or minancial assistance resources. This provides a great luxury for

proiects and 
one w~ich successful ones eXDloit: define and serve only

tnose market seaments (homogeneous agrouns of SSE's) which 
can oest

benefit from those 
resources the prolect can provide, ana wlhc[ are 
in
 a oosition to 
repay those resources without 
too much supervision. The
parallel witn other successful marketers is clear. Merceaes-Benz 
zeeks out and nerves seaments of the automobile buying market wnich 
aooreciate hiqn performance and luxury, while at the same time
able to afiora 

are 
tne high price. All Merceaes product design, marketino
 

anc oricina o.ecasions 
are ceared to the selected market seqments

(zaraec group). There no
is tal! 
 of the .averae car ouyer's 
ore: erences. 

:n the case of SSE-assistance Drolects, 
 astute market
searentation does not 
mean excluding 
the poor: SSE's are defined as

oeino owned by poor people. Almost always, employees are poorer

still. Proper segmentation the
merely assures that the minority of

total SSE market which 
a project has resources to reach will be those
 
seaments most likely to 
benefit (in 
terms of proiect obiectives) from

su(-, assistance and to be able to 
 rotate the resources so that more
 
SSE, ,. can be reached in the future.
 

Soje of the SSE-market dimensions along which successful projects 
seginent are as follows: 

SSE's return on invented cantal: Probably because capital 
is so

exoensive and iscarce, 
many SSE's which have survived for a few yea 
s
achieve very 
 high (40% p.a. or higher) return on invested capital.

Those which do not qenerate 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 in 
the 20. oer month
 
to 20'. per day range) and no fa i. By selecting high-return firms 


to fall 

customers, successful projects 
en route to failure and can 

can avoid backing enterprisme 
leqlmately charge interest rate 

which 
in 

as 
are 
the 

25%-35< p.a. range. 

TYDe of businers: Many proeects which start 
sorts of businesses find Inter that successful 

out 
custom

dealing 
ers tend 

with all 

into 5-10 business categorien. These vary by location, but the

limited number 
 alow loann officers to develop r pd, effective

ncreenIng techni C7er. Threforfe n qood strategy for n new proiect is
to plan to chann.l r,ost ,ro (-ct resources into n 1 imiteod number of
cusitomer hufi nev tyr)o, - w1 thOut , however , conzswtrnt i nq theporLfo lio o much that the pro :ect ' fluccessl Is t i d to tho fortunes
of c,ne. or two i ndurtr I - (" soon an experience ir d cntes which 
nuJ;i ne'n typer, to concentrate on. 
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Xe business needs: Gross (see bibliography) characterizes two
 
sets of assumDtions. A and B. which Droiect manaqement may make about
 
the key bus.tness needs of thieir SSE customers. 

"Type A: The microentrepreneur does not 
know how to use credit
 
effectively. For this reason, before 
 loans may be disbursed, the
 
orospectivc borrower must rece.Lve training 
 in accountin, ccsts,

marketing 
and rrsonnel mrnaqemont. The entrepreneur does not know
 
his business sufficiently well, either. Therefore, he should pass
Throucgh the stagea cf pre-selection, selection, dinqnosi. and 
trainina, which will enable him to better understand his business.
 
without this educationnl process, credit will probably 
 do more narm
 
than aood for the entrepreneur, indebting him to the point wnere he
 
cnnot 
cancel his loan, effectively eliminating his chances of
 
r2ceivina other credit. Besides, 
 many micro-entrepreneurs really do 
not ne--ed credit. A'hat they really require is management training.

T, ;-ng that their Drimary need is credit, many microbu.iness people
La - the required training courses in order to receive it. DurinQ the 
. nnq-ment traininci period they laarn how to use their own resources 
:)otter and reajize that, in reality, they do not really need credit." 

"The premise of 
the Type B model may be summarized as follows: 
.iek their countec-parts of ths large, medium and small businezs 
3ctor, the microbusiness needs capital to function. The major

obstacle to expansion of the microbusiness is not managoment training,

but credit assistance. The microentrepreneur knows how to credit,
use 

if it is disbur&ed in the small amounts he in accustomed to using.
The microentrepreneur needs training in the use of credit, but the 
monst -fficient manner to lear. to use credit is precisely by using it 
in his business." 

