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EXECUTIVE SUMMARY

The Small Enterprises Financing Organization (SEFO) is a private
development credit institution whose purpose is to assist small
businesses in Liberia through the provision of term credit and
related technical assistance. It is the only institution of its
kind in the country.

Created in 1981, SEFO's shareholders are four prominent Liberian
financial organizations--the Liberia Bank for Development and
Investment (LBDI); the Agriculture and Cooperative Development
Bank (ACDB); the National Housing and Savings Bank (NHSB), and
the Liberia Finance and Trust Co. (LFTC) --plus the Netherlands
Development Finance Co. (FMO) and the PVO Partnership for
Productivity/Liberia (PfP/L).

U.S. AID is assisting SEFO through the Small and Medium Enter-
prise Development Support (SMEDS) project. Volunteers in Techni-
cal Assistance (VITA) became AID's implementing agency effective
January 1, 1938, replacing Partnership for Productivity (PfP)
which went defunct. VITA promptly placed a new General Manager in
SEFO and he is taking aggressive steps in conjunction with the
President and Board of Directors to improve the institution.

As of April 30, 1988, SEFO had committed 250 loans and disbursed
L$2,024,702. Loans have averaged about L$8,1CO0. They are for a
wide variety of undertakings, including vehicle repair faci-
lities, metal working, cement block production, furniture,
restaurants and food stores, poultry production, pharmacies,
retail shops, tailors, and advertising companies. Emphasis is now
being given to projects producing for export and import substitu-
tion. Most commitments are made to experienced business people.

SEFO's management and staff overall are experienced in credit and
advisory operations. Its policies and loan processing, monitor-
ing, and collection procedures are adequate.

Unfortunately SEFO has long been saddled with three major
financial problems: long-term debt far too reat relative to
equity, and massive losses from obligations to rapay foreign debt



in hard currencies, and bad loans. These problems are reflected
in the data below.

(L$ 000)

As of Dec.31, April

1985 1986 1987 1988

Total Assets 1,818 1,739 1,696 1,723
Total Liabilities 1,893 2,203 2,876 2,743
Long Term Debt 1,782 2,096 2,511 2,586
Accumulated Loan (1,204) (1,717) (2,272) (2,285)

Losses

Equity Deficits (75) (464) (979) (1,021)

However the first two problems are in process of being alieviated
as a result of major recapitalization decisions just taken by the
shareholders and Board. FMO, the largest creditor, has agreed to
convert its loan to non-cumulative 2 1/2 % preferred stock
redeemable in 10 years, and to waive the foreign exchange losses.
The other owners and AID agreed to related actions to reduce the
debt burden and provide additional loanable capital. The result
is that the debt-equity ratio of SEFO soon will improve to 1.5:1
instead of being negative.

The final major problem of bad and uncollectible loans stems from
commitments made during SEFO's early years, 1983-85. Strengthen-
ing of staff and procedures for appraisal/monitoring/collection
since 1987 have corrected this situation, and loans made since
are sound as a group. But the problem of what to do with the
early loans remains.

As a development institution, a large share of SEFO's operating
expenses are for the provision of technical assistance, advisory
services, and oversight to its borrowers and applicants. This
technical assistance is essential in the Liberian context to
reduce risks and maintain a sound loan portfolio. Such coste have
to be subsidized. SEFO's pure banking costs--less than half of
its total operating eéxpenses--coze close to being met from
operating income, most of which is derived from interest on
loans. Thus SEFO is close to financial self-sustainability in the
sense of covering its banking costs, which is reasonable in the
view of many development experts specializing in LDC credit.

Our overall conclusion is that SEFO today is a more effective
credit and technical assistance institution than it was some
years ago. It has learned from and corrected many of its earlier
mistakes and problems. But it still has a considerable way to go
to achieve reasonable efficiency and effectiveness. The sharehol-
ders, the Board, and VITA in particular, have their work cut out
for them in this regard.



We also want to stress that SEFO fills a significant role in
Liberia's financial community and prospects for economic develop-
ment. Because of this it is particularly important that it be
strengthened and improved. We make the following recommendations
in this regard:

o

Many of the bad loans are in Nimba county. Consider offering
them to PfP/L for collection, the two organizations sharing
what is collected on some negotiated basis (see page 26).

Consider adding one or two new members to the Board of
Directors from the business and professional community, thus
broadening the Board's experience and viewpoints. Also,
consider having the smaller shareholders be represented by
only a single Director (page 11).

Board members often do not attend meetings. Improve atten-
dance either by appointing members who are lower ranking or
activating the Executive Committee to meet monthly and the
Board meet only quarterly (page 12).

Continue to train and upgrade staff, and set specific goals
and incentives for loan officers (page 11).

The new General Manager should review each of SEFO's basic
policies ("investment principles") to determine if changes
are desirable (page 13).

Computerize the posting of records (page 13); most other
activities already are well computerized.

Carefully consider the pros and cons of proposed new income
generating activities. We doubt that SEFO should become
involved in foreign exchange trading, as some have proposed.
However, venture capital undertakings and participation in
AID's commodity import program could be warranted. And
consideration could be given to the manner in which bor-
rovers' interest is calculated to see if increased ii:terest
income might result (page 16).

Take accounting and other steps to divide expenses between
banking and technical assistance costs, and tabulate on a
continuing basis the percent of banking costs being covered
by operating income (page 19).

Undertake a current survey of SME enterprises in the
Monrovia area and beyond (page 21). No such survey has been
taken in recent years.

Devote more attention to publicity and marketing (page 21).



o Explore the early expansion of operations rurther outside
the Monrovia area, including to Kataka, and later to other
parts of the country (page 22).

o Headquarters is now on the outskirts of Monrovia, away from
the rest of the financial community. Consider relocating to
downtown (page 22).

o Consider shortening the loan processing procedure process
and time (page 22).

o Reexamine the technical assistance program to determine
probable future needs, and how best to provide them (page
23).

o Decide what economic benefits (e.g. jobs created and

upgraded, new businesses created, generation of exports,
etc.) it would be useful and possible to keep track of, and
set up a system for doing so (pages 26-27).

VITA already is moving ahead with many of the above recommenda-
tions.



1. SETTING

Liberia is a small country of about two million people located on
the coast of West Africa. The capital city and center of finance
and business is Monrcvia. Freed slaves from the United States
began settling the area in the 1820's and declared independence
in 1847; it is thus by far the oldest black republic in Africa.
Relations with the U.S. have always been close. English is the
official language and the Liberian Dollar is officially tied to
the U.S. Dollar. The U.S. is the largest aid donor.

The descendants of slaves (Americo-Liberians) controlled the
country for generations until 1980 when enlisted soldiers under
Sergeant Samuel K. Doe toppled the Government. This group, which
represents the great majority of Liberians, retains political
control (Doe is now President), but Americo-Liberians continue to
hold many leadership positions.

Agriculture is the prime economic activity. Most tribal people
practice subsistence agriculture, while foreign companies have
developed cash crops such as rubber, palm oil, coffee, and cocoa
for export. Iron ore and timber also are important exports.
Manufacturing is limited, and a large share of goods as well as
some food must be imported. There are numerous small traders and
businesses characteristic of African countries. Many foreign
ships register under Liberia's "flag of convenience" because of
low taxes and inspection policies, giving it one of the world's
largest merchant fleets.

The Liberian economy is market and free enterprise oriented and
private foreign investment is encouraged. Government inter-
ference and control over the economy is much less than in other
West African countries. Financial institutions such as SEFO
operate relatively independently.

Latest World Bank figures show Liberia's annual per capita GNP at
$470, putting it in the middle range of West African countries.
For example, Nigeria and the Ivory Coast are higher at $730 and
$610 respectively, while Senegal ($380), Burkina Paso ($160), and
Mali ($140) are lower. Liberia‘s economic growth was good during
the 1960's and early 1970's, but has slumped since because of
drops in world prices for iron ore and other exports plus
political changes and dislocations. But exports and business
conditions have improved somewhat during 1987-88.



2. HISTORY

The Small Enterprises Financing Organization (SEFO) was founded
as an independent private credit institution in 1981. serious
consideration was given to creating it as a small loan window in
the large Liberia Bank for Development and Investment (LBDI), but
in the end this was not done because LBDI doubted that smali
loans could be profitable and the Netherlands Development Finance
Co. (FMO) desired a separate entity as a condition of its
support.

Most other African countries had created credit and technical
assistance support operations for small businesses and entre-
Preneurs during the 1970's and even 1960's. This was not the
case in Liberia until the creation of SEFO. Although some
existing credit institutions provided some small loans, there was
no predecessor entity to SEFO with the prime purpose of assisting
small businesses.

Four organizations joined to create SEFO: both LBDI and FMO took
equity positions and provided large loans, and the Liberia
Finance and Trust co. (LFTC) and Partnership for Productivity/
Liberia® took small equity positions. During 1982-83 three nore
of Liberia's principal financial institutions--the Agriculture
and Cooperative Development Bank (ACDB), the National Housing and
Savings Bank (NHSB), and the National Bank of Liberia (NBL)--
extended loans, and the first two later took some equity. Unfor-
tunately, from the beginning the proportion of borrowed capital
(loans) to invested capital (equity) in SEFO was heavy, creating
a major continuing problem (8see Sections 4c, 4d, and 4e for
discussion of this matter).

SEFO started lending in 1982, and by end 1984 had made 135 loans.
But because of inexperienced staff and pcor procedures, most of
these loans have gone bad and are only marginally ccllectible.
Their continued existence on the books is another prchlem for
SEFO (see Sections 4c and 5d). Since 1986 SEFO has significantly
improved its loan appraisal, monitoring, and collection procedu-
res and efforts, and loans made in recent Years are as a group
much sounder than the early commitments.

'?irtnership for Productivity/Liberia (PfP/L) is the Liberian
creation of the large worldwide U.S. PVO Partnership for Pro-
ductivity (PfP). The parent organization went defunct in 1986,
but PfP/L continues to exist and function in Liberia and remains
a shareholder and Board member of SEFO.



U.S. AID became officially involved with SEFO in 1984 when it
approved the Small and Medium Enterprise Development Support
(SMEDS) project, with PfP ag the implementing agency. Under this
Project a separate organization called the Business Advisory
Service (BAS) was established to provide technical assistance and
training to SEFO clients. The project also Provided assistance
and funds direct to SEFO. BAS and SEFO as two separate organiza-
tions were unable to collaborate effectively, and the former has
been merged into SEFo0 and the staffs gradually integrated.

In late 1986 PfP became insolvent and ceased to implement the AID
project. After the passage of some time, Volunteers in Tachnical
Assistance (VITA) bacame the new U.S. AID implementing agency by
an Agreement effective January 1, 198s8. Substantivae excerpts of
this Agreement are contained in Annex A. VITA promptly placed a
new General Manager in SEFO, and he is taking aggressive steps in
conjunction with the President and Board of Directors to improve
the institution.



