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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, 1988, 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$8,100. 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
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---- ---- ---- 

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

in the data below.
 

BALNCE SHEET DATA. 1985-pp
---- (L$ 000) ---- ---
---- ---
As of Dec.31, April 

Total Assets 
Total Liabilities 
Long Teru Debt 
Accumulated Loan 

Losses 

1,818 
1,893 
1,782 
(1,204) 

1,739 
2,203 
2,096 
(1,717) 

1,696 
2,676 
2,511 

(2,2') 

1,723 
2,743 
2,586 
(2,285) 

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

However the first two problems are in process of being alleviated
as a result of major recapitalization decisions just taken by the
shareholders and Board. F7O, 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. Strengthening 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 essentiNl in the Liberian context to
reduce risks and maintain a sound loan portfolio. Such costs have
to be subsidized. SEFO's pure banking costs--less than half of
its total operating expenses--core 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.
 

Conclusion and Recommendations
 
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 shareholders, the Board, and VITA in particular, have their work cut out
 
for them in this regard.
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We also want to stress that SEFO fills a significant role in
Liberia's financial community and prospects for economic development. 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).
 
0 	 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).
 

o 
 Board members often do not attend meetings. Improve attendance either by appointing members who are lower ranking or
activating the Executive Committee to meet monthly and the
Board meet only quarterly (page 12).
 
o 
 Continue to train and upgrade staff, and set specific goals
and incentives for loan officers (page 11).
 
o 
 The new General Manager should review each of SEFO's basic
policies ("investment principles") to determine if changes


are desirable (page 13).
 

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

0 	 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 borrowers' interest is calculated to see if increased iiterest

income might result (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 costs being covered

by operating income (page 19).
 

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

taken in recent years.
 

o 
 Devote more attention to publicity and marketing (page 21).
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o 
 Explore the early expansion of operations turther 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.
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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 Monrovia. 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 Faso ($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.
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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 entrepreneurs 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 more
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. 
Unfortunately, from the beginning the proportion of borrowed capital
(loans) to invested capital (equity) in SEFO was heavy, creating
a major continuing problem (see 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 poor procedures, most of
these loans have gone bad and are only marginally collectible.
Their continued existence on the books is another prcblem for
SEFO (see Sections 4c and 5d). 
Since 1986 SEFO has s~gnificantly
improved its loan appraisal, monitoring, and collection procedures and efforts, and loans made in recent years are as a group
much sounder than the early commitments.
 

wPartnership for Productivity/Liberia (PfP/L) is the Liberian
 
creation of the large worldwide U.S. wVO Partnership for Productivity (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.
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U.S. AID became officially involved with SEFO in 1984 when it
approved the Small and Medium Enterprise Development Support
(SHEDS) project, with PfP as 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.

and funds direct to SEFO. 

The project also provided assistance
BAS and SEFO as two separate organizations were unable to collaborate effectively, and the former has
been merged into SEFO 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 Technical
Assistance (VITA) bacame the new U.S. AID implementing agency by
an Agreement effective January 1, 1988. 
 Substantiv, 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.
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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/business 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. VITA'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. 	 SEFO--THE INSTITUTION
 

a. 	 Ownership and Organization

SEFO shares are owned by the following organizations in

the following amounts:
 

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

AID took no shares for its grant input r-! $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, Richard M. Morris, is appointed by and
 serves at the pleasure of the Board. Somewhat surprisingly, 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
employee, who is responsible for day-to-day operations.

He has two principal subordinates--a Projects Manager
responsible for lending and technical assistance operations, and a Controller responsible for internal
financial functions. Annex C contains an organization

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 send
"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
ths problem, consideration could be given to activating

the Executive Committee to meet and make lending
decisions monthly, with the BDard itself reverting to
quarterly meetings focussed on policy and oversight of
management. 
About four or five Board members would
constitute the Executive Committee.
 

b. 	 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 skills.
Eligibility requirements include full time owner
management, an upper limit on total assets, specific
types of enterprises (e.g. service- and agro- industries, most retail, some transportation, handicraft

products, etc.), and inaccessibility to comparable

financing elsewhere.
 

The organization is permitted to undertake equipment
and fixed asset leasing and venture capital participations, 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 Zunds include the provision of working
capital, expansion of productive capacity, and purchase
of equipment and real estate.
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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 Preaident is authorized to
approve loans up to L$10,O00; above that amount Board
 
approval ii required.
 

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

changes are desirable.
 

c. 	 Actual Financial Results
 
SEFO's independent auditors are Coopers & 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 consistent 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
 

As of Dec.31,

9819(__1988 	 As of April
 

. ..... ... ... ($ L iber i n 000on 
19M- --------------------	 ) = ....--M----~Tbra

Total Assets 1,818 
 1,739 	 1,696
Total Liahl- 1,893 2,203 	 1,723

2,676 2,743
 

Of Which Long- 1,782 2,096 
 2,511 	 2,586

Term 	Debt
 

Ca!pital Stock 
 629 
 753 

Donated Capital 500 	

7.53 
 765
 
500 
 500
Accumulated 
 (1,204) (1,717) 	

500
 
(2,232) (2,285)


Losses _ _
Equity Deficit 
 (75) 

_ 

(464) (979) (1,021)
 

13 



--------------------

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
always exceed assets. Capital stock and donated capital
together are sufficent to more than cover the gaps 
in
every period, but accumulated losses from past bad
loans also rise steadily. The total result is ever-increasing 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 PROFTT AND LOSS STATEMENTS, 198S5-8: 
Year
 

Ended Dec.31, 

As of Ap
1985 
 1986 
 1987 
 1988 

($ Liberian 000) - . . .......
Income 
 231 
 209
Expenses M4M 
206 60
 

Operating Loss 22 11
(516) 
 (553) 
 (580)
Net Loss (402) 	 (53(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 decisions 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:
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Table 3: 
 EOC BALANCE SHI 
 FORECASTS, 1988-92
 

As of Dec.31,
 
1988 
 1989 
 1990 
 1991 
 1992
 

($ Liberian 000) ----..........
 

Conservative Assunmtions 

Total Asetp 1,876 1,764 1,608 1,409
Total Liabili - 2,514 1,144
2,482 2,308 
 2,030 1,728
 
timI

Zguity


Capital Stock
 
Donated Capital

Accum. Losses .LLj. 12. 3 5Equity Deficit (638) (718) 

_C.377) (2,298) (2.2fila(700) (621) 
 (584)
 

QOtimistic AssmPtions
 

Total Assets 1,942 
 1,975 2,727 
 2,881 2,919
Total "AhLi 2,529 2,436 2,328 2,063 
 1,731
 

Capital Stock 
 777 
 927 927 927
Donated Capital 927
625 750 1,250 1,250 1,250
Accum. Losses IL U 2,13. L (1,3591
(1L7781 L989L
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 will 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:
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Table 4: SEFO PROFIT AND LOSS FORECASTS, 1988-92
 

As of Dec.31,
 
1988 1989 1990 
 1991 1992
 

($ Liberian 000) 

Conservative AssumDtions
 

Income 
 317 426 292 371 343
Expenses 
 387 389 502 519 534

Net Loss (90) (355) (216) (154) (197)
 

Ogtimistic Assumptions
 

Income 318 532 	 611
534 	 576
Expenses 	 387 
 389 502 519 534
Net Loss (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 income

generating activities assumed in the optimistic

forecasts above, especially foreign exchange trading

and venture capital 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 seem
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.
 

e. 	 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 exchange 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 L$100,000 at a rate that will permit SEFO 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 providing 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 Ff4O 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
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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 

1efore After 
Debt (L$)
Equity (L$)
Ratio of Debt 

2,591,986 
(1,020,507) 

Minus 

1,289,300 
884,700 
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 compiled 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.
 

f. 	 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"
 

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 in 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 devottd 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 SEFO'u 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 Lmbers
 
periodically.
 