A project desiring to break even should seriously consider trying
to select clients satisfying Model B because a Model A strategy has
 
been shown to rarolv, 1 ever, break even.
 

Technical ansittance level: Projecta which follow Model B
 
largely avoid the problem 
 - unsolved no far --of highly Rubsidized 
technical 
assistance (TA) components. As private-sector marketers
 
know, customers will 
only pay for what they think they need, which may 
not corropond to what they really need. Thus, in SSE nairistance
 
pro)ects offering major TA components, customers are typically willing
 
to pay fees In the range of 2-5% of the amount loaned. When 
que.tioned, customers often may that they consider such paymant.% part
of the cost of the loan, which they are willing to pay not because 
they value TA, but because, even with the "surcharge". the total cost 
of funds is below that of informnl-soctor loans. flow4_ver, ii vn that 
TA conts nro rnrely below ZlOO per cuntomer, the nverar4e loan size 
would have to he in the ;3, 000 aren to allow the "surchnrge" to cover 
cn.3ts. Experience nhows that it atin riky to make loans -hits large,
Iv mastat the- beqinning of the relation with the customer, at which 
time TA ins generally given. 

\ 
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R:SK MANAGEMENT
 

Successful proiecta achieve low delinquency rates (payment one
 
day or r're overdue but loan not in default) and default rates
 
(uzually a 90 day or greater delincuency: sometines 180 days) in the
 
3-i2% and 0-2% ranges respectively, by building risk management

strategies into all 
phases of their operations - esDecially customer
 
selection - not iuat their collection policies. Some successful
 
strateoles are as follows:
 

Lend only to exintina businesses: Contrary to some early
 

theories, runnina an SSE tends to be a 
permanent vocation. This means
 
that owners are very often mature people who have 
 had up to 20 years

of experience in their chosen industries, first as employees, then as
 
owners. There 
 is thus likely to be an ample pool of established,
 
nroved applicants. run by serious people in business for the lona
 
haul. The best way to help startups is probably to lend to these
 
existina SSE's . which will 
then hire young people and give them the
 
experience needed to start their own 
businesses.
 

Determine oresent capacity to amortize future loans: Tn their

application screening procedure6, successful pro)ects usually
 
concentrate on determining an applicant's minimum net cash flow 
over
 
recent months. Initial loans are 
then limited by the requirement that
 
minimum past cash flow be some multiple (say 2) of the project loan's
 
monthly amortization r'ouirement. Thus the undertaking which the
 
proceeas are used for can fall to improve cash flow, but 
the customer
 
can still repay. 
 Ii the undertaking is successful, then the
 
npplication for a subsequent loan will automatically yield a higher
 
loan limit.
 

Credit aoillty: SSE owners ere used to paying very high rates
 
for informal-sector credit but also to receiving it quickly. 
 Projects

which delay more than 
 a we-ek from receiving an application to
 
disbursing funds 
(or turning down the application) te2nd to build two
 
problems for themselves. First, the customer perceives 
 that the
 
project is not businesslike, in the terms he 
is used to. Thernfore he
 
tends to disregard nubsaquent demands for loan repaymont. Second,
 
circumstancesa are apt to change quickly 
for SSE's. An undertaking

which makes sense at the tIme of application may dopend upon 
 an
 
opportune purch'se of inventor/ or a seasonal sales upturn. 
 Loan
 
approval dolay can force the SSE to devote the iunds, when they do
 
arrive, to less profitable use, thereby lowering his ability rr repay. 

TnI 11or ain r nn t r-f-. to SFF r-1 rctumgtnncnon: An ntated above, 
nucccn 'ful pro)ctn bmse lending drecisions on applicants' cash-flcw 
calculatlonn and busJnP's/personal stability. This roduces the nned 
for ordinnry collaternl, mlthouqh pro)lectn do Lnko titloe to equipment
which lonns fi nance. In p1nce, of collateral, many projectr hav'( had 
!,uccr-.rs (nspecialIy Ini Lntin Amnrica and AcIa; in Africn thut record is 
not nr! qood) with solidnrity-,i ou, Iendinq. Tn er Lhis nrrar igotont, a 
Ar,n n offIcr will requl re an individual apjpl c-nt to bring togother
4-10 similar SSE's, all of which will apply and be jointly and 

(' 

http:uccr-.rs
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severally responsible for repayment. 
 Moral pressure to repay thus
 
comes ooth from the project and the customer's peers.
 