3. PROJECT OBJECTIVES

SEFO is a private credit institution whose purpose is to assist
small businesses in Liberia through the provision of both credit
and technical assistance. The Articles of Incorporation of the
institution are contained in Annex B.

The purpose of AID's project is to assist SEFO to improve both
its financial and loan management and technical assistance to
small and medium enterprises. Specifically VITA provides a
General Manager of SEFO who reports to the President; he is
Preparing and supervising improvements in SEFO's financial
management, loan processing and collection, and technical/busi-
ness management operations. Improvements in these areas should
reduce the organization's operational costs, increase loan
repayments, conserve loan capital, and provide more and better
technical advice to borrowers. VITh's actions must be taken in
conjunction with the President and with advice from the Board of
Directors. AID itself remains deeply involved, e.g. is a member
of and active in the Board of Directors.

AID in 1984 provided a $500,000 grant to SEFO to augment equity.
It is committed to provide a further $250,000 for the same
purpose when systems and procedures recommended by VITA are in
Place and being utilized.
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4.

SEEFO--THE INSTITUTION

Ownership and Organization
SEFO shares are owned by the following orgarnizations in
the following amounts:

LBDI L$255,000
FMO L$250,000
ACDB L$154,000
NHSB LS 67,016
LFTC L$ 25,000
PfP/L L$ 13,585

AID took no shares for its grant input ¢ $500,000.

All six shareholders are represented on the Board of
Directors by seniormost officials. Also on the Board
are U.S. AID, the National Investment Commission (NIC),
and SEFO itself, giving a Board of nine members. The
President, Richarad M. Morris, is appointed by and
serves at the pleasure of the Board. Somewhat surpri-
singly, there are no members of the Liberian business
or professional community on the Board (the Chairman of
the Chamber of Commerce was appointed in 1985, but
attended only occasionally and is no longer active).

We believe that the Board should consider adding one or
two new members from the business and professional
community, thus broadening its experience and
viewpoints. If the Board would be considered too large
with these additions, perhaps the smaller shareholders
could be represented by a single Director.

Under the President is the General Manager, a VITA
enployee, who is responsible for day-to-day operations.
He has two principal subordinates--a Projects Manager
responsible for lending and technical assistance opera-
tions, and a Controller responsible for internal
financial functions. Annex C contains an crganization
chart.

The staff overall is experienced in credit and advisory
operations. It is a much more professional than the
organization had in its first few years. The new
General Manager is devoting considerable attention to
further training, as well as the establishment of
specific goals and incentives for the loan officers.
This should continue.

There is provision in SEFO's bylaws for an Executive
Committee to be involved with the lending operations.
But this Committee has not been active. Meanwhile the
Board, which had been meeting quarterly, began monthly
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meetings in December 1986. Attendance by the actual
Board members themselves at these monthly meetings has
been spotty; they often either do not attend or gend
"proxies” who do not fully participate but rather act
only as observers whose main task is to brief their
superiors later. The result has often been that not
enough business gets done at Board meetings. we
believe it is important that the actual Board members
participate in most meetings. To accomplish this
perhaps consideration should be given to appointing
somewhat lower ranking members who can and will attend
the meetings regularly. or, if monthly meetings are
tha problem, consideration could be given to activating
the Executive Committee to meet and make lending
decisions monthly, with the Board itself reverting to
quarterly meetings focussed on policy and oversight of
management. About four or five Board members would
constitute the Executive Committee.

Policies

SEFO's basic policies or "investment principles" are
set and periodically revised by the Board. Management
is bound by them and must seek Board approval for
exceptions.

The policies require that SEFO funds be used to assist
commercially viable small scale productive enterprises
that create jobs, promote Liberian ownership, increase
exports and reduce imports, augment local value added,
and develop technical and entrepreneurial gkills.
Eligibility requirements include full time owner
management, an upper limit on total assets, specific
types of enterprises (e.g. service- and agro- in-
dustries, most retail, some transportation, handicraft
products, etc.), and inaccessibility to comparable
financing elsswhere.

The organization is permitted to undertake equipment
and fixed asset leasing and venture capital participa-
tions, but none of these have yet taken place. Third
party guarantees, formerly permitted and selectively
granted, recently were banned by the Board.

SEFO is not to provide more than 90% of total financing
require” for a given project, normally does not
undertake any foreign exchange risks, and currently is
limited to a L$50,000 loan maximum. Acceptable uses of
SEFO loan funds include the provision of working
capital, expansion of productive capacity, and purchase
of equipment and real estate.

12



The value of collateral taken to support a loan should
be one and a half times the amount of the loan. Life
insurance on the life of the principal(s) equal to the
loan amount and assigned to SEFO is required. And the
ratio of debt (including the SEFO loan) to equity
should not exceed 3:1. The President is authorized to
approve loans up to L$10,000; above that amount Board
approval ix required.

These policies seem reasonable, but each one should be
reviewed by the new General Manager to determine if
changes are desirable.

Actual Financial Results

SEFO's independent auditors are Coopera & Lybrand,
which has offices in Monrovia. They have conducted
audits for 1985, 1986 and 1987. Coopers says that the
scope of work they are required to perform is consis-
tent with that required in the U.s. In 1987 they
pointed out certain weaknesses in SEFO's internal
accounting system and recommended corrective actions,
all of which were adopted.

SEFO has considerable computer capability and is able
to generate data promptly. Management is provided with
monthly reports of income and expenses, cash flows,
balances, and the status of current and delinquent
loans. Manual posting of records continues in the loan
administration area; this should be computerized as
soon as possible.

Detailed balance sheet and profit and loss data from
the Coopers audits are contained in Annex D. Below we
summarize this data and include unaudited data for the
first four months of 1988:

Table 1: SEFO BALANCE SHEETS, 1985-88

13

As of Dec.3l1, As of April
1385 _ 1987 1988
-------------- e ber Tan e 988
Total Assets 1,818 1,739 1,696 1,723
Total Liabi- 1,893 2,203 2,676 2,743
lities
Of Which Long- 1,782 2,096 2,511 2,586
Term Debt
Capital Stock 629 753 753 765
Donated capital 500 500 500 500
Accumulated (1,204) (1,717) (2,232) (2,285)
Losses
Equity Deficit (75) (464) (979) (1,021)



These are extremely weak balance sheets. Total assets
have remained at about the same level over the years
while liabilities steadily climbed. As indicated, most
of liabilities consist of long-term debt, especially to
FMO (L$1,551,481) and NBL (L$934,264). Liabilities
alvays exceed assets. Capital stock and donated capital
together are suffic’ent to more than cover the gaps in
every period, but accumulated losses from past bad
loans also rise steadily. The total result ig ever-in-
creasing equity deficits.

The profit and loss statements tell the same story as
the balance sheets, namely expenses far exceeding
income, as follows:

Table 2: SEFO PROFIT AND LOSS STATEMENTS, 1985-8:

Year

Ended Dec.31, As of Ap

1985 1986 1987 1988
---------------------- ($ Liberian 000)~—=—=---To-o——

Income 231 206 209 60
Expenses 147 159 189 113
Operating loss (516) (553) (580) (53
Net loss (402) (549) (515) (53,

The largest single expense item is foreign currency
transaction losses resulting from obligations to repay
debt in hard currencies. These losses now total over
L$700,000.

These financial statements reveal clearly SEFO's three
key financial problems: long-term debt has been far too
great relative to equity, and losses from bad loans and
currency transactions are massive. These three
Problems must be alleviated if the organization is to
acquire financial health. Fortunately the shareholders
of SEFO and the Board have just taken some key de-
cisions in this direction (see Section 4e).

d. Forecast Financial Results
SEFO prepared 1988-92 forecasts for us on conservative
assumptions and optimistic assumptions. They are contained
in detail in Annex E. The highlights are as follows:

14



Table 3: SEFO BALANCE SHEETS FORECASTS, 1988-92

As of Dec.31,
1988 1989 1990 1991 1992

Total Assets 1,876 1,764 1,608 1,409 1,144
Total Liabill-

N 2,514 2,482 2,308 2,030 1,728

Capital Stock

Donated capital

Accum. Losses (2,040) {2,395) £2,377) {2.298)

Equity Deficit (638) (718) (700) (621) (584)

otimistic 2 "y

Total Assets 1,942 1,975 2,727 2,881 2,919
Total Liabji- 2,529 2,436 2,328 2,063 1,731

dities
Equity
Capital Stock 777 927 927 927 927
Donated capital 625 750 1,250 1,250 1,250
Accum. Losses (],989) (2,138) (1,778) (1,359)
Equity Deficit (587) (461) - 399 818 1,188

The conservative approach above shows that liabilities
will continue to exceed assets. Accumulated losses
will stabilize, but the equity deficit remains high.
Under the optimistic approach, however, assets will
increase because of more loans plus new sources of
income such as foreign exchange trading and venture
capital investments. Some long-term debt will be
retired, capital wiil increase, and accumulated losses
decline. Thus the equity deficit is eliminated in 1990
and climbs to a positive $1,188,000 in 1992.

The profit and loss forecasts on the same two bases are
as follows:

15



Income

Expenses

Net Loss

Table 4: SEFO PROFIT AND LOSS FORECASTS, 1988-92

As of Dec.31,
1988 1989 1990 1991 1992

317 426 292 371 343
387 389 502 519 534
(90) (355) (216) (154) (197)

optinistic 2 "y

Income
Expenses
Net Loss

318 532 534 611 576
387 389 502 519 534
(39) (149) 126 186 136

Under the conservative approach expenses continue to
mount and net losses continue. Under the optimistic,
however, income goes way up until it exceeds expenses,
and losses turn to profits starting in 1990. Income is
up due both to new sources of income and additional
external assistance for the loan fund.

We are troubled by the nature and amount of new inconme
generating activities assumed in the optimistic
forecasts above, especially foreign exchange trading
and venture czpital investments. The former is in-
herently risky and something we doubt that an institu-
tion like SEFO should get involved in. Venture capital
investments if carefully selected are logical, but
returns of the amount predicted in the forecast seenm
far too soon and too optimistic. On the other hand,
SEFO might usefully and profitably become involved in
AID's commodity import program on behalf of its bor-
rowers; this is now being explored. And it might
consider whether or not any changes in the method by
which it calculates its borrowers' interest would be
Justified and lead to increased interest income. The
pros and cons of all these matters should be carefully
considered by SEFO management.