AID Africa Bureau has just finalized credit project
 
guidelines which cover this and other points. They are now
 
being sent to field Missions.
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Table 6: ESTIMATES OF PERCENT OF SEFO S BANKING COSTS 

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% 


COVERED BY 

1985 1986 


231 206 

193 162 


747 759 


299 304 

249 253 

224 228 


77% 68% 

93 82 


103 90 


INCONE 

Jan.- April
 
1987 1988
 

(000 $L) ----.......
 

209 60
 
155 53
 

789 113
 

316 45
 
263 38
 
237 34
 

66% 133%
 
80 158
 
88 176
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5. SEFO--OPERATIONS
 

a. 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 duration 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, jewelry, printing and publishing, 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

1988, 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 excellent example is the chicken industry: SEFO is financing
local breeder flocks to produce eggs for hatching
broilers to replace imported hatching eggs, and local

feeds 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 nov 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, vell 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.
 

b. 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 dosign 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 weekly to 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
 
beliele that SEFO should now reexamine its technical
 
assistance program to clients to determine probable
 
future needs, and how to best provide them.
 

it is clear from the above that the whole processing
 
and monitoring system is time-consuming and costly, but
 
necessary to create and maintain a successful program.
 

co 	 Loan Terms
 
SEFO now charges interest of from 18 to 25% on most of
 
its loans. For loans made from NBL SHE 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 negotiated and included in the loan
 
documents.
 

These loan terms are reasonable.
 

d. 	 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, restaurants and food
stores, poultry production, pharmacies, retail shops,
tailors, and advertising companies. The histories of
four particular loans are contained in Annex J.
 
SEFO prefers making commitments to experienced business
people. About two thirds of the loans have been made to
such People for starting new businesses, and most of
the remainder have been for the expansion of existing
companies. Less than five percent have beenUndertakings to People without previous business
 

for new
experience. During 1987-88 particular emphasis has been
placed on helping successful borrowers grow bigger.
Emphasis also is being placed on projects producing for
export, 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 companies 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 as follows:
 

Table 7: SEFO WAN REPAYMENTS
 
RECORD BY CATEGORY
 

Clients Whose
Loans Are Clients in
Good 
 Fair 
 Bad
Paid Off TOTALS
Category 
 Category 
Category
-- ~-------------

60 
 66 
 15 
 109 


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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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$1,118,095.

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: SZFO WAN REPAYMENTS
 
RELATED TO WOAN DATES
 

Clients in
 
Good Fair Bad
 

Category Category Category


Number of
 
Clients
 
Loaned to
 
in:
 

1983 
 6 0 42 

1984 5 7 33 

1985 10 
 4 25 

1986 12 
 2 7
 

1987 
 25 
 2 
 1
 

1988 8 0 0
 

The pattern indicates that SEFO has very significantly

improved its loan processing, monitoring, and collection 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/monltoring/collection improvements have greatly strengthened
the portfolio during 1987-88.
 
SEFO 	has made and continues to make extensive efforts
to collect on the bad loans. But as time passes it is
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 it- 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, full and part-tire;
 
o 
 upgrading skills and responsibilities of existing


jobs;
 

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


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


practices;
 

instilling respect for contracts;
 
o 
 creating new businesses, both those assisted by
the institution 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 needsof 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 an 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 FMO.
 

At our request SEFO did estimate the number of jobs
created as a result of its activities to date at 1,205.
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 processing, 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 problems 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 
-esult 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 198 3-85--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 toPfP/L for collection, the two organizations sharing what iscollected on some negotiated basis (see page 26). 
o Consider adding one or two new members to the Board ofDirectors from the business and professional community, thusbroadening the Board's experience and viewpoints. Alsoconsider having the smaller shareholders be represented byonly a single Director (page 12). 

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

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

o Review by the new General Manager of each of SEFO's basicpolicies ("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 could be useful. And SEFO might consider whether or
not changes 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 costs 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 more attention to publicity and marketing (page 21).
 
o Explore the early expansion 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 recommendations. This is made clear by the new General Manager's Action
Plan 	prepared for AID, attached as Annex M.
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EXCERPTS FROM VITA-AID AGREEMENT 

30
 



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 $3,211,466.
 

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 Organization (SEFO) 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 project purpose, the Recipient will carry

out two major activitie i with funds provided by this Agreement.

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 improve
to its
 
delivery of services. The GenEral 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 loan collection, and technical/business 
management

assistance.
 

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

The improved systems and procedures should meet the following criteria: reduce 
 operational costs, 
 dramatically
increase 
loan payments, conserve loan capital, and provide
more and 
better tachnical management assistance borto 

rowers.
 

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 recommendations, including, when necessary, rewriting systems
procedures and
into simple guidelines, 
forms or manuals and
providing training 
to SEFO staff, when necessary. In
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. SEFOasan oraa 
Assistance inStienthenin
ozation:
 

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, accounting 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. Assistance in Strenathening Delivery 
of SEFO's Ser-

YvicsLSEFO provides two major services 
to SMEs--(i)
financial assistance in the 
form of credit and (ii)
technical and business management assistance.
 

(i) 
Credit Dolicies and Droaram--


Review and "fine-tune" 
 credit policies

regarding interest 
 rate determination,
criteria for eligible borrowers, criteria for
eligible loans, 
 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 
 loan portfolio monitoring and
 
analysis.
 

(ii) Technical 
Business Assistance--In reviewing

SEFO's technical/management 
business assistance, 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.
 

c. Other Assistance to SEFO: 
Additional technical assistance to be provided by the business manager and
VITA short-term one
consultant include, but not
are
limited, to the following:
 

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

Develop potential client 
profile,
existing enterprises, 	 in terms of

evidence 
of successful
operations, growth potential, ownership and fulltime 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. IncreasingCapital Resources
 
The program has provided a $500,000
equity. grant to augment SEFO's
 
grant 

Under this revised Program, VITA is authorized to suba further $250,000 
for equity capital to
SEFO if all 	 be provided to
systems and procedures 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 initial assessment
and review.
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ANNEX B
 

SEFO ARTICLES OF INCORPORATION 
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,li-,UbLzc OF LZBERIA)
iHCl:4TSERRA,.)O 
 COUNTY)
 

ARTICLLS OF INCORPORATION
OF 

bNALL ENTERPRISES FINANCINGor ZATON (8IFO) 

-.
,e, Me undersiPned, in order to fom 	a eoratjon for 
the PulZ)Qse hereinafter stated, anto 	form~4 S~Ptio foul.j
of the Asociation or the Republ'tLate 	 Or iberla, do herebymakes subecribe, acknowledge and file In the Offiee of the
Ministe. of Foreign Affairs of the Republlo of Lberla. the"
Articles of Incorporation 
as follows
 

1. 
The name of the Corporation to
"SX4LL MIZRPRISIS FIJLNCJS OUNmXIIUVION ( 41MC.,,
 

2. 
The duration of the Corporation shall be peoepe 
 *l,
 

The Corporation shall be a Credit Znatitatioiaterm 	 Is defined in the n ..1974 	 Vinanoisal EnUattmor the -publioof Lberia 	 Act of(Part L# AIet~ I(d), 	 and as such 	its Purpze shall be to provig.ss.tane In respect at *CtbhlgnlVimprovement 	 .& 0and revItaA tllja ofscale Productive enterprles In LiberLa. 
INaU *dlugfre 

saoh
enterprises:
 

i) to operate in 
 the followJn meteor..Industry (includIng the serviee trtheagro-industriep)l trsnspOrtl retaVOWbusinesa handicraft prog4otlee 
11) 	 to be f Ily owned by private persons, Posses-
Sing the Liberian nationality md residing


in Liberia;
 
111) to be 
 managed on a 	full time base by at leastone of the owners thereof.
 