On a level above SSE loans, wholesale lending to proiects must
 
accept tne fact that almost 
all SSE'a operate purely domestically.
 
Therefore they need to 
borrow in local currency and will repay in it.
 
This means thet is is usually inappropriate for projects or national
 
umbrella agencies to borrow hard currency. International guarantees,

in wnich hard currency remains abroad but 
 backs up loca. wholesale
 
Dorrowing. is an established solution for large businesses, especially

multinational subsidiaries, and 
 has had solt:e success for
 
SSE-assistance proiects (see biblloqraohy).
 

ieeD uo to date on delincuencies: As an SSE loan becomes lonqer
 

and longer overdue, the chances that it 
will be repaid at all decrease
 
arastically. The proolem feeds on itself because the proiect quickly
 
gets the reputation of being "roft". This encourages other 
 customers
 
,o delay payments. Also, remainina funds have 
to ao to new customers
 
ratrner than present, delinquent ones, thus diverting staff time from
 
collection efforts. Tactics to 
encourage prompt payment such
- as
 
reminaina the customer 
a few days before the due date, charging a
 
late-payment fee which 
 at least covers extra collection costa, and
 
automatically (without Board 
 approval) giving seriously delinquent
 
accounts 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 is 
on the scale question indicates that three
 
strategies are important:
 

Marshal -rivate-sector local-currency lendinq resources: Charge

:ustomers interest 
rates which allow project borrowing at local prime

5nd mobilizing local savings.
 

Minimize subsidized nro2ect bottlenecks: For example, obligatory
rA, partially supported with low-cost or grant funds, limits project
xpanslon to the availability of those funds and de-motIvntes local 
ilrector involvement because of the uncertainty of future funding
ivaalabillty and fears of "outside maddling".
 

Avoi rrow9 heyo cLde ndence on oe io.cin Irf'-dr: Many
)rojects owe their success to an especinlly able, u( '-mted leader. 
rust nil with Phrge comptnls (e.g. Ford Motor Com;,-ny) , scale-up
kttemt.s in these cses often provoke a mann irent cr1 -% . For 
uccecsfil scale up, projeeLs must build in atrattc ci n to nvoid thin 

:risis (nee biblioqraphy). 

'DNC L U ION S 
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Blayney and Otero (see bibliography) name nine institutional
 
characteristics which are ielated with successful- -SS-salstance

1. Simple, well-articulated goals and objectives.

2. Concentration on a few activities, formed with some customer
 

npuUt.
 
3. Diversified funding sources.
 
4. Organization structures which maximize field 
staff decision
 

making.

5. Simple, well-managed internal record keeping and planning
 

systems.
 
6. Highly committed staff, often with performance incentives.
 
7. Local private-sector partnership.
 
8. Regular audits and evaluations.
 
9. Understanding of the 
relation between project activities and
 

national needs and policies.
 

There are exceptions, but many successful projects organize on
 
two levels:
 

2ire., le~diS..ad ._othe..ssis~ane to SS§g: A local
organization whose "culture' supports 
SSE assistance and whose staff
 
is physically and socially close to SSE owners, but with links through

the Board to the larger community.
 

2o!!9.~ lend
~ a~d sontro1: A notional or international
organization sophisticated enough to handle international aspects of
 
funds and information flow and remote 
and tough enough to provide an
 
"excuse" for an unbending local Interest rate end collection policy.
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ANNEX J
 

THE STRATEGIC PLANNING PROCESS
 

SMALL AND MEDIUM ENTERPRISE DEVELOPMENT AND SUPPORT PROJECT
 

1. Situation analysis.
 

a. befknition of SMEDS obiectives.
 