Recapitalization

We indicated earlier that too much debt relative to
equity has been a major, continuing problem of SEFO.
The institution also now needs more funds to lend. The
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shareholders and the Board finally faced this problem
squarely in April 1988 and took the following decisio-
ns:

o FMO agreed to convert its large term loan to SEFO,
less foreign e€xchange losses on the date of
conversion, into non-voting, non-cumulative 2 1/2
% preferred stock, redeemable in 10 years.

o FMO also agreed to waive the foreign exchange
losses.

o LBDI will attempt to provide a soft loan of at
least 1$100,000 at a rate that will permit SEF0 to
relend the funds profitably.

o LBDI also will allow SEFO to use its share of
National Bank of Liberia (NBL) small and medium
enterprise (SME) credit funds.

o ACDB will consider a soft loan of L$100,000 to
SEFO.

o ACDB also will allow SEFo to use its portion of
NBL SME credit funds.

o NHSB will convert its L$100,000 loan into common
shares, and will consider additional capital
investment in 1989,

o LFTC will consider purchasing its L$75,000 sub-
scription.

o AID, in addition to pProviding an additional
$250,000 in donated capital, will support the use
of at least $150,000 per year in loans to SEFO
from PL 480 funds beginning in 1989,

In the program described above all the major owners and
supporters of SEFO have contributed in one way or
another to strengthening its debt-equity ratio and
providing additional funds for lending. The most
important actions are those taken by FMO because of the
size of its loan to SEFO and the foreign exchange
losses. FMO had indicated at a Board meeting on April
14 that it "would be willing to convert part of the
SEFO debt currently owed FMO to equity and also to
waive losses which had been accumulated for foreign

17



Debt (L$)

exchange, if the other shareholders would make similar
contributions to SEFO's capital®.®

The effect of the above is to improve the debt~-equity

position of SEFO dramatically, from a minus position to
almost 1.5:1, as follows:

Table 5: DEBT-EQUITY POSITION OF SEFO, BEFORE AND
AFTER RECAPITALIZATION

Before After
2,591,986 1,289,300

Equity (LS) (1,020,507) 884,700
Ratio of Debt Minus 1.46:1
to Equity

These decisions also mean that the optimistic financial
forecasts made in the previous section of this paper
are now more likely to be realized than the conserva-
tive forecasts. Management has just conpiled new
forecasts based on the recapitalization program (see
Annex F); they indicate that assets will exceed
liabilities beginning in October 1988 and the equity
position become positive. And gross income will exceed
expenses beginning in 1989. These would be very
favorable developments.

Financial Self-sustainability

SEFO is a development institution, even though private-
ly owned. The shareholders do not expect to derive
profits. A large share of SEFO's operating expenses are
for the provision of technical assistance, advisory
services and oversight to its borrowers and potential
borrowers. Given the unfamiliarity of these clients
with term loans, record keeping, technical require-
ments, and the like, such services and oversight are
essential to reduce risks and maintain a sound loan
portfolio. Yet no or only low fees can be charged for
them; they have to be subsidized.

Operating expenses in development credit institutions
can be divided into two segments--those for services of
the type mentioned above, and those for "normal®

v From Paragraph 7.0 of minutes of the SEFO Board of Directors
meeting held April 14, 1988.
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banking and credit costs (this latter is akin to the
operating costs of an American private commercial
bank). Development experts specializing in credit
increasingly take the view that an institution of
SEFO's type can be considered financially self-sus-
tainable if it covers its banking costs from operating
income, while technical assistance costs are partially
or completely covered by subsidies rather than from
earned income.*

SEFO does not now divide its expenses between banking
costs and technical assistance costs. So we asked
management to estimate this breakdown; they are
contained in Annex G. These estimates conclude that
less than half of operating costs are devoted to
banking costs. We assumed that banking costs were 40%,
33 1/3 %, and 30% of total expenses. We then applied
these percentages to total operating income for 1985
through April 1988 to arrive at the percent of banking
costs covered by income. These calculations are in
Annex H and are summarized in Table 6 on the following

page.

Depending on the percent used, these calculations show
that SEF0O's banking costs much of the time have come
Close to being met from operating income (most of which
is derived from interest on loans). The 1988 record to
date is particularly impressive--banking costs are well
more than covered in every case. It appears, then,
that SEFO has been close to or exceeding financial
self-sustainability in a development sense. This is a
very significant and favorable conclusion that should
be welcomed by AID, FMO, and other SEFO supporters.

SEFO should immediately take accounting and other steps
to divide its expenses between banking and technical
assistance costs and make tabulations like the above
both historically and on a continuing basis. This data
should be provided to shareholders and Board n.mbers
periodically.

AID Africa Bureau has just finalized credit project
guidelines which cover this and other points. They are now
being sent to field Missions.

19



Table 6: ESTIMATES OF PERCENT OF SEFO'S BANKING COSTS
COVERED BY INCOME

Gross Operating
Income
Of Which Interest

Operating Expenses

Assume that Banking
Costs are the
Following § of
Expenses:

40%
33 1/3%
30%

Then % of Banking
Costs Covered by
Income is:

@ 40%
@ 33 1/3%
@ 30%
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1985 1986 1987
e (000 SL)=-===-
231 206 209
193 162 155
747 759 789
299 304 316
249 253 263
224 228 237
77% 683% 66%
93 82 80
103 90 88

Jan.- April
1988

60
53

113

45
38
34

133%
158
176



5.

SEFO--OPERATIONS

Market

There is general agreement among knowledgeable people
in Monrovia and Liberia as a whole that there is a
continuing market for SEFO's services. Lack of capital
is a common constraint of small businesses in the
country, but capital markets do not exist and other
banks do not provide term lending and associated
technical assistance to small firms. Money lenders
charge very high rates for short duratjion loans. Thus,
most of SEFO's clients have no alternative to SEFO for
long term funds and related assistance.

However there are no recent market studies. None was
conducted when SEFO was created. A 1981 Government
study identified 852 enterprises in the Monrovia area
having assets up to L$50,000 and up to 10 employees;
they were involved in garment manufacturing, furniture
and upholstery, cement, jevelry, printing and publish-
ing, and bakery products. A 1979 World Bank survey
Covered 1,300 very small enterprises concentrated in
tailoring, carpentry, garages and other transportation,
and restaurants. The Bank found these enterprises in
need of institutional assistance in such areas as
management, bookkeeping, and marketing. SEFO is now
considering undertaking a current survey of SME
enterprises in the Monrovia area and beyond; perhaps
AID, FMO or another donor would finance this if SEFO's
resources do not permit.

We also are surprised that SEFO's Pipeline of projects
seems relatively low at this time. The number of
applications has fallen recently; only 25 applications
totalling L$229,000 were received during January-April
1983, compared to 64 applications totalling L$804,850
in the same period of 1987. But on the positive side,
SEFO is now giving higher priority to financing export
activities and import replacements, partly in response
to the country's foreign exchange shortage. An excel-
lent example is the chicken industry: SEFoO is financing
local breeder flocks to produce eggs for hatching
broilers to replace imported hatching eggs, and local
Zeeds to replace imported feeds.

We believe that SEFO should devote more attention in
the future to publicizing and marketing itself.
Periodic newspaper advertisements and TV and radio
spots should be considered plus more public relations
efforts with local business groups.
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SEFO also should now explore expanding its operations
further outside the Monrovia area, including to Kataka,
And as time proceeds and its major problems are
alleviated, it should consider expanding to other parts
of the country.

SEFO is physically located on the outskirts of Mon-
rovia, well outside the commercial and financial
centers of the city. This hinders its participation in
business/financial interrelationships and can give the
impression that it is not an equal member of the
business community. It also is less accessible to
clients than it would be if located downtown. The pros
and cons of relocation should be weighed by SEFO.
Perhaps one of the shareholder organizations could
provide better located space at an acceptable price
sometime in the next few years.

Loan Processing and Monitoring

Faced with serious loan repayment problems, SEFO in
1987 embarked on a major effort to upgrade loan
appraisal and approval standards and monitoring and
collection procedures. The result today is a profes-
sional approach that in our judgement compares reasona-
bly well with other LDC credit institutions.

Appraisal and approval procedures involve up to five
interviews with the applicant, the preparation of
formal documents and extensive supporting material.
Details of this process are contained in Annex I.
Average processing time is about five weeks. We
believe that consideration should be given to shorten-
ing this somewhat without adversely affecting the loan
portfolio.

On the collection side, the institution operates within
a social milieu that often encourages loans to be
thought of as forms of gifts that do not have to be
repaid if things go wrong. There is belief that
collateral will not be seized and legal recourse not
sought. Unfortunately court calendars are jammed so it
takes months for cases to be heard, and then there
often is hostility toward lenders when cases come
forward. SEFO attempts to avoid these problems by
devoting much time and attention to followup and
monitoring.

The UNDP helped deaign SEFO's monitoring system in
1986. It also trained SEFO analysts and technicians in
monitoring and collection procedures. Central to the
current system are regular visits to all borrowers.
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These are weekiy tou those borrowers whose loans are
still being disbursed, and at least monthly to those
whose loans have been implemented to monitor critical
variables such as sales, net income, debt service
capacity, etc. Quarterly and semi-annual visits are
used to monitor assets, liquidity, and adherence to
loan requirements and covenants.

Extensive technical assistance and advisory services
are an integral part of each stage of the lending
program. They are essential to sound loans given the
managerially unsophisticated and technically unskilled
nature of most of SEFO's applicants and borrowers.
Assistance in record keeping is stressed at every
stage. Technical help is at the moment provided
primarily in poultry and swine production; SEFO also
has used NIC in the past to provide technical help. We
believe that SEFO should now reexamine its technical
assistance proyram to clients to determine probable
future needs, and how to best provide themn.

Tt is clear from the a2bove that the whole processing
and monitoring system is time-consuming and cestly, but
necessary to create and maintain a successful program.

Loan Terms

SEFO now charges interest of from 18 to 25% on most of
its loans. For loans made from NBL SME funds it charges
15.5%; these are NBL approved and co-funded loans.
These interest rates are competitive, market-oriented
rates. Graduated investigation fees also are charged on
all loans.

Grace and amortization periods are negotiated on a
case-by-case basis and are related to the gestation
period of the project in the normal way.

Collateral and life insurance are required as mentioned
in Section 4b. And specific requirements related to the
particular loan are negetiated and included in the loan
documents.

These loan terms are reasonable.

Loan Portfolio and Repayments

SEFO had committed 250 loans and disbursed L$2,024,702
as of April 30, 1988. Loans have averaged approximately
L$8,100. The largest loan disbursed is for L$49,703
for a vehicle repair project made in June 1987; there
are several other loans above L$20,000. The smallest
disbursal is for L$325 made in November 1986. Loans
made in 1988 range from L$3,000 to L$9,400.
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Number of
Loans

Amount
Disbursed

Loan
Balance

Total
Collected

Total
Arrears

The loans are for a wide variety of undertakings, such
as vehicle repair facilities, metal working, cement
block production, furniture, restaurantg and food
stores, poultry production, pharnacioa, retail shops,
tailors, and advertising companies. The histories of
four particular loans are contained in Annex J.