It Is being understood that In 
 ne elrmtameeCorporation shall acquire and/or tshe 
or undertake any aelt 

"oPA W %IbaoMSgy for Its S atifaelSoR or profit.
 

4. 
For the furtherance of the Purpose Got Out Inceding article the Corporation shall have th 
the pr
followIn8 poweres
 

i) to Identify and to 
"slit 
in Me evalvllaem.setting up and carryIng Out Of proJeotSthe enterprises mentloned 	 of
in artiele 0 hereinbefore or of the owners or Sponsors thereof; 

•.2/
 



0 02/ 

ii) to acquire In whole or In part the equityof the entorprloso mentioned In article 3hereinbeforej 

ILL) to acquire and to improve land and preuisethereon, Including the mLkIn ofr Lnrastructure, end to sbequently sell orleae such land 4nd/or premies to aeenterprises mentioned In artiele a herein.before or to the 6oiers or sonsors wOrootto prOvide am Vith aecomolelon for the
carrying out or their busines aetIvisjy 
1v) to acquire and subsequently leas sell toorenterprises mentloned in artisle 3 heroinbefore or tw the owners or bonssore
thereof nachinery, equipment, material,parts or omiponents required by anddirectly related to the .., atr of this


business astIIVtyI
 
v) to make loana, but not gra ts, 
to theenterprises mentioned In artisle 3hdreinbeore or So thel roo ore reerspothereof, In order to enable the" 
to ses
 up. acquires expand, eo Impreow businessventureo, Premi *4ehUemrY equipmentstooke fixtures or ftltLngs within thescope of their business &ativjiV. and totake and hold real or permonal properVas security for the pameast of asue lonsl
 

vi) to Issue guarantees fr aseemi o theenterprises mentioned In artiele 3 heroeLn.before or of the owners or spemea Ikereoffor the purpose of the seeinm efr supplierscredits required by mid dAreotly related to 0to the nature of their business aetivityl 

vII) to sue end be sued in all e6meSuoor emeteptjursdisoultn in the Ropbls 
se Liberl
and to participate In sotLens end preeedings, whethor JudicLLl, sIntli]u
arbitratve w 

or otherwlee* In like eaons o natural persms 
vili) to have a corporate eat, and to alter suchseal at pleasure, and to uw It by eomoaig
It or a facslmile to be atfaod OrImpressed or repro4eme in My ether maimer 

Lx ) to acquire. 60ineter , emtolo 010a1nmm.and operate any premaose ad well W 0efittings, SChImfty, oqmue4nM, tmto
and stocks Lnoluded SOrli eo&OoeoePAy
to be used by It or for Whe administrtginand management and provision ef its assistance as In"es out article 3 heaeinbefore 
and In Mai articlel 
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. .3/ 

x) 	 to elect or appoint officers, employees 
ard other agents of the Corporation, 
define their duties. flg Wthir ceopenoa
tlun of dLreotos, and to Inemnify
 

corporate persomell
 

xi) tu adupt, mend or repeal by-laws rela
ting ttd the businesses of the CorporsUor 
the conduel of Its afarso. its rights 
or poeers or the rights or powers of Its 
mnarsholders, dliNtors or oMOerso ; 

xLi) cc have and exercise all .gerewhich 
may be exercised by eoaporatIonb wder 
;he labs of ULberia, elih are directly 
related to the purpoe for whioh the 
corporation i formed and neesary to 
effect Its purposes; 

The 	re6istrati.n address of the Gorpa Um In Liberia 
shall be SEIC, :onrovia, Liberia and the registOred 
ugwnt shall be ;no Chief Exeoutive Offtisr or 
M3arsin, Director. 

SHARE CAPITAL
 

the egLreigate nutber of shares of Itsk %blwob W h 
Zorporation IS aUthorised to iSSuo shll 0 100900 
(ONg aUwaDnRD T OUSAND) reaistored kar a r.smmnm 
atucl with par value of 810900 (Irl DSJt.AS) eas, 
all of which Chall be issued in the names of thd 
cbnero ihereot. 

!NCORPORATORI
 

7. 	The nane and address of *ash ZnsorPONtlr of the 
urporation and the nmber of shares of 8ek s.

scribed tor by each of them are a ftlles: 

The Liberian Bank for F.. Go son 41 (10000) 
uOvvopenrt 6 Invesment Womnmvia.Libo:_Ls twentr ThQUAm 

Liberia Finance 6 (10.000) 

Trust Corporation F. 0. 3ox 55 Teun Thmai 
Med street 
omnrvLa, iberla 

Partnership for Yokepa. *imad (10.000) 
Productivity County Llberla ton Thousand 

1. 	The number of Directors oontitlutnlg 0 1eas tal0l 
rot be les than seven (7) wM nee 1o1 bfe shaehelders 
of the CorporatLon, nor Ollsen SIP Irel"SOm. WA 
Republic of Liberia. The nine and addr80s1 of 6hO 
first board of Directors who are to he1d eieo for a 
period of one (1) year until their M6eeorf Ore 
vlected are as ftllows: 

9.4/
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Sall Enterprise FianinuOramnization 

SBoard of D ~ s Exwcutive Committee 

__I 

~~trolle SChrmtanyPoet aae 

F 
Mst.~F Ccr- rojctSasms 

F - I I I 

troller & Acomting Computer Analysts Officers
Coll. Suv . Staff (3) Specialist (3) (3) 

Drivers (3) 
Sm.urity (2) 

41 
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SEP W S AND FROM AND I=6 s R 1965-68 

Note: The 1985, 1986, and 1987 Ptatements were preared by 
Coers & Lybrand. The Janry-April 1988 data was provided by 
SEED managemet, anl is not audited. 
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,.rIu L r.freltllto.b, I1NA.C ING ORGANISATION
PALIANCE SIIEFTS - DECEM1BER 31, 1986 AND 1985 

1986 1985 

L$ L$ 
ASSETS 

Current assets 
Cash and batik balances on current account 
Interest-bearing deposits with banks 

51.265 
312,441 

145,796 
335,174 

Current maturities of loans 
Less - Provision for possible losses ( 

931v693 
177.240) 

725,574 
(124,998) 

754,453 600.576 

Accrued income 
 173.695 93,029

Miscellaneous debits 
 49,448 79,833
 

Total Current Assets 1.341v302 1.254,408
 

Loans net of current maturities 314s282 429.341
 
Less - Provision for possible losses ( 13.500) C 33.308)
 

300.1782 396,033
 

Pre-operational expenditure, net 53.124 106,250
 

Equipment and leasehold improvements, net 43905 60.877
 

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

LIABILITIES AND STOCKHOLDERS' EQUITY
 
Current liabilities
 

Accrued expenses 94,013 94,649

Miscellaneous credits 
 12.972 4,940
 

Total Current Liabilities 106.985 
 99.589
 

Other liabilities 
 - 11.232 
Long-term debt 
 2,096,341 1,782,115
 
Stockholders' equity
 
Capital stock 
 752.601 628,601
 
Donated capital 500,000 500,000
 
Accumulated losses (19716.814) (1.203,969)
 

Deficit in Stockholders' Equity ( 464.213) C 75,368)
 

Total Liabilities and Stockholders' Equity L$1.739.113 L$1.817,568
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,AI.1 F ;:; TFF.i.EZ FiNANCIMiO ORGANISATICN 
1A1E8.:..; UF IIJCOME AND EXPENSES