0. Market description, including characteristzcs of market
 

seaments which SMEDS servsa 
or can serve.
 
c. Identif.cation 
 of external factors, especially other
sources which ootential clients have for fillina 
their critical nee6s.
 
1. Analysia of SZEDS performance to date. 
(see evaluation)
 
e. Description of some pro3ects with goals similar 
to those
 -.
ZEZS. with ouLline of their methodologies and resulta. 
 (see Annex
 

f. Detcrmination of SMEDS absolute strengths and weaknesses
 
and thone relative 
to other nimilar oroanizations.
 

2. Obiective and 
atrategy definition.
 

a. CharncterintIcn 
of present operntions vs. nine key
exnansion 
isnuo.n found applicable worJdwide in samilar 
 projects (see
 
Annex H).
 

b. Description of past and 
preaent SMEDS strateaes. (see

evaluation)
 

c. Details of sDecific reQuiroments or strateqiea. (See
OV.luatlon) 

d. Definition of 
future stratenies 
 and steps to achieve
 
them.
 

e. Summary of atratenic isnuen 
to be resolved.
 

3. Analysis of tstrntvqic plan.
 

a. Financial 
proiectiona and other performance measurements.
 
b. Analysia of the plan's risk.
 
c. Implications for management structure 
 and actions:
 

commun.cationn nnd controls.
 

4. Recommondatlon and approval.
 

a. Concurrence among internal 
management and advisors. 
(SEFO

and BAS).
 

b. Prenentntion, nrd npproval of Board and donorr. 

5. Exocut Aon. 

6. Menur ement of knult. 

7. Modificntion of Plnnn. 
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Suggest alralzgiuz for SMEDS project Ji llmn 

Promote broadening of Liberian economy
 
through support of Liberian S.S.E. sector.
 

Implies
 

Build class of Liberian entrepreneurs.
Raise sector employment and income. 

Meaningful scale 
Evidence of long-term financial
 
viability within constraints
 
of available resources.
 

Concensus on mission and means of
 
achieving it. 

L mi ted number. 
Executable within realistic environment
 
and resource constraints.
 

Replicable in long run and at meaningful
 
scale.
 

MONS8 QE OWLgE09 MgEIRM Q EGILE 

Be~L 	 Lta iO Luer..ulg LCQ L 
Operations to date (evaluation results). 
S.S.E. assistance projects in similar countries.
 

E=.LgrUC &CLL M01ll 21{ B&GiA& lastacr
 

Critical needs a needs which, i4 4illed,
 
lead to enterprise strengthening, income
 
increasps and employment increases.
 

SarathlEknv Iv nnWDI~k NVID sbirbart 
*DO~ 1ILL4 IP 2DJR~al k)LGUD1 

~gFY99 sitatalnkn oblab mil1Idir DINDS 
lirtli'f rDli rnt, *pem IP DrPci=±DkELl
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Objective? and strategy~ definition.
 

Final definition and approval.
 

Q1KU! MI It d5MI N UQ5LTA1 

Pd U~c 0~'i,.5t'Aw2U95f1 

-- rA 

T A

4./0 

/ /rl 



Foreig n-controlled enclaves (mies grubber wood) 

Expetrt|ate-c,ontrolIed. 
Major manufacturin~g and distribution (+50 employees), 
SSE'%s. 

Liberian-contro| led major manufacturing
 
and distributi on.
 
Parasts&t] s
 
Private.Liberian-controlled SE's - - EDS target 

I* Casual (hawkerog seasonal).
 

I), Arti2&n ] (owner onlyt fitte@d promises).L11. Infrimal, s*moa scale (1-3). 
IV, Forma) q small scale (6-29).V. Fornanlmedium scale (30-49).
Expariateontol lE
 

PRV s11a vae. ~ aet o. DU-l
 
utmgu r nn bluin (t5
 

ftawyor-Mlason.
 
7000 units, mostly Monrovia.
Smilar .. "s.
 
Pbnama - population a5utr 30000 firms.
 
Lima, Peru - population
JlUl .- nora 5.5n.tsmal s.cale~rjr (1-5).I.Caual(haw- s,1 sonil.ies*nrvi S 

1,5 

Productinl (, poor fincly, and mrstng. 
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Lack success models. 
Motivated to survive 
- upcountry fallback? 
Willing to risk: own capital. 
See businesu aL part of extended family. 