SEFO prefers making commitmentg to experienced buginess
People. About two thirds of the loans have been made to
such people for starting new bUUianl.l, and most of
the remainder have been for the expansion of existing
cormpanies. Legg than five percent have been for new
undertakings to People without Previous business
experiencae. During 1987-8g particular exphasis has been
Placed on helping successful borrowers grow bigger.
Emphasis algo is being placed on Projects Producing for
e&xport, of which there are now several in the Pipeline,
and import substitution.

Loans to females total 59, or about 24 § of all loans.

For repayment Purposes SEFO divides its portfolio into
four categories: those companjes that have already

repaid, and those in good, fair, and bad condition with
respect to repayments. Data on these four categories is
contained in Annex K, and may be summarized asg follows:

Table 7: SEFO LoAN REPA
RECORD BY CATEGORY

Clients Whose Clients in

Loang Are Good Fair Bad TOTALS
Paid ors Category Category Category
60 66 15 109 250
278,592 627,861 185,434 932,815 2,024,702
0 405,292 134,510 817,564 1,357,366
342,432 367,201 118,446 369,725 1,197,804
0 55,097 77,108 1,118,095 1,250,300
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Number of
Clients
Loaned to

in:

1983
1984
1985
1986
1987

1988

The data shows that the loan portfolio as a whole is
very weak. Almost half are in the bad category (109 of
250, or 44 % of the total). These bad borrowers have
repaid only L$369,725 and have arreages of L$1,1i8,095.
Conversely businesses that have repaid their loans
total 60, 24% of the total, with repayments of
L$342,432.

However, almost all of the bad commitments were made
during SEFO's early years, 1983-85, whereas loans made
during 1986-1988 are almost all in satisfactory ‘
condition. This is made clear by the data in Table 8.

Table 8: SEFO LOAN REPAYMENTS
RELATED TO LOAN DATES

Clients in
Good Fair Bad
Category Category Category
6 0 42
5 7 33
10 4 25
12 2 7
25 2 1l
8 0 0

The pattern indicates that SEFO has very significantly
improved its loan pProcessing, monitoring, and collec-
tion procedures since 1986. The early loans make the
total portfolio weak. More recent loans are strong as a
group.

SEFO at our request prepared repayments data in the
U.S. manner of "aging" the portfolio by batching loans
according to their repayment status, i.e. current, 0-30
days past due, 31-90 days past due, etc. This is
contained in Annex L. It confirms that the 1983-84
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loans are the problem loans. Strong processing/monitor-
ing/collection improvements have greatly strengthened
the portfolio during 1987-8s.

SEFO has made and continues to make extensive efforts
to collect on the bad loans. But as time passes it ig
Clear that a large share of the remainder must be
considered uncollectible; SEFO has acknowledged this by
significant provisions for loan losses in its financial
forecasts.

A substantial number of these bad loans are located in
Nimba county, a poor interior rural county west of
Monrovia. PfP/L happens to operate some of ite programs
rather successfully in that county. We recommend that
SEFO consider offering these loans to PfP/L for
collection, with the two organizations sharing what is
collected on some negotiated basis.

e. Economic Benefits

The addition to directly supporting the growth of
businesses, development credit projects usually create
broader economic benefits, such as:

o creation of jobs, fnll and part-time;

o upgrading skills and respongibilities of existing

jobs;
o development of technical and managerial sgkills;
o assisting families through wage earners employed

by the businesses supported;
o introducing people to modern credit and banking

practices;
o instilling respect for contracts;
o creating new businesses, both thosge assisted by

the inctitution and those that might be created or
grow to service or purchase from those assisted by
the institution;

o helping existing businesses grow larger and more

productive;

o businesses assisted grow to become clients of
larger credit institutions;

o generation of exports and foreign exchange
earnings;
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o production of products to substitute for imports,
thus saving foreign exchange;

o production of products meeting the essential needs
of people, e.g. food, soap, housing materials,
etc.

(o} broadening of the country's entrepreneurial base;

o increases in local or national income.

SEFO does not attempt to keep track of economic
benefits such as the above. But it should, to help show
what it is accomplishing as a development institution.
We recommend that management decide on a short list of
benefits it would be useful and possible to keep track
of, and set up a system to do so. Such information
should assist SEFO in its relations with Government
development officials and with organizations such as
AID and FMoO.

At our request SEFO did estimate the number of jobs
created as a result of its activities to date at 1,20s5.
This calculates to about L$1,680 disbursed per job
Created, which is reasonable.
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6. Conclusions and Recommendations

Our overall conclusion is that SEFO today is a relatively
effective credit and technical assistance institution that fills
an important role in Liberia's financial community and is
contributing to the country's development. Management and staff
are adequate, as are policies and loan pProcessing, monitoring,
and collection procedures.

SEFO seems close to being financially self-sustainable in a
development sense, i.e. its costs to provide banking services are
close to being met from operating income.

But is has been saddled with three major financial problems:
long-term debt far too great relative to equity, and massive
losses from foreign exchange debt obligations.

The first two probloms are in the process of being alleviated as
the result of major recapitalization decisions just taken by
shareholders and the Board. Foreign exchange losses are being
waived. Various other actions will result in the debt-equity
ratio becoming 1.5:1 instead of being negative. The final major
problem--the large number of bad and uncollectible loans stemming
back to unwise commitments made during 1983-85--remains to be
solved.

To improve SEFO we have made the following recommendations in
this report:

o Consider offering the many bad loans in Nimba county to
PfP/L for collection, the two organizations sharing what is
collected on some negotiated basis (see page 26).

o Consider adding one or two new members to the Board of
Directors from the business and professional community, thus
broadening the Board's experience and viewpoints. Also
consider having the smaller shareholders be represented by
only a single Director (page 12).

(o] Improve attendance by Board members at meetings, either by
appointing members who are lower ranking or activating the
Executive Committee to meet monthly and the Board meet only
quarterly (pages 12).

o Continue to train and upgrade staff, and set specific goals
and incentives for loan officers (page 11).

o Review by the new General Manager of each of SEFO's basic
policies ("investment principles") to determine if changes
are desirable (page 12).

o Computerize the posting of records (page 13).
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o Carefully consider the pros and cons of proposed new income
generating activities. We doubt that SEFO should become
involved in foreign exchange trading. But involvement in
venture capital undertakings and in AID's commodity import
program coulad be useful. And SEFO might consider whether or
not ch:nges in the way it calculates interest would be
warranted and result in increased interest income (page 16).

o Take accounting and other steps to divide expenses between
banking and technical assistance costs, and tabulate on a
continuing basis the percent of banking cosats being covered
by operating income (page 19).

o Undertake a current survey of SME enterprises in the
Monrovia area and beyond (page 21).

o Devote mcre attention to Publicity and marketing (page 21).
o Explore the early expansicn of operations further outside

the Monrovia area, including to Kataka, and later to other
Parts of the country (page 22).

o Consider relocating headquarters to downtown (page 22).

o Consider shortening the loan processing procedure and time
(page 22).

o Reexamine the technical assistance program to determine
probable future needs, and how best to provide them (page
23).

o Decide what economic benefits it would be useful and
possible to keep track of, and set up a system for doing so
(page 26).

VITA already is moving ahead with many of the above recommenda-
tions. This is made clear by the new General Manager's Action
Plan prepared for AID, attached as Anhex M.

29



ANNEX A

EXCERPTS FROM VITA-AID AGREEMENT
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The purpose of this Agreement is to enable the Recipient to
implement the Small Medium Enterprises Development Support
(SMEDS) Project by providing assistance to the Small Enterprises
Financing Organization (SEFO) to improve its (1) financial and
loan management and (2) technical business assistance to Liberian
small and medium enterprises (SMEs). This financial and technical
business assistance will encourage the expansion of the small and
medium enterprise sector and broaden its participation in the
contribution to tha Liberian economy.

The effective date of this Agreement is January 1, 1988. The
estimated completion date is December 31, 1989.

The total Estimated Amount for this Agreement...is $3,211,4656.

The Recipient shall submit to USAID Quarterly Reports. These
reports shall include a discussion on project progress and
problems to date; a brief status report on the outputs achieved
to date; and a brief summary of actions planned for the next
period. These reports will contain both qualitative and quantita-
tive information to the extent possible. The reports are due ten
days after the end of each reporting quarter.

There will be an evaluation in January 1989. USAID/Liberia will
be responsible for the evaluation, calling upon appropriate
consultations and assistance as necessary. The evaluation is
intended to show program progress and expose problems which are
likely to impact on program activities and purpose. Emphasis will
be placed on measures taken to improve loan collection and
increase the loan portfolio. The evaluation will assist AID in
determining whether additional activities are justified in this
sector and what lessons have been learned which may be relevant
for other small enterprise support activities.

VITA agrees to enter into an agreement with Small Enterprises
Financing oOrganization (SEF0) as soon as practicable, which
agreement shall contain in substance all of the pertinent
provisions that are contained in this revised agreement.

To achieve the above prnject purpose, the Recipient will carry
out two major activities with funds provided by this Agreenent.
These activities are (1) provision of a business manager and (2)
provision of additional equity capital.

1. Provision of a Business Manager

VITA will provide a Senior Business Manager who will serve
as General Manager of SEFO for a period of two years in
strengthening it as an organization and to improve its
delivery of services. The Gencral Manager, who will report
to the President of SEFO, will coordinate the implementation
of the program on a day to day basis. The General Manager
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will supervise SEFO's financial management, loan processing
and 1loan collection, and technical/business management
assistance.

The objectives of this long-term technical assistance will
be to improve the selection of SMEs to which loans are to be
made, to provide more relevant technical and management
assistance, and to greatly strengthen the 1loan Collection
operation.

The improved systems and procedures should meet the follow-
ing criteria: reduce operational costs, dramatically
increase loan payments, conserve 1loan capital, and provide
more and better tachnical management assistance to bor-
rowvers.

This will necessitate first, an assessment and review of
SEFO as an organization and as a delivery mechanism for
credit and business management assistance. This will be
followed by suggested plans of action towards implementing
any recommendations and/or making any necessary revisions
for review and concurrence of SEFO's board. The General
Manager will then oversee actual implementation of recommen-
dations, including, when necessary, rewriting systems and
procedures into simple guidelines, forms or manuals and
providing training to SEFoO staff, when necessary. 1In
carrying out these activities, the General Manager will act
always in conjunction with SEFO's President and continually
seek the advice of SEFO's board of directors.

a. :
To assist SEFO carry out its mandate more effectively,
the following areas are to be examined and changes
implemented when necessary:

SEFO's organizational structure and position
descriptions to ensure that lines of authority and
areas of responsibilities are Clearly delineated
and understood by all members of the organization.
In cases where non-essential personnel are
identified, VITA shall assist SEFO in formulating
and implementing a plan to retrench these person-
nel.