FOR TIHE YEAHS FIJI)ED DECEMBER 31, 1986 

1IICcAIE 

Incon=. from loans
Loan interest 

Project investigation and conmiitment fees
Penalty charges 


Interest on deposits with banks 

Other incone 


Gross Income 


EXFENSES
Interest and other charges on long-term debtCompensation  officers and employees
Professional fees 
Travel 

Depreciation and amortisation 
Acconvioda tion 
Currercy translation lo3s (unrealised)
Other expenses 

Total Expenses 

Opcrating loss before prciision for possibleloan losses 


Provision for possible loan losses 

Grant from Government of Liberia 
Fl technical assistance grant 
NET LOSS FOR TilE YEAR BEFORE EXTRAORDINARY ITEM (
EXTRAORDINARY ITEM 

NET l0,s FOR TIlE YEAR AFTER EXTRAORDINARY ITEM (
ACCUMULATED 

AND 1985 

1986 1985
L$ LS 

1619940 193,455
 
4,081 5,228
 
18,659 19.056
 
19102 13,476
 
2,630 -

206,412 231,215
 

81,900 96,675

208.255 271,873 
13,798 12.161
 
18,831 25,291

70,828 75,562
13.226 22.542 

262,075 192,749 
90t224 50,227 

759,137 747,080 

(552,725) (515.865)
 

(14,921) ('26,286) 

(567,646) (542,151)
 

18,860 82,150 
- 58,322 

548.786) (401.679) 
35.941 

512,845) (401.679)
LO, S BROUGiHT FORWARD (1,203,469) (802,290) 

ACCUMUJLATED LOSSES CARRIED FORWARD (1,716,814) L$(1.203.969) 

http:TFF.i.EZ
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-------------------------- -------- ------------ ---------------

------------------ ------------------ -------- ------------ ---------------------------------------------

------------------------- -- ------------ ---------------

SEFU INCOME SrATEMENr 
JAN.1 - kPN-J.u, 1988 

--ROSS INLOME 
JAN.1 - APR.30 JAN.I - AIaR.30 

APRIL 1988 1 9 8 7 1 9 8 a 

interest income (Performing Ln.) 58,401.03 
 *40,746.2) $46,418.95
 
Jrterest inc. tNnn-Per+orm+rng Ln. 1,849.25 0.00 1,849.25 
enalty interest(Per+orming Ln.) 1,103.91 5,543.97 4,233.71

enalty Int. (Non-ertorming Ln. 252.12 0. 00 52. I 
Lommiltment I-ees 
 0.00 0.00 
 18.44
 
interest Income%nefrop.Irvestmt) 803.34 5,054.52 Z,138.85

-roject Investigation Fees 
 835.00 2,193.00 3,070.00

l1iscellaneous income 13.00 2,297.65 46. 00 
- SDF Processing Fees 
 U.00 1,430.00 500.00 

TOTAL GROSS INCOME 13,257.65 57,265.41 59,527.32
 

JPERAT ING EXPENSES2
 

-taff Compensation/enets 12,885.55 75,033.32 61,026.40

rofessional Services 
 912.08 7,030.32 3,821.67


-Jt ii ti es 
 z, 95.00 2,739.28 4,492.08
communicati ons (1,522.35) 1,608.70 1,419.98
ispairs and Maintenance iU22.q8 4,497.30 7,848.24 
-fravel and Per Diem 235.35 1,563.94 1,509.64 
,Jfice Stationery 1,914.52 2,233.22 4t769.44 
1.3asol ne Expenses 1,739.00 5,927.55 6,516.05 
_4dverti sng and Promotion 0.00 75.00 100.o0 
,ental Expense 1,333.34 9,249.11 5,333.37 
tusiness kegistration/License 362.25 1,580.75 1,949.75

Insurance Expense 325.00 832.65 1 ,054.32
iasceilaneOUs hxpense 1,156.6/ 1,967.11 1,743.95
 

w V 0 Expense Support (2,422.91) (40,145.97) (24,742.88)
 

- Sub-lotal 2,J,635.98 73,191.18 76,942.01
Ueprec i at ion I ,S 6. 54 5,746.86 5,470.16
bre-UpratLnQ xpense 0. 0) 17,703.92 0.00 

jnterest E..p.nies /,639. / 26,576.86 30,559.25 

Iotai E:pene- 2y, 643. 7 123,218.72 112,871.42 

.il. Grant U. OU 0.00 0.00 

49t Income..,U,(b,9.2 (659953.31) (53,344. 10) 

http:659953.31
http:112,871.42
http:123,218.72
http:30,559.25
http:26,576.86
http:17,703.92
http:5,470.16
http:5,746.86
http:76,942.01
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http:1,949.75
http:1,580.75
http:5,333.37
http:9,249.11
http:1,333.34
http:6,516.05
http:5,927.55
http:1,739.00
http:4t769.44
http:2,233.22
http:1,914.52
http:1,509.64
http:1,563.94
http:7,848.24
http:4,497.30
http:1,419.98
http:1,608.70
http:1,522.35
http:4,492.08
http:2,739.28
http:3,821.67
http:7,030.32
http:61,026.40
http:75,033.32
http:12,885.55
http:59,527.32
http:57,265.41
http:13,257.65
http:1,430.00
http:2,297.65
http:3,070.00
http:2,193.00
http:Z,138.85
http:5,054.52
http:4,233.71
http:5,543.97
http:1,103.91
http:1,849.25
http:1,849.25
http:46,418.95
http:58,401.03


ANNEX E
 

SEED FINWAIAL UKFO SI, 1988-92
 

50
 



----- 

SEFO BALANCE SHEET FORECASTS 1988-92
 

ON CONSERVATIVE ASSUMPTIONS
 

ASSETS 

6) iA) 
 (Al
 

CURREu. 12-31-86 12-31-69 12-31-90 12-31-91 
 12-31-92
 
(.sn and 4eG. Inlest.'U-L4 S 
 353 
 478 341-----.- . ... ... .... ... ... 
AcCrut Income -------.... .---.-------.... ... .... 252 .......... 12721


205 236
Allo-ance #OfLOSS 
199 

20 359i43ji 1165 
 lI) (l)b)
---------... ((S),
36 -----------
r(irtfolto Investant N-o6) 40 ------. . .. 70 .. . .104 ------ ---..4W! 4" 173
493 4"9 522

A.loNafnCe for Loss I-15l)) 1215j 
 (495) 
 (490 (M49)
......... 252 ----------- 1 4------------ 3 . .4 

s00)
 
'ither Current Assets 22

10 
 32 
 10 
 4
 

---------....-...-.
JTAl CURRENT ASSETS 
 771 ......
424
564 354 (741
 

FIEQ 

Firttoiio Iflvitfit IN-16) 
 i95, 1.059 
 1.046 
 917
furnituretRech./toua. .109

109 
 145 
 145 
 145 
 145
eas4old Imorovtent 19 
 19 
 19 
 19
Woreciatioal Amotzaton 19l16 23) 
 (26) (3m) (55)
---------. 110 
......... 
 1-1 ..
14 
 303 
 126 -----...
OrwariIational Cost: .
265 
 245 
 265 
 245 
 265
Acculuiatee :atm 2653 26or5t (265)2) 
 126) 120) 

0---------
---..----- --------. . .........
'TOTAL ASSETS .......
1.976 1,764 1,03 
 1,409 
 .144
 

LIAgLITIES & EQUITY 

CURRENT
 

Accrueo Eipenses 33 
 24 
 23
A:ourts Oavable/ Other 
I3 53
26 
 21 
 14 
 i 
 44
 