Evaluation dpucriptlon and 42ndings. 

Cliht Lurvey. 
Etaf4 intervivc0ws. 
Interviws of other profes1obals.
 
Fi nncial aakl y i s.
 
Revivw of 
 lo..n portfol)o 4or viability.
Strategy recommeridations, including path to viable 

portfolio. 

Litcl of conceriIu on PAS/SEFO relationship. 
Uncoordinated client 
acquisition ,fforts.
 
Loan anzalyvs. 4ail; to predict 
 client business 

ptrfoirmance, erpectilly sales;.
 
Loans too I rge &rid long-term.
 
Overconcartration 
of TA reiources- on a few clients. 
Erphasii, or. rvc-ord-[eepinQ TA, ir,%044icient 

ottention to marleting.
 
Good ep.%trjetr rupport, dvdicmted 
 LtAf.
Marki: ng T i tr.%inin, needed. 

o: ion 
GBnd rdr oCJ' [ orl CUipt 'teriz.t iof,.
Heavy r eia Snce 

Li~cl-i je ollct %,yi.tter. 

on ep:pwr iv p ta] , management 
mo Ing efiorti- to change. 

Laci- of mrnagement inform.Ntion &yvten..

Require addition of $400,0CO to write.of reserve.
 
Possibility 
 o v1i,'ie portfolio with donated 

capital and targeted, :oordini'tvd efforts.
 

http:write.of


Providing intensive, loosely-linked major
 
finance and T.P.. stervices to small number
 
of firms in segments III-IV (mostly
 
commerce) of Liberian S.S.E. sector.
 

Concentrate on two of segments" major critical 
necdvz finance and accounting. 

Dedi rated, well trained and %ensitive [.O. s 
lndustr ±ou, anal yLt G. 
Already taken pouMnd first stePp to co-ordinate 

tinance and T.A.
 
Pusinezslikr intere t ratef and loan contract 

format.
 
Accesu to succes%4ul experience in other 

countrel through ,.patriate advisors.
 
Accessi through top mnagemunt and board
 

to Libt-ian uininctream.
 
Serving segments with pote-ntial to benefit
 

from economy's declinr.
 
Record of success with some indiVIduAl clients.
 

Alreedy have zndustry e),peri-nce and
 
managrmi-nt s. i II.
 

Serve mer'ett relatively immune (or 
benefitting from) overall conomic 

dec I i nv. 
Deal wi)th e ert a] , , £.-mr I-ut prodUcts. 
F'roj ct id riti4ied 1-2 'y cotr,-trairit., 
(which projrct can all'oviate) to 
firm's profitable expansion. 

Project provided QnlA those rrsources 
critical to alleviate key constraints. 

Follow-up super-vision keeps client 

concentration on key elements to 
bu.i nesu MUcceSU. 

Only sct in town.
 

Lacl of c 1Ccn.Lus on 
1 irgret sugnr t t.. 
14..11r,l(- C, 1.A. ar,d 4iranc 

Undoe ccrirer,tr i.ti,, of r il.. 
Few c I J (nt %.. 

!-is I ur t ) rnr, r #-;,r h. 

Tmi bor lo arn approved.
 
Ov r s.at r .%t1'd wI bh bc.1,t. 6. 

ker'rnvi. I I I iI i t y 
Ovr-ri.ni)ti tn i i rfor tv-44 
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Emphasis on term lending. 
Fixed vs. working capital. 

Selection of clients with little S.S.E. and
 
industry experience. 

Raises loan risk, 
Overconcentrates T.A resources. 

Collection efforts not integrated into overall 
supervision of client business disciplines. 

Management focus on entering untried 
and unfamiliar business segments rather 
than bLulding on present strengths and 
e.panding from there. 

Insufficient spread on major SOurce of funds (W.B) 
'.5%, below most optimistic eventual
 
cost of lending (10%).
 

T.A. efforts lack predict2ble scale-up potential. 
Entirely dependent on dorations.
 

Not enough use of free or low-coSt pLutlicity. 
Attract desirable clients. 