SEFO's financial management, bookkeeping, account-
ing and reporting systems. Adequate controls shall
be streamlined and established where necessary.

SEFO's financial and capital structure to ensure
that capital is not further depleted.
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b.

iv SEFO's Ser-

vices:SEFO provides two major services to SMEs=--(1)
financial assistance in the form of credit and (ii)
technical and business management assistance.

(1)

(i1)

C.

Credit policies and program--

Review and "fine-tune" credit policies
regarding interest rate determination,
criteria for eligible borrowers, criteria for
eligible 1loans, amortization schedule,
collateral requirements, guarantees, fees,
etc.

Streamline loan process and prccedures from
loan application and loan review to loan
approval.

Institute a better system of loan collection
and loan follow-up.

Improve the Management Information Systems
(MIS) for 1loan portfolio monitoring and
analysis.

==-In reviewing
SEFO's technical/management business assis-
tance, the business manager will:

Review and improve the technical and business
management assistance that is being provided
prior to loan approval or during the review
process. Review (and rewrite, when necessary)
guidelines, forms and or manuals on specific
technical and business management assistance,
such as assistance in basic pre-loan analysis
and marketing planning.

Review technical and business management
assistance that is being provided once the
loan is approved. Improve guidelines, forms
or manuals on specific topics, such as
assistance in basic management systems, basic
business skills, and marketing plan.

¢ Additional technical assis-~

tance to be provided by the business manager and one
VITA short-term consultant include, but are not
limited, to the following:

Locate and do a survey of existing SMEs, identify
their financial, technical and business management
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needs and target these SMEs for SEFO assistance.

Develop potential client profile, in terms of
existing enterprises, evidence of successful
operations, growth potential, ownership and full-
time operation by a Liberian.

Improve the Management Information System of SEFO.
The manuals, guidelines, and other written
materials to be reviewed and improved, include but
are not limited to the following:

--for internal use of SEFO:

(a) Financial Management, Bookkeeping, Accounting
and Reporting;

(b) SEFO Credit Policies and Program;
(c) Inventory of SMEs in Monrovia;

=-for use of SEFO clients:
(a) How to do simple Project Feasibility
(b) How to do a Simple Marketing Plan

(c) How to improve Your Basic Business Skills

2.%

The program has provided a $500,000 grant to augment SEFO's
equity. Under this ravised Program, VITA is authorized to sub-
grant a further $250,000 for equity capital to be provided to
SEFO if all systems and pProcedures recommended by VITA are in
Place and being utilized. The timing and condition will be set
forth in a memorandum of understanding between VITA and USAID
after VITA long-term TA has finished doing the initjal assessment
and review.
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ANNEX B
SEFO ARTICLES OF INCORPORATION

35



RarFUBLIC OF LIBERIA)
MCNTSERRALO COUNTY)

ARTICLES or INCORPORATION
or
SMALL ENTERPRISES FINANCING ORGANIZATION (szro)

w¢, the undersigned, in order to form a sorporation for
the purpose hereinafter stated, and pursuant $0 the pravisions
of the Assuciation Lavs of the Repudblin of Lidertia, do heredy
make, subscribde, acknowledge and file in the Office of the
Nintister of Foreign Aftairs of the Repudlic of Lidberia, these
Articles of Incorporation as follows;

NANSE

1. 7The name of the Corporation ig
"SMALL ENTERPRISES FINANCING ORGANIZATION (um),'znc."

DURATION
2. The duration of the Corporation shall be perpetual.
3. RURPOSE

The Corporation shall be o Credit Inatitution as daiq
term 18 defined in the Financial Institutieng Act ot
1974 of the Repudlic of Liberia (Part 1, Sectien 2
(d), and as such {ts Purpose shall be to provide
8saistanee in respect of 56" estadligagn [ ; '
improvement and revitalisatien of exéluftve emall
scale productive enterprises in Lidberia, suoch
enterprises:

1) to operate in the following sectors;
industry (inoluding the serviee and the
agro-industries); transpert; retai}l
business; handiorars produstiong

11) tobe ¢ \ly owed by private persons, posses-
sing the Liberian nationality end reaiding
in Lideris;

111) o be Managed on a full time bdasis by at least
one of the owners thereof,

It is being understood thas in no eirewmetances the
Corporation shall aoquire and/or operate amy Susiness
oF undertake any activity for its ewa sasinfastion

or profit.,

4. For the furtherance of the Purpose set ous in the pro-
Ceding article the Corporetion shall have the rollowving
povers:

1) to identify and to 48818t in the evaluation,
setting up and carrying ous of projects of
the enterprises aentioned in arttele 9 herein-
before or of the owners or sponsors thereot)

e 02/

. 5&’



eed/

11) to acquire in vhole or in part the equity

114)

iv)

v)

vy)

vit)

viiy)

ix )

of the enterpriges sentioned in article 3
hereindbefore;

to acquire and to improve land and preaises
thereon, including the saking of infra-
struoture, and o subsequently sell or
lease such lang end/or premtises to the
enterprises mentioned in artiele 3 heresin-
betore or to the Swners or SPonsors wereot
to provide same with acoomodation for the
Carrying out of thesr dusiness aotivity;

to acquire and subsequently lease or sell ¢o
enterprises mentfoned {n artiele 3 herein-
before or tv the owners or sponsors

thereof sachinery, equipmentg, aateriale,
PArts or eomponents Tequired by and

directly relate¢ to the “ature of this
business astivity)

thereof, in order to enable these to set
Up, acquire, expand, er improve dusiness
ventures, premises, Bashinery, equipment
8tocks, Cimsures or fittings within the
Scope of their dusiness sotivity, and to
take and hold real op personal 4. 4
&8 security for the payment of aweh leans;

to jssue guarentees fer esetunt of the
eniterprises mentioned in artisle 3 hereine
before or of she owners er ponsers thereof
for the purpose of the securing of supplisre
oredits required by end direetly related to »
to the nature of their bueiness aetivity;

to sue and be sued in all esurts ¢f eempetert
Jurisdietion in she Republis of Liberia

and to partioipate in eotiens and preces-
dings, shether Judicial, adminisiparive;
arditrative or othervise, in like eames

88 hatural persons;

to have a corporate 8eal, and to slter such
Seal at pleasure, and te use it 9y saueing
it or a facsimile to be affized or

impressed or reproduse in aRy other asamner|

to acquire, administer, eentrel, mainsain,
and operate any preuises. as well as the
fittings, aschimery, oquipnent, fiztures
and stocks ineluded therein er

€0 be used by it or fer the administratien
end msnagesent and provision ef 1%s assis-
tance as set out in artiole 3 hereindefore
and ir this artiolej
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X) to elect ur appoint officers, smploysea
ard other agents of the Corporation,
define their duties. fix thelir cospensa-
clon of directos, and %0 indeanify
corporatc peraomnel;

xi) tv adupt, amend or repeal by-laws rela-
ting tov the tusinesses of the Corporatior
the conduet of its affairs, i8s rights
OF posers or the rights or powers of its
sharehuiders, directors or offieers;

i) tc have and exercise all gowers which
may be exercised by eorporations under
the laws of Liberis, whieh are directly
related to the purpose for which the
corporation i+ formed and necessary to
effect Lta purposes;

ol M

The registrati.n address of the Corparatiom in Lidberia
shall be 3EIC, :onrovia, Libderia and the registered
sgent shall be :ne Chief Lxecutive Offiger or
Maraging Director,

SHARECAPITAL

Ihe ag.regste number of shares of stosit whieh the
corporation 1s authorised to isswe shall be 100,000
(ONE HUNDRED THOUSAND) registered shares of. oonmea
stuck with par velue of 810.00 (TEN DOLLARS) cash,
all uf which ghall be fssued Lir the names of the
vaners theresf.,

INCOR OR
7. The neme and address of each Ineoryorator ¢f the
curporation and the nuonber of shares of stook eudb-
scribed Cor by sach of them are as fellows:
(V.Y X ADDREDS MIARES
<“he Liderian Bank fur F. 0. Bou 847 (20,000)
vovelopment & Investaent sonrovia,lidsria Twenty Thous.
Liberia Finance & (10,000)
Trust Corporation P, 0. Box 3188 Tent Thousanu
Broad Btreet
Nonrovia,Lideria
Partnership for Yekepa, Nimbe (10,000)
roductivity County,Libertia Ten Thousand
L1RECIONRE
8. 7The numder of Directors constituting the Beard ehall

rot be less than seven (7) who need net e sharehelders
of the .Corporation, nor citisens er residents of the
Repudblic of Liberia. The names and addresses ol (he
tirst Board of Directors who sre to held effiee feor s
period of one (1) year until thelir 3ueeessors aore
vlected are as fullows!
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Board of Directors

Executive Camittee

Chairman
f
President
Secretary
General Manager
Camptroller Secretary Projects Manager
[ | | l I
Asst. Project Business
troller & Accounting Camputer Analysts Officers
Coll. Supv. Staff (3) Specialist (3) (3)
Drivers (3)
Security (2)
Messenger
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ANNEX D
SEFO BAIANCE SHEETS AND PROFIT AND LOSS
STATEMENTS 1985-88

Note: The 1985, 1986, and 1987 statements were prepared by
Coopers & Lybrand. The January-April 1988 data was provided by
SEFO management, and is not audited.
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COALL RHIBNPNLISES FINANCING ORGANISATICN
PALANCE SHEFTS - DECEMBER 31, 1986 AND 1985

ASSETS
Current asaets

Cash and bank balances on current account

Interest-bearing deposits with banks

Current maturities of loans
Less - Provision for possible losses

Accrued income
Miscellaneous debits

Total Current Assets

Loans net of current maturities
Less = Provision for possible losses

Fre-operational expenditure, net
Equipment and leasehiold improvements, net

Total Assets

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities
Accrued expenses
Miscellaneous credits

Total Current Liabilities

Other liabilities

Long-term debt

Stockholders' equity
Capital stock
Donated capital
Accumulated losses

Deficit in Stockholders' Equity

Total Liabilities and Stockholders' Equity

1986 1985
LS Ls
51,265 145,796
312,441 335,174
931,693 725,574
( 177,240)  (124,998)
754,453 600,576
173,695 93,029
49,448 79,833
1,341,302 1,254,408
314,282 429,341
( 13,500) ( 33,308)
300,782 396,033
53,124 106,250
43,905 60,877
L$1,739,113 L$1,817,568
94,013 94,649
12,972 4,940
106,985 99,589
- 11,232
2,096,341 1,782,115
752,601 628,601
500,000 500,000

(1,716,814) (1,203,969)