- LW TEAM 

Lano 7irt LO ns (N-17) 2.450 2,429 2,231 1 It" 1,631
JV)O75s 5 0 0 0

2455 -*----- 2429 2211 IMV- 06 
...... 
 ............ 1
TOTAL LIADILJTIES 
 2514 
 2482 
 2308 
 2030 
 1721 

EgUlly 

= Castal Stoc1 .*-I8) 777 927 927 927 
 927
 
_olite0 Ca75toi (4-19) 2k:1CeulateG Loss (0-201 2.040) (2.395) 150 75012. 77) 12.211) 12.4b1) 

.......(639) ----------- 111-----------(700)----- (621)--------
%r&AL LIABILITIES AND EgUITV -----. ---1.764.-- 1.. 
!4!,.7ib L- N.........
1.600 .........( ... ..... ..
1.449 :,.'44
 



------------------ 

--------- ------ 
------------

-----

SEFO BALANCE SHEET FORECASTS 1988-92
r" OPTLMISTIC ASSUMPTIONS
 

ISEURlO ID)
,At ') 
 (Al 
 1AJ (1)
12-31-9 ( I)12-3-19 (,
12-31-90 
 12-31-91 

--------- 1.-,I-;...........
 

Case and 
"eG. nvts:. 4-14. 5 
, lo'dlace 419
Accruto r LOSHincast 
 '43, .05 1.210
199 1205) ...... 1.211(1i)
23. 147)
210 IlSa.
 
......... 
 6 -........... 40 ........---
Porttollo Investain t 499141Jince tor 412 0-b 77 -------Loll 'N-15). ......... 2542 ........... 14 774
......
t465) .. 3VW.. 13
Other Currpnt Assets 14"1) .. . 2 9 . .. . . ..(9)S

10 

(OTAL CURRENT ASSETS 

46 0 0-
 '
 
837 1Sol|6| -.......
 

.........
 

FIZED 7 . 13 ,..
 
Portfolio Invertlie IN-IbJ 
Furnitur,,Aeca, 995 
,ouo. 1.059


i0i 977109 1,142Leasmnold |lorovegent 145

19 145


19 141
re..atiow A.ort,:.t.on 19 
.. h 19
1I,'

AOrIAIZatton. 19Cost:io (3.
.
 2.
211 .9
205 
 24 
 2o--A:o~zz:'l~ elH 2a }
t~ 

265) 1265) 
 (265) 
 .26.
 

1,942 

1.975


ASSETS-0-AL ----- 2.727 
2.991 Q----------

.
 
LIA BILITIES & EgUITY ----

CUMENT 
Actrued Ezstnse 


43Accounts Payable/ OtA r 3
if 234 45
24 


18
LO W TERM 2I 42
 
LIMB for@ 
 Loans (ilII) 2650 2.429 
 2,251 ,939 I~o3I
 

5'w 
 0
...............-..
-455
:--- ------ 02 .429 ----------OTAL LIA&ILITI E S 2,2.211 ... 1,M-------. . . . . . . . .t ...2.529 . .
,t......
2.4.6EQUI TY 2.328 
2,03 

. llalglj Stock (3-19) 177 #21
DO6tg tal 927 
625-I
4
AcCUglilatt Losl 4-20) 11,9.) 

725S .2sO 1.250

927 27 

2.1381 
 ,1.77i) 11,359) 
" -: -3!LITlE^1AND EWITV .........---7----

,4 .461 ........... 

-... ., ,7 1 -----------ol ...... 18 ,"- ---
 .
 .........
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SEFO PROFI 
 & LOSS FORECASTS 1988-92
 

ON CONSERVATIVE ASSUMPTIONS
 

ROSS INCE --	 IG~a5 
6 9 9 1 0Project !rives~~~l~t.................. 	 1 91 
.. ................................
~* ...--------..........
Project !nv0StiQAtion Col N2)66cosiutent Fms
Penalty ;nterest 
 'N-lif 10 90- - -- a 9- --. -

IntereSt IncO 0 Loans tN-]J 292
(nterest Ince 	
189 212 294To. Investment IN-13 
 16 
 to 
 II 13 

...--------------------------------------
s u - Q i22 1 324 245 323 
Other Inc. 6entratinn Activity 
 IN-4) 
 90 55
Nscellaneous 	 0Incot. 	 0


6 47 47 41 

Sub-rotj 

96 102 47 41 


tOTAL 6ROSS INCOOE 317 426 
 292 
 371 

LESS OFERATIN6 EIPENSES:
 

-.......-
Aduln"tration and--Othtrs 229 
 276
Financial Chutes 	 393 406
(N-T) 
 91
DeoreciationiAw tilit100	 
95 59 91 

7 
 II 
 20 
 20
Tota £,omta ..................................................................
 
total EADeRI 387 319 502 519

604S Incom LESS Ooer. ExIs 1701 37 1210) (141) 
60. Brant 

-u- -0- -0- -0-lilt l coMIOSS b~ S P ov. ........................ 
 . .. . .. . .Net Inco. iLOSS oe, LUs Prov.PyOvISau for Lots (M-131 	 (7vi 37 1210) (14)1201 (3921 ( (6 

bit lncouliLOSS) lafter Loss ProvisiuI 190! t355) (216) (154) 

'EAR$ 
9 9 2 tOTAL: 

9 44
- -U 

277 1.2b4 
b 

29 5 

0 

48 

49 


343 


423 


21 


534 

(1911 


-0
. . . . . .. 

(191)
(4) 


(1971 


1.405 

145
 
19t 

341
 

1.749
 

1.129 
14
 
14b
 

.2 I 

,82)
 

.. . 

592)

430
 

1.012. 
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SEFO BALANCE SHEET FORECASTS 1988-92
 

ON OPTIMISTIC 
 ASSUMPTIONS
 

..ss.......
 
19139 1 9 

--- t-----n- 5 1VEAR 
----------------------- 199 !Pro 'ct linve 9 92 tOTaL:Penalty tigaionblnterest
Coeaitgent Fees 
 ,N-lI) ----
0 7 -----------7 90 50 
 9-0" 
' 
" 
 -0 --
 0  - 0 *- .
Interest IRcoe On Loans 

169
Intirest Inocme feao. 1n-8 292jnveSt@ent 2J2 294
I'- j 7 277
 
--- 25 42254 27
3 41 185
Sub-Totil ................................------------
-

100
...................
1u
 

-
0ther Inc. Stmeriting
MISCOHt~nfos Intom Aktit, IN-4) 

L22 

q40 
6 

33u 
321 

47 

269 

2120 
47 

363 
200 
41 

343 

105O 
49 

-52 

o41 
06 

AL --- -A-SS 

LESS 3PERAT1M6 EIPENSES: 

tA R 0 52 5!4 611 

4dainistritio and Otnhri 
Financial Chugl$ AN-7)
Derecjit on/A1ttizat an 

29 
91 
67 

276 
95 
1 

493 
9 
20 

464 
91 
20 

423 
90 
21 

1.29 
45a 

iross |nCo 

60L fiat 

LESS Oper. Exuagg 

T307 

169) 

389 

143 

502 

S2 
519 

92 
534 

4,4o 
2.33 

50..... 100... ....,
 
Ffovilift fo, LOSS 4I11)kt IncOe I.OSS bifare Loss Prey. '20) 132 192 14;


119) 243
9Jl, 

.. . I 6 000392) .
.
 