Present client SegMentE require more definition. 
Large enough supply of clients Hith: 

Low rist projects? 

Economically -ccersible? 
EventuAlly benefit from loans large enough 

to allow viable (cover lending costs and 
contribute to T.A.) lending portfolio-

K1ilding ru] ationshtips with tht- cream of segment IA]-V 
4ir ri in wfi Ch wt 

Fill their critical needb through ascending 
progression of loans and loan-supporting T.A. 

Generate su4iiicent interest/4ee revenues to 
cover SMEDS lending costs &nd contribute to 
l.A. cor.ts.
 

rnyvc] ev I v-y boird, ra~racjerri t and donors in 
.t r ,it ,i' c p] i4rai ng. 

Over 1) TAp en~ad I end nc.1 bo,' r dt 
Move towrdv. uni+-id top mnnagement.
 
Cfi i, g.p-' in nmikrijemnt iriforutatior system.
 
Concertrati- rr#ourcws or, 4uture growth by
 

de-Liding on write-off provision for oreuLrit 
ci .ent. ird hriding portfolios to I aver. 
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Build desired client profile through assessing:
 
SMEDS strengths and needs.
 
Client segment numbers and needs.
 

Requi 	rement%. 

Simple.
 
Repli cable.
 

Low-ri 1.
 
ULiv preient SMEDS strengths.
 
Fill SMEDS need for viable portfolio.
 

Recommended uequence.
 
1. 	 Attract applicantE with desired client
 

profile (publicity, seminars, advertising, 

lint 	 t with local cos. and organizetions, 

B.O. 	canvassing).
 

2. 	 Assign each SMEDS applicanL to b.0. 
3. 	 B.O. and applicant fill in one-page profi1p.
 

4. 	 P.D. 's supervisor and baning analyst 
approve within one weel for further contact. 

5. 	 ED.O. and applicant worl together to
 
develop loan application (mia). 2 mos.)
 

6. 	 Submit 2-page initial loan applicat on. 
Applicant agrmes to conditionL (printed on bacl. 

Three 	peers sponsor.
 

E.O. reconmend5.
 
:I lyo(i or e i, d..y , nt tere
lu .'- , 22". r t,
 
working capital for %pecfIic purpose.
 

7. 	 P.O.'s supervisor and banking analyst concur 
within one wevi. 

8. 	 Committee recommends approval and Managing
 
director approve5 within one weel.
 

9. 	 Money dirpersed within one wrel:. 
10. 	 P.O. gives lorn-supporting TA to client
 

dtirtng tery. of loan.
 
One delayed pryment di !.cqjaji 41 cli ent
 
4rom future sMEDS pirtUcipitiorn, sfior,ori,
 
notiiied, SMEDS attachets, movable assetv.
 

I1. Uporn r ep.4ymf-nt P.O. and cliert car, prepare
 
S-p ~gt- r etvia) or v. pin ,ion apppIi c.i-,tion.
 
Limit o(%), J.,,,, ;: /. Interf-!.t
'-9t' 


12. 	 Approvel arid (r'nJd r1j ltlu riC1 i t Aia ovf-. 

14 cl] ,t lo,or, pot nt i.-I 2',0(r oro : 
line,-of-cridit rteleticoiT.hinr estAtlit.hed, 

.A. rt'(d'ct'c . 
For I ir ger loibti, ,.O. , areak)ytt and cLI rint 
prep.ar, i,pplicjotair.. 

/ 

,\ / 



Loant deviating from above sequence an&d 
those greater than $5000 require Executive 
Committee approval.
 

Weekly for management, monthly for board. 

.e[fp l~m!_~d 'p 'ril~ i_ _ilb P _hbrc IrD.ODg_/ 

4 4
 SL 2cient grants or soft loans to raise gross 
lendin; Lpread to 20%, cover 80% of TA, finance 
I - 2 4orpegn adviror and cover new-package 
exper iments. 

ImplieL itboLIt 
4 50 clients at S£.00 averagr loa n 

if SEFO/DAS local costs remain at 1986 plan 
levels and annufil write-off reduced to 2% of 
portfolio value, potentially achievable in 1989. 