(

464,213) (

75,368)

L$1,739,113 L$1,817,568












CUALL FUTRRFRICES FINAMCING ORGANISATICN
STATENE.(S OF INCCME AND EXPENSES
FOR THE YEARS ENDED DECEMBER 31, 1986 AND 1985

1NCONE

Income from loans
Loan interest
Project investigation and conmitment fees
Penalty charges

Interest on deposits with banks

Other incone

Gross Income

EXFENSES
Interest and other charges on long-term debt
Compensation - officers and employees
Professional fees
Travel
Depreciation and amortisation
Acconmodation
Currercy translation loas (unrealised)
Other expenses

Total Expenses
Opcrating loss before prevision for possible
loon logsses

Provision for possible loan losses

Grant from Government of Liberia
FIO technical assistance grant

NET LOSS FOR THE YEAR BEFORE EXTRAORDINARY ITEM
EXTRAORDINARY ITEM

NET 1.0SS FOR THE YEAR AFTER EXTRAORDINARY ITEM
ACCUMULATED LOSSES BROUGHT FORWARD

ACCUMULATED LOSSES CARRIED FORWARD

1986
L

161,940
4,081
18,659
19,102
2,630

- ar-aren e o

206,412

81,900
208,255
13,798
18,831
70.828
13,226
262,075
90,224

A o o

759,137

e e em e

(552,725)
( 14,921)

-enes eenes oy

(567,646)
18,860

548,786)
35,941

512,845)

(1,203,969)

1985
L

193,455
5.228
19,056
13,476

231,215

96,675
271,873
12,161
25,291
754562
22,542
192,749
50,227

747,080

(515,865)
(26,286)

(342,151)

82,150
58,322

(401,679)
(802,290)

(14716,814) L$(1,203,969)
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BEFL INCOME STATEMENT
JAN. 1 = APKR. 30, 198H

-ik0S5 INCUME
-------------- JAN.1 = APR.30 JAN.1 - AFK. 30
. AFRIL 1988 1987 1988
“interest income (Ferforming Ln.) $8,801.03 $40,746.27 $46,418. 95
Jdrnterest inc. \Non-Fer+orming Ln. 1,849.25 0. 00 1,849, 25
enalty (nteresat(Fertorming Ln.) 1,103.91 5,543.97 4,233.7
“enailty Int. (Non-Fer+orming Ln.) 252,12 0.00 L52. 12
Lommi tment Fees 0.00 0.00 168. 44
interest Incomeiemp. Investmt) 803. 34 5,054,552 <,138. 85
~“roject Investigation Fees 835. 0O 2,193.00 3,070.00
Miscellanecus income 13.00 2,297.65 46.00
-“_BDF Frocessing Fees V.00 1,430,.00 =00, V0
B TOTAL GROSS INCOME 13,257,685 S7,265.41 =9,527.32
JFERATING EXPENSES:

. staff Compensation/Bene+its 12,885.55 75,033.32 61,026.40
‘rofessional Services 912.08 7,030. 32 3,821.67
tilities £,695.00 2,738.28 4,492.08
Lommunications 1,522.3295) 1,608.70 1,419.98

" vepairs and Maintenance 1,022.48 4,497.30 7,848.24
-lravel and Fer Diem 235,35 1,363.4 1,509.64
Jtfice Stationery 1,914.52 2,233.22 4,769.44

" basoli1ne Expenses 1,739.00 5,927.385 . 64516.05
Advertising and Fromotion 0.00 73.00 100,00
rental Expense 1,333.34 8,249.11 Syv333.37

. susiness Reqgistrations/License 362.25 1,580.75 1,949.75
insurance Expense 325.00 832. 65 1,054.32
™iscellanseous Expense 1,156.6/ 1,967.11 1,743.95

¥V 0O Expense Support (2,822.91) (40,145,.97) (24,742.88)
- Sub-iotal 200,635,988 73,191.18 76,842.01
lepreciation 1,36/7.5%4 5,746.86 5,870.16
Crre~Uperating expense 0. V0 17,703.82 0.00
Anterest c:penses 7,639, 1% 26,576.86 30,559.2%

Iotal Expenses 29,643,227 123,218.72 112,871.42
TiUL rant V. 0U 0.00 0.00
@t Incomes luss;, (16,385.62) (635,953, 31) (853,344, 10)
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ANNEX E
SEFO FINANCTAL FORECASTS, 1988-92
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ASSETS
CURREN:

Cashoang Tesd. [nvest. (N-14,
Accrued Incose
Atlowance for Loss

fartéolio investamnt
Allowince tor Loss

t VY
H=13))

© Other Current Assets

Fartrolio Investaent

JTAL CUKREMT ASSETS

iN=18)

FurnituresRech. /equip.
125#h0)0 lsoroveaent

Desreciation/ Aacrt)zat:on

» Oraanizational Cost:

Aicusulates Aacrtization

" TOTAL ASSETS

-

LIABILITIES & eQully

Acrued Espenses
A:ounts avasle/ Other

LONG TERA
Lno Ters Loans
Giherg

iN-11)

TOTAL LIADILITIES

EQul Ty
Lnital Stoce _ t=19)
Donated Camrtal (4-19)
Xiubulated Loss (4-20)

TCTAL LIABILITIES Ang EQuity

SEFO BALANCE SHEET FORECASTS 1988~92

ON CONSERVATIVE ASSUMPTIONS

. N (A7 id) Y 19) A 1} tAh) 18}
12-31-88 12-31-89 12-31-90 12-31-94 12-31-92
] 38 78 34 52 214
199 108 238 % 359
43 1168) (168) 1178) (180)
--------- 156 ~-=ec-eeeae L LN [ | JR SN )
(1Y "9 493 " $22
1218) (48%) (490) (499) 1500)
--------- 287 eececccnaas 4 eeccencaaa. 3 ecemconnea. § ceoeamn.. 22
10 n o b ;
il Y 2 346 (70
795 1.099 1.040 917 1,109
109 143 143 143 143
19 19 19 19 19
11§ 2n {28) 38 {%5)
--------- HO eemoemaeas 14] -ecmemcaaa. 130 ~ecronenmma 126 memeeseoee- 10
265 245 263 268 265
126%) 1289) 1263) 1263) 1263)
--------- 0 -~eccmemea. V) =-=cemcaca. 0 ~cerccccaen 0 eccnenan.. 0
1.7 1,764 1.608 1.409 1,144
33 ] 13 23 s3
(] i 14 ie 4"
2,45 2,429 2,291 1.999 1,831
3 0 0 () 0
ceemenase 433 ccconamn.. 2} ccenennce. N —~————— 1999 ccocoeea—. 1831
5104 2402 2308 2030 1728
m 927 927 . 977 "
235 % 1% 1% 1%
12,040) 12.39%) 12,31 12,298) 12,2611
--------- (0301 mmmommmccas  (Mf)ecccmccacan (700} ccmenceeane (21} 2emmveneae. 500
1,87 1,784 1,608 1,409 1)

(Y



SEFO BALANCE SHEET FORECASTS 1988-92
™M OPTIMISTIC ASSUMPTIONS

ISENARID 1)
833273
...... Al ) (Al 1)) 1A) 8) (A)
LSPEN 12-31-88 12-31-89 12-31-99 12-31-
Lasn ang Tess. .nvest, &-g4. s 49 108 1,210
ACCrueg incoee 199 203 PA") 00
Al loeance rar Lags 43 el tee) 11Y2!
--------- 156 -eeemeno. 40 ~vemmeenn.. [ JE .
Fartrolio Investaent N LY (Y] 499 812 174
‘Aliceance vor Loss 1n-13). % 1483 1490) 1493)
--------- 238 ~mceeenanas 14 cocmaannn., 322 ccmeeaao..
Jther Current AESOLS 10 % 10
fUTAL CURKEMT aSSETS 837 807 1,812
FLIED
Fortfolio Investaent iN-18) 999 1.059 "”m
Fu!hlturtlllfh.IOOUlD. HV 109 14§ 143
Leasenold Jaorovesent 1y 19 19 19
leoreciation, Asortization 1 19 128) (3 ]
--------- 110 Seeeca. 109 ——camen.. R JECT
Oreanizational Cost: 08 268 265 S
A2 Uaul ot og heortzation 1209 126%) 1205} (263)
--------- u -------..-- U ----..'..‘- u ..-..-...-
TOTAL ASSETS 1,942 1.97% .1
CIABILITIES & EQuiry
CURRENT
crued Expenses 4 3 3
Accounts Fayadles Other 3 4 y{]
LONS TERN
Lonn fora Loans N=}7) 2,4% .49 2,291 1,999
aere | 0 0 0
Rt R 1, {, (RSO 4,429 cemeaaana. 3,28 ccmmeema
'OTAL LiAgILITIES .59 P MY 4,328
EQuITy
Canital Stocy iN-19) m 127 73 27
Donates Caprtal (N-19) 23 1Sv 1.2%0 1,230
Meuslates Logg {=20) t,9) 2,138/ 11.778) 1,339
--------- 1587) semccann... 48] ) cevencanand M ——en....
R, LA3LT4ES AND EQUITY 1,942 Ve 4,1

1 J] (A} 1,
13-31-3
.2l Lo
59
1i8s.
1Y eeceeann..
M
1Spus
9 =meeemnnl. i
10 .
1,613 1.5:;
1,142 .24
145
19
MY
126 -=eome.... (%]
88
285
U secomeenn.. v
2.881 1,94
3 (|
29 42
1.03)
Y
’lm """""" ].b.:’
2,043 i
12
1, 2%
1989
810 oo 1,196
2,481 i
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6ROSS [NCURE

Project !nvestigation Cees n=2)

Penaity interest N-11)

Coaniteent Fees

Interest Incoce on Loans 1N=})

(nterest [nocae Teso, [nvestoent (N-{3)
Sub-Total

Other Inc. Generating Activity (N=4)

Miscellaneous Incose

Sub-Total

fOTAL GROSS INCOME

LESS OPERATIMG EIPENSES:
Mainistration and Others
Financial Charses
Doortclatxoniloortxzatxon

(N=7)

Total Expenses
Gross Incoee LESS Oger. Exponses
60U Grant

Yt incose (LOSS before Loss Prov,
Provision for Loes (N-13)

Net Incose/1L0SS) tafter Loss Provisioa)