L) '43u)
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ANNEX G 

Estimates of Division of SWO's Operating 0ts Behet Bankiux 
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SEFO management gave us the follwing estimates of the percent of
time in the following work areas devoted to providing technical 
assistance and to banking operations. 

lecmicd BnknWork Ares AsssaneQwa
~
 

Interview and analytical 80 % 20 % 
work 

Loan supervision 80 20
 

loan collection 80 20 

Loan re orting 50 50 

Acnting 40 60 

Management also gave us a similar breakdown based on the ,proved
1988 operational budget, as follows:
 

%Devoted to Amonmt Devoted 
1988 Technical to Technical 

xbuet Item 
$ 

Staff Ccuperesation 
Rent 
Utilities 
Gasoline/Oil 
Stationery/Supplies 
Repairs/Maintenance 
Vehicle Insurance 
Advertising 
Business Registratirn 
Local Travel 
Tele xn/TeleXNai 
Professictal Services 
Misc. Coting y 

sub total cperations 

200,927 
16,000 
16,000 
18,200 
7,000 
16,500 
3,100 
1,000 
5,500 
4,000 
2,400 

15,000 
10.0 

315,627 

60 
50 
50 
80 
50 
80 
80 
50 
50 
80 
50 
50 
50 

120,556 
8,000 
8,000 

14,560 
3,500 

13,200 
2,480 

500 
2,750 
3,200 
1,200 
7,500 
5.00o 

190,446 

Furniture/Equipment 
Training 

3,000 
8Q0 

50 
50 

1,500 
4.00 

Total Budget 326,627 195,946 

On the basis of the above estimates we cnclude that SEFO devotes 
more tim and resrc to technical assistance than to banking
operaticr. ITh share can be estimated at about 60 to 70 percent
for tedmical assistance. 
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st thesor t of 
Mrking Costs Ocdured by Inxu 
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Jan-April 
Gross Operating Income (L$) 231,215 206,412 209,075 
 59,527 
Of which Interest Income 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 ExpensesCovered by Interest Incre 
 25.9% 
 21.3 
 19.7 
 46.7

%of Operating Expenses 30.9 
 27.2 
 26.5
Covered by Gross Operating 

52.7
 
Income 

Ass m 
that Banking osts
 
Are the Following % of

Operating Epexes: 

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

Covered by Interest 
Income at:
 

40 % 
 64.7%
33 1/3 % 77.7 
53.3 49.2 116.8
 
64.0 
 59.1
30% 140.2
86.3 
 71.1 
 65.6 
 155.8
 

Then % of Banking costs 
Covered by Gr~l 
%erating Ir=me at:
 

40 % 77.4%
33 1/3 % 92.8 
68.0 66.3 131.8
 
81.6
30% 79.5 158.2
103.2 
 90.7 
 88.4 
 175.8
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ANNEX I
 

SEED's Appraisal and Approval Prooes
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Crrent loan appraisal and approvalint iews with 	 pronr involve upthe Prospctive 	 to fivead an meeting 	 client (includinwith the President), 	 a site visit
domjnts 	 the prepaation(eac leading 	 of fourdoc.iments, 	 to the next), extensiveand a average 	 supportingtotal Procesi time Of betweenweeks' loans that are 	 4 .6ajPrOVed involve the following:

(1) Preliminry Application Form (cmpleted by the prospective borre) 

(2) Investici Report (preParej by SEEDOr Sine 	 a Project AnlystOffier following a site visit) 
(3) Pre-Screenjn Report. (prupard byin collaration 	 the ProjectS ManagerOfficer and based with the Project Ar0ystBusnesan the Appliatin Fm and Investigation Fon~n). Contents: 

prospective borroe's qualifications and 
experience
 

" loan aimount reuested; use of funds 
• 	 previous borrwing history, if any 

for existin business,
results 	

Up to 3 years operatin.g(sales, expenses, net in ) 
Potential benefits(e.g. aditinl, if the loan is grantedprojected sales and lnixae) 

debt to equity ratio 

odsting assets 
Peruamel referenc, suppliers, bank 

MA PreD-ur.~w.~i rqnr is SAmbittaci to the Presidentfor Pwrmisijn to Proe with the Appraisal Report)(4) ANXaI r (Prepared by_anm Officer 	 the Project Analyst/and the prOiC, bo _r levie-iby the Projects Manager and General Hmanger). Cotents: 
financial Presentation (e qwe trends for upto 3 year; Project antsfincing,,durl) and 	 UM offor repaymet, amortization
adhe1Jles) 

' collateral to be Provided, including life 
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. market survey 

prduction projections 

biographical and professional experience 
.zmies
 

' credit and perscmal refere checks 

proforma invoices of it.s to be purchased 
with loan funds, if any. 

(The Npraisal P~port is sent to the President for his 
review and either approval or rejection. If the loan 
amont is above the Presidmnt's $10,000 approval 
authority and he sponors it, the loan is subitted to 
the SEFD Board for its action.) 
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ANEXiJ 
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1. TUCKMER JTTRY FAR4 is a 5-year old joint proprietorship of 
Mrs. Phoebe Tucker, a 52-year old housewife with five years
experience in the poultry busines, 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, Ms. Tucker saw the potential in raising chickens 
for sale to local M!brovia sapennarkets aid, after teaching
herself about the poultry busins by readig books and attendiM 
lectures on the subject, she established the proprietorship with a 
mdest amont of money provi4d frcm persial resources. 

SEO has provided financing on two occsios. In October 1984, a
$LA,228 term loan at 22% interest was to increase workir
capital; specifically, to purchase 1800 day-old chicks, 90 bags of 
dicken feed, plastic chickei "drinkers" and medicines, as well 
as to pay miscelarus eoues including utilities, trans
portation, and a life insurance prmium. Rjayment in the form of 
21 monthly installments from profits resultirq from increased 
sales ware made as agreed, with the final paywit received in 
September 1986. In August 1987, a $L1,700 term loan at 27% 
interest, including a 2% service chare, was sanction but only
$L1,600 was actually borrowed, again, to increase working capital;
specifically to purchase chicks, feed and medicines. Twelve 
mnthly instalments of principal and interest are being made as 
agLed from Uime generated by sales to both mandrmarks and 
three wholesalers whidh serve Monrovia restaurants and bars. 

As collateral for both loas Mr. and Mrs. Tucker have provided a 
chattel mortgage on all busins assets valued at $L14,150, a 
first mortgage on the Tucker rside and adjacent building
Complex appraised at $LA2,000, and life israne assignel to SEyO
in the amount of $L10,000 on the life of RPhebe Tucker. 

lport i clude 
Tucker, exhibits as to sources and application of funds, and two 
year financial Projections regardingq perating results and cash 
flow. Site visit zrqorts 

T SUO Apgaisal n infomation on Mks. 

reveal that for the cwiru 12 mth period both actual sales and 
operating ii are rmiiri ahead of projectiaw: 

(For the yar 6/87-6/88) 
Average Sales, per six weekgrowing 

Em t 
$L 3,897 

Acua 
$L 4,800 

Armualized Sales 
Average 0eratim In= , per six 

25,334 
484 

31,200 
700 

week graiir cycle
Anrualized Operating Icm $L 3,145 $L 4,550 
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Comments: Durig the consultant 's site visit, Mrs. Tucker, while 
omenting on the extensive loan aproval process that is involved 
in dctainiruq a SEP0 loan, was entirely suportive of it: "they 
have to know yor situation; they have to know you are respon
sible." She felt the monthly site visits by SEFD proram staff 
were useful because she used them as occasions for discussinq
problems and for keeping SEFO informed on the status of the 
business. Her major cn-going problem is oocasional shortages of 
chicken feed (all of which must be iuported) returting from 
Liberia's dronic shortage of hard currencies. 

Mrs. Tucker indicated that the next loan request to SEO likely
will involve the prdmae of a kerommo-pord incubator ($Ll
2,000), a freezer to store e ($L1-2,000) ard up to 2000 special 
hatcing eg qorted from Israel ($L700). 

Mrs. Tucker is an example of the small borrower SEFO is attempting 
to develop among its clientele: reliable in hooring her contrac
tual obligations, dedicated in her commitmen to making the 
enterprise sa.xed, resourceful in contending with problems
confroti the enterprise, and increasingly experienced in her 
knowledge of running a business. 

2. Dr. Nathaniel Richardson, Jr. is a forty-tw year old 
geologist with a RD in Geophysics and Geology from Purdue 
University who established Monrovia based GIOSERVCES INC. as a 
mineral and water exploration and developmnt coq y. GM-
SERICES fuctons as a contractor, inpl eing projects under 
cotract related primarily to wll di in and wter systems
construction. PFdirq r,-eipt of comletion-of-cortract payments, 
the company must defray contract carryir csts with its own 
resoue. Became it is wxdr-capitalized, outside financing is 
required to enable it to do so. 

SEFDO has provided GSERVICS with ontract financing on two 
oacsicne. In April 1986, it lent the ceVny $15,000 at 22% 
interest to finaance the acmtrction of 23 wlls in Grand Cape 
Mount (amty wdr a $152,900 ontract from the Ministry of 
Plannirg and omuic Affairs. Trm was originally set for three 
moths, howver cawtntin prblm delayed om-letion. The 
loan was exterxW for three moths but ftill not rwaid until 
March 1987, three months after the exteuion period. In May 1987, 
a secind loan of $LO,000 at 2.25%/mnth interest,, incluizM a 2% 
servica charg, ws advaned to finance t otacts totalling
$L71,920; au for $134,920 C_-fron Wlt African, ___1 orpora
tion to intall a wter s ly uystam for the University of 
Liberia Acadeic Building in Ftrdmll; the othwr for $137,000 fram 
BA (Liberia) Inc. to intall a water mpply systen at the Earth 
Satellite Station in Fayneville. Tom was originally set for six 
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months but has been extended three months to reflect modest delaysin ompletinr the tWo contracts. Full repayment is expected at orbefore expiration of the eesion period. 

In the case of both loans:
 

a) assignment of the cotracts was taken, with the 
=tractors notified to remit PaYu~nts directly to SEFO; thoseassignments having been acknowleded.
 
b) a chattel mortgage was tan 
 on all business assetsvalued at $L35,503.
 

c) life insuance in the amaunt of
Nathaniel Richrdo was assigned$1Z0,000to sm0. on the life of 

In the case of the secod loan, Mr. Ricardscgis father, JohnToussaint Richardson, a Monrovia architect, provided his personalguaranty up to L10,000.
 
Although a cmprehensive Appraisal Report
tion with was prepared in cnthe $L10,000 loan, min.mldocmetatiou seem u and fiancialto have been obtained for the earlier $15,000loan. An April 1986 credit dwcicrevealed with L8I initiated by SEFOan existing loan to Mr. RichardsonWhic four in low four figureswas months past due in beirg repaid.hwver, the A month later,bank reported that the loan, which finacedanother cotract, yethad been repaid in full. All borrowing is
don throuh sEFO. 

now 

IQ=M=: If pursued prudently, contract financing cmld well bevery promising lending activity for SEP). a 
hXVr, is SEFO being 

Critical in doing so,satisfiedccpetenoe with (a) the professionalof the b-trac (borrwer) to ompleteccntract satisfactorily, the(b) the financial resmrby the citractor and rep ewented(c) the legal repiuse available to it underan assigned contract. 
In the future, loan maturities should be long eusm infor delay aempletion-f-cm.act to provide

payments being reo.ived,a praciic that has remntly be adopted by SM. 

3. In 1985 Mr. Jane Wh Sirleaf, amidwife and liced 30-year old registered rurse#*vrmcist, moved to I---ia from (Br County (4'ae she ng inhad wirkad at thehospital) well rerdedwith the intent of "sarv( -- ) the public in- -- n way." with a morean initial invswtntSirleaf established the CHD-CHD 
of $L2,000 Mrs.MICINE STORpleted structure at a strategic 

in a small urwomlocation on TUbmanPayneville section Blvd. in theof ?mnrovia. In addition to sellirg non
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prescription drugs, Mrs. Sirleaf rendered child delivery andcare
the dressing of wounds. In the first year or so of operation, a
substantial portion of her business income was used to ompletecnstruction on the building so as to provide separate facilities
for the drgstore and examinixJ/treatment roan. Further ine 
went into bildirg up a small drug inventory and acquiring neededmedical intuet. 

In July 1986, at the reimmmIdation of the National InvestmentCommission, Mrs. Sirleaf applied for a termto SEFo $125,000 loan
(a) to expand the eimmininxtreatent facility and to acquire moremedical nstrnmmts ($L15,000) and (b) to substantiallyincrease her inventory of drugs ($LIO,000). In disvi withMrs. Sirleaf. S!X determine that the request was based onunrealistically high projected increases in both drug sales andher health care activities. As a result, the loan wasamountpared down to $L5,000; $L3,000 of hich was used to increase
inventory, the balan to iqrove only the drustore throug theinstallation of display counters, shelves, and an air cditiner.Me loan was mad in September 1986 at 24% interest for two years,
repayable in 24 monthly installments from income generated
increased sales and health care fees. 

from 
Payments are being madeahead of schedule, with a principal balanc of approxmately

$L1,600 currently o.tstanding. 

As collateral, Mks. Sirleaf provided a chattel morte on allbusiness assets valued at a zr mately $L9, 000, a first mortgageon residential property and lot in Garnersville having a combinedvalue of $L16,200, and life insuranc assigned to SEFO in theamount of $L5,000 on the life of Jane Wah Sirleaf. 

NIC prepared the initial loan proal; SEFKO revising it substantially to reflect the reducd nod and nuoh more modet financialprojections. Althoug at the outset, NIC's SME - tzrtid helpedMrs. Sirleaf in her 'ermy kespirx, she r is able not onlykeep her own rerds but to prepare her own financial reports that
to 

are submitted to SEFO. 

SEFQ progrm staff make an average of two site visits a moth tocek her r Am, to assist Ms. Sirleaf with any prblem shehas, and to ormul her about opaiuu the busines further. Hermajor aiing prblem is maintaining an adaeqte inventory.Be=u I drus. mt be inpotsd, local supliers often 
e~q~eiu~ .arages in their inventories becals they cannot getthis neces hazid wur cies. Mrs. Sirleaf has ben able tominimize the &heu effect of thin shortages by purchasinl from

avrmal suppliers. 

Although SEO feel Ms. Sirleaf curretly is rztmnin a "tightlittle operation" that is cumsistently profitable, there is a cxrn that if she expands the husiness too rapidly, cots willoutpace rwemuma, profits will dia As aand she will fail. 
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result and in anticipation of receiving a new loan request oncethe current loan is repaid, a major endeavcur of the site visitsis to develop a more realistic attitudemuch in Mrs. Sirleaf as to hobusin she can handle and thus how much financing sheshoAld be seeking from SEEO. 

Camients: During the consultant's site visit, mks. Sirleaf voicedher imdest unhappiness
abau) not rseivirg 

with SEED over (but seemed fatalisticthe extra $120,000 in loan funds. Sheindicated that she intends to ask SEED for a second loan of$120,000 but anticipates getting only $Lio,ooo; funds to be usedto further expand her dru sales.
 