ON CONSERVATIVE ASSUMPTIONS

SEFO PROFIT & LOSS FORECASTS 1988-92

S rERKS
1968 1989 199%0 199 1992 TataL:
[ b 7 7 9 38
10 8 (] 9 9 4"
-0 - -0 - <0~ -0- -0- -y -
189 92 12 4 an 1,284
16 18 18 {3 0 oS
¥ 324 243 323 95 1,406
90 <5 0 0 0 149
b 4 © “ 4 19
9 102 47 “ " 144
32 42 192 in 343 1,748
29 a8 393 08 423 1.2
91 L 1] (1) 99 4] %
Y 18 20 2 2 14
M) 389 302 Siy S P!
170) a 1210) (148) (191 S8y
-v- -0- -0- -0- -0 - v -
(Tv) 4 1210) (148) (191) 582
{201 {392) 1Y) 1Y) () 430!
------------ l / cacess s e s .
(90! 1355) (214) (134) (197 1o

LN



SEFO BALANCE SHEET FORECASTS 1988-92
ON OPTIMISTIC  ASSUMPTIONS

S TEARY
SROSS IncOmE 1906 1989 19990 199y 1992 rataLs
Froiect Investigat;on reps J TP ) b ? ] 9 8
Fenaity Interest IN=11) 10 i ] L 9 '™
{asaiteent Foes - -0 . “0- -0 -0 - -~y -
Interest Incose on Lodns =1} 189 292 U2 9% an boibd
Interest [nocae Teap. Investeent In-13) 17 25 42 33 L1 ] 185
Sudb-Total 22 3 269 383 343 1.52?
Jther Inc. Senerating Mlivity N-d) 90 183 U8 200 109 a4g
Mscellaneous Incone b 4] LY " 49 118
10TAL GROSS INCORE 518 332 M bl S $i

LESS JPERATING EIPENSES:
#003NI81ration ang Othery .29 s M 08 LYA] 1029
Financral Charges N=7} 1 9 89 9 %0 L)
Soorotxatxon/noertnzatnon 'Y I8 20 b ] 2 ide
Total Erpenses 387 389 302 519 334 2,351
o088 Incose LESS Uoer. Expenses 1a%) 143 2 L /] 4 W
50U 6rant 3 100 100 100 06 @
Net Incose (08§ before Loss Prov. 119) 43 132 n 143 3%
Frovision for Loge (*=13) 1201 1392) 18} (é) (b) “43u)
cnesvaccacaa l e
et Incoses1L0SS) iafter Loss Provisisa) 39 (149, 126 18 13¢ <o



ANNEX F

SEFO FINANCIAL FORECASTS BASED ON
RECAPTTALIZATION BODGET, 1988-92
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ANNEX G

Estimates of Division of Sﬂo'sq:enti:ga:stsmunmaankim
Qosts and Tedhnical Assistance Cogts



SEFO management gave us the following estimates of the percent of
time in the following work areas devoted to providing technical
assistance and to banking operations.

Work Areas

Interview and analytical
work

Loan supervision
Loan collection
Loan reporting
Accounting

Technical Banking
Assjstance Operations
80 % 20 %
80 20
80 20
50 50
40 60

Management also gave us a similar breakdown based on the agproved

1988 operational budget, as follows:

1988

Approved

Budget Item

$

Staff Campensation 200,927
Rent 16,000
Utilities 16,000
Gasoline/0il 18,200
Stationery/Supplies 7,000
Repairs/Maintenance 16,500
Vehicle Insurance 3,100
Advertising 1,000
Business Registraticn 5,500
Iocal Travel 4,000
Telephone/Telex/Mail 2,400
Professianal Services 15,000
Misc. Contingency 10,000
sub total operations 315,627
Furni ture/Equipment 3,000
Training 8,000
Total Budget 326,627

% Devoted to Amount Devoted
Technical to Technical

Assistance Assistance
60 120,556
50 8,000
50 8,000
80 14,560
50 3,500
80 13,200
80 2,480
50 500
50 2,750
80 3,200
50 1,200
50 7,500
50 5,000

190,446
50 1,500
50 4,000
195,946

On the basis of the above estimates we conclude that SEFO devotes
mretimearﬂmtotedmimlassistarmtknntobanking
operatims.‘mesharemnbeestimatedatabwtsommpement

for technical assistance.
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Estimates of the Percent of SEFO's
Banking Costs Oo.ered by Income
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Jan-April
1985 41986 1987 1988

Gross Operating Incame (LS) 231,215 206,412 209,075 59,527
Of which Interest Incame 193,455 161,940 155,311 52,754

Operating Expenses 747,080 759,137 788,716 112,871
Operating Loss (515,865) (552,725) (579,641) (53,344)
¥ of Operating Expenses

Covered by Interest Incame 25.9% 21.3 19.7 46.7
¥ of Operating Expenses 30.9 27.2 26.5 52.7

Assume that Banking Costs
Are the Following % of
Expenses:

Operating
40 % 298,832 303,655 315,486 45,148
33 1/3 % 249,024 253,020 262,903 37,623
30% 224,024 227,741 236,615 33,861

Then % of Banking Costs
Covered by Interest

Incame at:
40 % 64.7% 53.3 49,2 116.8
331/3 % 77.7 64.0 59.1 140.2
30% 86.3 71.1 65.6 155.8
Then § of Banking Costs
Covered by Group
Operating Income at:
40 % 77.4% 68.0 66.3 131.8
331/73 % 92.8 8l.6 79.5 158.2
30% 103.2 90.7 88.4 175.8
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ANNEX I
SEFO's Appraisal and Approval Process
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(2) Investigation Report (prepared by SEFO a Project Analyst
or Business Officer following a site visit)

(3) Pre~Screening Re.port. (Preparad by the Projects Manager

- Prospective borrower's Qualifications ang
experience

>  existing assetg

> persomnel references, Suppliers, bark
(The report is submitted to the President
for permission to Proceed with the Report)

(4) Appraisal Report (Prepared by the Project Analyst/-
ve

3 years; project costs means of
financing, sources for repayment, amortization
es)



> market survey
> production projections

> biographical and professional experience
summaries

> credit and personal reference checks

> proforma invoices of items to be purchased
with loan funds, if any.

(The Appraisal Report is sent to the President for his
review and either approval or rejection. If the loan
amount is above the President's $10,000 approval
authority and he sponsors it, the loan is submitted to
the SEFO Board for its action.)



ANNEX J
Bista:imotl'tnrmm
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1. TUCKER POULTRY FARM is a 5-year old joint proprietorship of
Mrs. Phoebe Tucker, a S52-year old housewife with five years
experience in the poultry business, and her husband, who is not
active. It is housed in several buildings adjacent to the Tucker's
residence located in the logan Town section of Monrovia. In the
early 1980's, Mrs. Tucker saw the potential in raising chickens
forsaletalocalhumias&permarketsm,afberteadxing
herself about the poultry business by reading books and attending
lectures on the subject, she established the proprietorship with a
modest amount of money provided from persanal resources.

SEFO has provided financing on two occasions. In October 1984, a
$14,228 term loan at 22% interest was made to increase working
capital; specifically, to purchase 1800 day-old chicks, 90 bags of
chicken feed, plastic chicken "drinkers" and medicines, as well
as to pay miscellanecus expenses including utilities, trans-
portation, and a life insurance premium. Repayment in the form of
21 monthly installments from profits resulting fram increased
sales were made as agreed, with the final payment received in
September 1986. In August 1987, a $L1,700 term loan at 27%
interest, including a 2% service charge, was sanctioned but only
SL1,600 was actually borrowed, again, to increase working capital;
specifically to purchase chicks, feed and medicines. Twelve
monthly installments of principal and interest are being made as
agreed from income generated by sales to both supermarkets and
three wholesalers which serve Monrovia restaurants and bars.

As collateral for both loans Mr. and Mrs. Tucker have provided a
chattel mortgage on all business assets valued at $L14,150, a
firstmrtgagemthe'mckermidema:ﬂadjmtmildirg
camplex appraised at $142,000, and life insurance assigned to SEFO
in the amount of $L10,000 on the life of Phosbe Tucker.

The SEFO Appraisal Report includes background information on Mrs.
Tucker, exhibits as to sources and application of funds, and two

year financial projections regarding operating results and cash
flow. Site visit reports
reveal that for the current 12 month period both actual sales and

operating income are rumning ahead of projections:

(For the year 6/87-6/88) Projected Actual

Average Sales, per six week growing SL 3,897 SL 4,800
cycle

Anmualized Sales 25,334 31,200

Average Operating Income, per six 484 700
week growing cycle

Anmualized Operating Income SL 3,145 SL 4,550
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Compents: Durirg the consultant's site visit, Mrs. Tucker, while
cament:.ng on the extensive loan approval process that is involved
in abtaining a SEFO lcan, was entirely supportive of it: "they
have to know your situation; uxeyhaveto)awymmmpon
sible." She felt the monthly site visits by SEFO program staff
were useful because she used them as occasions for discussing
problems and for keeping SEFO informed on the status of the
business. Her major on-going problem is occasional shortages of
chicken feed (all of which must be mport:ed) resulting fram
Liberia's chronic shortage of hard currencies.

Mrs. ‘I\xckeruﬂicatadthatttnrmctloanmq.nstto&':mlﬂcel
will involve the purchase of a kerosene-powered incubator ($L1-
2000),afraezertostonegqs($m-2000)arﬂupt020003pecml
hatching eggs imported from Israel ($L.700).

Mrs. 'mdcerisane)mpleofthem.lbonwersnbisattatptuq
to develop among its clientele: reliable in honoring her contrac-
tual cbligations, dedicated in her comitment to making the
enterprise succeed, resourceful in conterding with problems
confronting the e.nterpnse, and increasingly experienced in her
knowledge of running a business.

2. Dr. Nathaniel Richardson, Jr. is a forty-two year old
geologist with a PhD in Geophysics and Geology fram Purdue
University who established Monrovia based GBEOSERVICES INC. as a
mneralaxﬂmbermtploratimuﬂdwelmcmpany GBO-
SERVICES functions as a contractor, implementing projects under
contract related primarily to well digging and water systems
construction. Pending receipt of campletion-of-conmtract payments,
thecmpanymstdefraycmtractmrryhgccstsmthzfsown
resources. Because it is under-capitalized, outside financing is
required to enable it to do so.

SEFO has provided GEOSERVICES with contract financing on two
occasions. In April 1986, it lent the campany $15,000 at 22%
interest to finance the construction of 23 wells in Gramd Cape
Mount County under a $152,900 contract from the Ministry of
Planning and Econamic Affairs. Term was originally set for three
months, however construction problems delayed campletion. The
loan was extended for three months but still not repaid until
March 1987, three months after the extension period. In May 1987,
a secard loan of $L10,000 at 2.25%/month interest, including a 2%
service charge, was advanced to finance two contracts totalling
$L71,920; ane for $134,920 fram West African Contractors Corpora-
tion to install a water supply systam for the University of
Liberia Academic Building in Fendell; the other for $1L37,000 from
BAO (Liberia) Inc. to install a water supply system at the Earth
Satellite Station in Paynesville. Term was originally set for six
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mnthsbuthasbeenexterdedtlmmuthstoreflectmdstdelays

in campleting the two contracts. Full repayment is expected at or
before expiration of the extension period.