In the cwa 
 ltant's jugement, SEFO was quite right inrestraint to Mrs. Sirleaf, at least until she 

crseling
is far less dependent on loans to finance her grwth than she is nw. Given herinclination to grow at a rate that may prove ursgstainable, SEFOis also quite -right in maintainirg more than the usual ccntactwith Mrs. Sirleaf during these formative years when her undecapitalization does not give her the luxury of making manymistakes. Hwever oty in terms of staff tim,monitorinm effort by SEFO should pay 

this ntinuing
off in the end when futureloans SEFO might make to Mrs. Sirleaf are lesa risky. 

4. TERRAVIIA GAP Inc. was established in 1987 by MrsKaturah Coper (who serves as Geeral runrger), Oumara Sore, (whoserves as Technical Manager) and Magus Investent Corporation tosucceed a five year old local nhrsery owned and operated by Mrs.Cooper that cutsells flowrs to a Mbnrovia clientele. Mrs.

Cooper is a biologist with
University. Sore is 

a Mc degree in Biology from New Yorka trained horticulturist with 10 yearsexperience working for a major Ivory Coast based exporter offloers and plant scions. Magus is a private investment firmheadquartered in Mwmn1ia whoe partners include David K. Vinton,
former Presidant of L3)I and the first Chairman of SEFO.
 
A thre year feasibility study ocnh-ted by Mks. oxpwr, herhusband, (the Gamal Manaer of U3DI) and Sore omclued thatthere was a large unexploited marketflowers and plant scions from 

in Eure for tropical
Africa. TERRAVIUA GARE wasincx=rated to initiate such an exporting operation. As Mrs.Cooper's cai ributicn, the local nursery, valued at $LA7,757 wasaxa ri into the Corporationi andraised a total $00o,000 in eqtuity wasfrom Sore and Mamu. ,ost o% the equity was used topirchase twenty-five acres of farm land near Jhnscriville and to.mnence early development work on the procerty to transform itinto a full scale nrsery. 

In August 1987, the SEFO Board approved a seven year term loan inthe amount of $LA9,986 to provide the ruaining funds nessary tolaunch the export operation. FUnds ware used (a) to cIelete the 
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development of the Jhnsonville property, and (b) purchaseplants, equipment, supplies, and a vehicle. Terms of 
to 

the loan:
18% interest, interest payments only for 24 months, repaymentthereafter in 60 monthly installments of $Ll,269.32 including in
terest. After the first two years, the source of repayment wouldbe from operating inrm generated by th3 export operatin. In 
the meantim, interest is being paid frun the Jr~u generated bythe local nuirsery, whichi cotiues, and if required from other
personal resourc. 

As collateral, TERAVILA GM provied a dattel mortgage onall business assets valued at $L95,636, a first mort deed on aprivate residnce apraised at $LA6,282 and life insurance
assigned to SEFO in the amount of $L30,000 on the life of Katurah 
Cooer. 

In TEAVUA GARMN's quite capreheuive proposal (prepared, thecniultant understands, with the active assistane of Messrs. oper and Vintcn), no export sales would be generated until Year
Three but by Year Seven are projected to reach $L141,000, plus anadditional $L51,000 from the locl Imrmery. Projected after taxprofits by Year Seven of $L33,000 represent a 17% return on both
sales and equity. 

Five months into the two year grace period, all but $L8,412 of the
loan has been disbursed, the Jdrucaville land has been cleared,plants have been pcased and planted and-based on SEED sitevisit reports-all appears to be pIzocedlzq ncrmally. 

ts:e three shareholders were not asked to guarantee theloan. Emept possibly for Magus, the lack of such guarantees has no significant bearing on the creditworthieins of the loan other
than to serve possibly as a deterrent for the three parties from 
ever walking amay from the SEED dt. 

During the cnmltant's site visit, Mrs. indicated that she was entirely satisfied with the SEFO relationship. Although
ackowledgir that a great deal of tim and effort was involved inobtaining the loan, shA has cmrluAd it was good exmrcise
because it frced her to "translate an idea into formal plan ofaction." Visits by SEM progra stff, includin several by theProjects Maager, are made regularly. At the insistec of Mr.Vintom, Mrs. Ooer indicated that she plans to retain Cers &Lybrand to cxkct an lxsandet audit of the TERAVIrIA GA 
accounting r xrd. 

There is an elmit of risk involved in this loan, epecially
during the first two year dkn lopmnt phae w prablm coulddevelop with the plants. But it is a resM le risk. Theprincipals sen to be cz and r epcxible.
is adequate. Financial projections to be based on realis 

~etent The collateral 
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tic assLmptions. And the enterprise's potential for earning hard 
currency should be kept in mind. 

SEFO processed its loan appraisal tho~rhly and expeditiously.
The Apraisal Report submitted to the Board appears oaeplete, withfinancial projections relating to operating results, cash flow andproforma balance sheets. Total turnarInd time, from the time theapplication was first received until the Board aproved the loan 
was approximately one month.
 

In s, the TERAVIIUA GARCM loan is a good example of thesu-tantial improvvments SEFO has made in its loan analysis,
processing and mnitoring activities. 
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Spo's financial projections call for significant
Increases in interest Income based 
on greater loan volume and
significant improvements in loan collection rates. 
 The loan
process (both pre-loan appraisal and POst-oan monitoring and
collection) now in place Is adequate to the task. 
 However,
the process offers opportunity for improvements In time spent
in the evaluation of loan prospects, 
Any process, however,
Is only as good as the professional competence and Personal
motivation of the staff that operate it. 
 Staffing matters
are, therefore, assigned a high priority, with
responsibilities allocated to the oeneral Manager. 
By the
end of the t.Gg Quarter IL91988 
he wills
 
a) set loan collection goals for each loan officer.
b) set new loan volume goals for each loan officer as 
well as
senior management.
c) establish loan collection efficiency percentages for
current loans.
d) establish incentives for the collection of seriously
delinquent loans.
e) announce the year end bonuses for loan officers achieving
their goals and leave open the Possibility of dismissal
for those vho do not.
f) arrange for training to oommnoo for lean 
 ffiesers tO
learn the operatiig guidelines for the industries they
monitor and related loans for vhich they are also
 
g) analyzeresponsible.

actual staffing requiremente vith the experience
required for each position identified.
h) prepare a revised organizational chart based on the
analysis which viii serve as the basis for Job performance
standards against vhich actual Job performances can be
measured.
1) initiate regular seml-annual job performance reviews
 
Also, driniU M 
 eonIdj
gOQrdarU.. the SEFO president, assisted
as appropriate by the Oeneral Manager, will resolve
outstanding personnel matters relating to the merger of BAS
and isFO staff.
 
Regarding non-staff related matters, k 
k. O2f theGQarLter LJM, third
the following actions are planned: 

a) sign contracts or agreements for advertising sEFO's credit
 

programs.
b) eammisslen a 11iads 
asaessmane of
too's 
 petertlal sliest
base and an inventory of Ski in Monrovia areac) commission a cost analysis of feasibility of relocatina
 



sEFO offices closer to central Monrovia
d) initiate.review of loan appraisal process
e) initiate review of Provision of TA to SEFO clients
f) determine feasibility of trans'fer of col1ection efforts
for Nimba County loans to PfP/L
9) complete arrangements to participate in
Commodity Import Program 
SAXD sponsored


h) acquire Increased computer output capability and transfer
all basic accounting functions to computer programs
 
9urin 
 =j b-ala"CO 91 FaLedaj MMnecessary, 
It Is planned that the 82LLSS an jJL Ih9j9 whereboard, with management
assistance, will accomplish two Important tasks:
 
a) negotiate a re-capitalization plan
b) undertake a -comprehensive review of the board's roles and
responsibilities with specific reference to:
 

-
policy determination and implementation
 
- loan approvals
evaluation of senior management performance
- attendance and use of proxies
- re-activation of the E.ecutlve Committee
 
- decision making

- professional composition
 