In the case of both loans:

a) assigmentoft.hecamctsmstaken, with the contrac-
tors notified to remit payments directly to SEFO; those
assigrments having been acknowledged.

b) a chattel mrtgagemsta)mmallmsinssassets
valued at $L35,503.

c) life insurance in the amount of $150,000 on the life of
Nathaniel Richardson was assigned to SEFO.

In the case of the second loan, Mr. Richardson's father, John
Toussaint Richardson, a Mcnrovia architect, provided his perscnal

caments: If pursued Prudently, contract financing could well be a
very pramising lending activity for SEFO. critical in doing so,
however, is SEFO being satisfied with (a) the professional
cmpetenceofﬂuwb-cmtracmr(bonmr)tocmpletetm
contract satisfactorily, (b) the financial resources represented
by the contractor and (c) ﬂnlagalrmmavailabletoitmﬂer
an assigned contract.

In the future, loan maturities should be lang encugh to provide
for same delay in campletion-of-contract payments being received,
a practice that has recently been adopted by SEFO.

Phebe

hoepital) with the intent of "serv(ing) the public in a more
Way." With an initial investment of $12,000 Mrs.

Sirleaf establiﬂndtrndb-c-nmmmzmmamnm-
Pleted structure at a strategic location on Tubman Biwd. in the
Paynesville section of Monrovia. In addition to selling non-



prescription drugs, Mrs. Sirleaf rendered child delivery care and
the dressing of wourds. In the firstyearorsoofope.:ation, a
substantigl portion of her business inoane was used to camplete

In July 1986, at the recommendation of the National Investment
Camission, Mrs. Sirleaf applied to SEFO for a $125,000 term loan
(a) to expand the examining/treatment facility and to acquire more
medical instruments ($L15,000) and (b) to substantially
increase her inventory of drugs ($L10,000). In discissions with
Mrs. Sirleaf, SEFO determined that the request was based on
unrealistically high projected increases in both drug sales and
her health care activities. As a result, the loan amount was
pared down to $L5,000; $L3,000 of which was used to increase
inventory, thebalametoinpmmlyﬂndnx;stomtmvoughﬂ\e
installation of display counters, shelves, and an air corditioner.
The loan was made in September 1986 at 24% interest for two years,
repayable in 24 monthly installments fram inocome generated from
increased sales and health care fees. Payments are being made
ahead of schedule, with a principal balance of approximately
$L1,600 currently outstandirg.

As collateral, Mrs. Sirleaf provided a chattel mortgage on all
business assets valued at aprroximately $19,000, a first
cnresidemialpmpertyarﬂlctinGanmsvillehavimacmbimd
value of $L16,200, and life insurance assigned to SEFO in the
amount of $15,000 on the life of Jane Wah Sirleaf.

NICprepamdﬂmeinitialloanpmposal:SEFOrwisirgitmbstan—
tiallytomﬂecttmm:hnedmadardmdxmmdestfhnncial
projections. Although at the outset, NIC's SME Department helped
Mrs. Sirleaf in har record keeping, she now is able not only to
kaephercwnnco:dsbuttopzqmmherwnﬁmmiaqu:omﬂat
are submitted to SEFO.

SEFO program staff make an average of two site visits a momth to
check her records, to assist Mrs. Sirleaf with any problems she
m,mmwmmmﬁnmmm.ﬂer
major ongoing problem is maintaining an adequate inventory.
Because most drugs must be imported, local muppliers often
memum—mmmm
the necessary hard currencies. Mrs. Sirleaf has been able to
minimizoﬂnmotfectofthesesmrtaqasbymﬂshqu
several suppliers.

Although SEFO feels Mrs. Sirleaf carrently is rumning a "tight
little operation" that is consistently profitable, there is a
oomernﬂntitaluexpmﬂsmmsimstoonpidly, costs will
Outpace revernues, profits will disappear and she will fail. As a
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result and in anticipation of receiving a new lcan request once
the current loan is repaid, a major endeavour of the site visits

In the consultant's judgement, SEFO was qQuite right in caunseling
restraint to Mrs. Sirleaf, at least until she is far less

dentmloarstofimmehergmwmtrnnsheismw. Given her
inclination to grow at a rate that may prove unsustainable, SEFO
is also quite .right in maintaining more than the usual contact
with Mrs. Sirleaf during these formative years when her under-

létluahcooper(MbsermasGe!mlManager),eraSore! (who

experiemewﬁcirqforamjorl\mrymastbasede:qaorterof
flowers and plant scions. Magus is a private investment firm
headquarteredinbb\rwiamosepartzmsimhﬂemvidx. Vinton,
fome.rPresidmtofImIaruﬂnfirstmotSEm.

Ammeyaarfmibilitystmycarmctedbym. Cooper, her
husband, (ﬂuGuml&rugerotIﬂ)I)arﬂSomml\mdthat
theremala:g.wmtploitadmrketinm\:pefortmpi@l

InhzgtstlSS?,ﬂuSEFOBoudammvadasemyeartemloan'
the amount of $I.A9,986toprwidetherminirqﬁndsmcssa:y
launch the export operation. Funds were used (a) to camplete the

g5
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development of the Johnsonville property, ‘and (b) to purchase
plants, equipment, supplies, and a vehicle. Terms of the loan:

the meantime, hmemtisbeirgpaidfmﬂninmgenentedby
the local nursery, whidicumi:w,ardifmximdfzmomer
personal resources.

As collateral, TERRAVILIA GARDENS provided a chattel mortgage on
all business assets valued at $195,636, a first mortgage deed on a
private residence appraised at $I46,282 and 1life insurance
assigned to SEFO in the amount of $150,000 on the life of Katurah

Cooper.

In TERRAVILIA GARIEN's quite camprehensive proposal (prepared, the
consultant understands, with the active assistance of Messrs.
Cooper and Vinton), no export sales would be generated until Year
Three but by Year Seven are projected to reach $L141,000, plus an
additional $151,000 from the local nursery. Projected after tax
profits by Year Seven of $L33,000 represent a 17% return on both
sales and equity.

Fivemxthsintothet:nyeargraceperiod, all but $18,412 of the
loan has been disbursed, the Jahnsonville land has been cleared,
Plants have been purchased and planted and—based on SEFO site
visit reports—all appears to be procseding normally.

m_;'nnthreesmrdwldgrsmmtmmmgmmntaeme
loan. Except possibly for Magus, the lack of such guarantees has
no significant pearing on the creditworthiness of the loan other
thantosezvepossiblyasadatenurttorﬂuthmpartiesfm
ever walking away fram the SEFO debt.

During the consultant's site visit, Mrs. Cooper indicated that she
was entirely satisfied with the SEFO relationship. Although
acknowledging that a great deal of time and effort was involved in

the loan, she has concluded it was . good exercise

action." Visits by SEFO program staff, including several by the
Projects Manager, are made reqularly. At the insistence of Mr.
Vinton, m.mhﬂiutadmtsmplmtommms&
Lybrand to conduct an independent audit of the TERRAVILIA GARDENS

accounting records.

There is an element of risk involved in this loan, especially
dmimﬂntintbnwrde\mlwmmmlmcmld
develop with the plants. But it is a reasonable risk. The
principals seem to be competent and respansible. The collateral
is adequate. Financial projections appear to be based on realis
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tic assumptions. And the enterprise's potential for earning hard
caurrency should be kept in mind.

SEFO processed its loan appraisal thoroughly ard expeditiously.
The Appraisal Report submitted to the Board appears camplete, with
financial projections relating to operating results, cash flow and
proforma balance sheets. Total turnaround time, from the time the
application was first received until the Board approved the loan
was approximately aone month.

Insmn,the'l‘ERRAVIL[AGARIB{Sloanisaqoodexanpleofthe

substantial improvements SEFO has made in its loan analysis,
processing and monitoring activities.
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ANNEX K
SEFO Loans Divided Into Repayment Cateqories
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ANNEX L
SEFO Loan Repayments Divided by Aging
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ANNEX M
mMMl.wmmm
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SEF0's financiazl projections call for significant
Increasss {n interest income based on greater loan volume and
slgnificant improvements in loan collection rates. The loan
process (baoth pre-loan 4ppraisal and poet-loan monitoring and

the process ofters opportunity for improvements in time spent
{n the evaluation of loan prospects. Any process, however,
is only as 9ood as the professional competence and personal
motivation of the staff that operate {t, Statfing matters
are, therefore, assigned a high Priority, with
responsibilities allocated to the General Manager. By the
end of the Second Quarter of 1988, he will;

a) set loan collectlon goals for each loan officer,

b) set new loan volume goals for each loan officer as well as
senior management.

C) establish loan collectlon efficlency percentages for
current loans.

d) establish {ncentives for the collection of seriously
delinquent loans.

¢) announce the year end bonuses for loan officezs achieving
thelr goals and leave open the Possibility of dismissal
for those who do not.

£) arrange for tzaining to ocommonoc for loean offlears ¢o
leazn the opetatluz gquldelines for the industzles they
monitor and telated loans for which they arxe also
responsibla,

9) analyze actual stalting requirements, with the experience
tequired for each position identified.

h) prepare a reviscd organizational chart based on the
analysis which will serve as the basis for job performance
standards against which dctual job performances can be

neasyred.
1) initiate zegular semi-annual Job performance revievs

Also, during aesond QUALter, the SEBFO president, assisted
as aéptoptlat&hgy the General Manager, will resolve
outstanding personnel matters relating to the merger of BAs
and SErFO stafe,

Regarding non-staff related matters, Dy the end of the third
Quarter of 1988, the following actions are planned:

4) sign contracts or agreements for advertising SEFO's credit
programs,
B) commission a neads sssassmane 8f 0DrO's patential slient

base and an inventory of SME In Monrovia area
€) commission a cost dnalysis of feasibility of relocatina



q)
h)

a)
b)

SEF0 offices closer to central Monrovia

d) Initlate review of loan appralsal process

¢) Initlate review of pProvision of TA to SEFO clients

£) determine feasibility of transfer of collection efforts
for Nimba County loans to PEP/L

complete arrangemonts to participate in ygarp Sponsored
Commodity rmport Program

acquire {ncreased computer output capability and transfer
all basic adccounting functioens to computer programs

During the balance of galendaz Year 1968 and Inte 1989, where

necessary, {t {s planned that the 8EFo board, with management
assistance, will accomplish two important tagks:

negotiate a re-capitalization plan
undertake 4 "‘Comprehensive review of the board’'s roles and

responsibilities with speclfic reference to:

policy determination and {mplementation

loan approvals
evaluation of senior managemant performance

attendance and use of proxies
re-activation of the Eiecutive Committee

decision making
professional composition
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