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I. SUMMARY AND RECOMMENDATIONS

A. Project Summary

The informal small and microenterprise sector (ISME)* in
the Dominican Republic employs approximately 400,000 people in an
estimated 145,000 informal small and microenterprises. This is
equivalent to about 19% of all those employed throughout the
country. Evidence is clear that, through its capacity to generate
sizeable amounts of galnful employmen; opportunltles at relatlvely
low cost, the ISME sector is making a major and critical .
contr:butlon to the well-being of the Dominican people. :
Importantly, with some assjistance, the contribution being ‘made by
the ISME sector cal. be signiFficantly expanded.

The goal of the Micro and Small Business Development Project is to
increase productively and employment generation capacity of the ISME
sector. The purpose of the project is to develop FONDOMICRO into a
viable financially self-sustaining organization which can
efficiently provide the financing and technical assistance needed by
NGOs operating credit programs that directly service the informal
small and microenterprise sector.

The project is premised upon the finding that a principal
constraint to the strengthening of the ISME sector, and its
employement generating capac1ty, is the extremzly limited
availability of financial services -principally credit- in the
sector. A major reason why, until now, credit availability has been
lirnited is that institutional capability to deliver credit and
operate credit programs for the ISME sector, and do so "profitably",
has been weak. This seven year project will be attempt to change
and improve the availability of credit in the ISME sector by:

*The term ISME sector refers, essentially, to that sector of the
economy characterized by enterprises which:

- are usually operated by their owners,

- are usually unregistered and unlicensed,

- have no access to the formal financial systen,
- have less than 50 employees.

The "ISME sector" is also referred to as the "informai sector",
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1) supporting the establishment of a new financial o
institution -FONDOMICRO- which will have the continuing
function of seeking and obtaining financial resov>ces for
use by the ISME sector; and L

2) making the resources available, on appropriate terms, to
qualified NGOs which are operating credit programs for
the ISME sector; and

3) strengthening the credit management capabilities of NGOs
operating credit programs which serve the ISME sector so
as to qualify them to obtain resources from FONDOMICRO,
and/or to efficiently handle more sizeable programs
reaching much larger clienteles than was previously the
case.

The initial lenqing portfolio of FONDOMICRO will be
provided by AID through this™project. During the life of the
project additional inputs of capital for FONDOMICRO are expected .
from the Interamerican Development Bank, other donors, and the
domestic capital markets in the D.R. FONDOMICRO will make this
capital available to NGOs servicing the ISME sector at rates
calculated to cover its costs and assure the preservation of its
capital base. Similarly, NGOs receiving capital from FONDOMICRO
will on-lend it to their clients at rates calculated to cover their
costs and to assure the preservation of their capital bases.
Ultima.: borrowers of the credit, the ISME operators, will be
charged real, positive interest rates on the funds they borrow.

It is intended that FONDOMICRO become a permanent
"second-level" institution, and will serve as a bridge between the
formal financial sector and, through "first~level" NGOs, the ISME
sector. In addition to the financial resources it will provide,
FONDOMICRO will also have the capability, and the responsibility, of
providing guidance and assistance when needed by NGOs to qualify for
receiving financial resources from FONDOMICRO.

B. Project Recommendation

Authorization of a $7.25 million grant to finance the
Micro and Small Business Development Project is recommended. The
Project will be implemented through a Cooperative Agreement with
FONDOMICRO. All AID funds provided for the project will be
obligated to FONDOMICRO. The GODR will contribute RD$20,000,000.
The GODR contribution, and $3,500,000 of the AID funding will be
used for credit. The balance of AID provided funds will be used to
meet costs associated with the establishment and operation of
FONDOMICRO, and with the improvement of credit management
capabilities of NGOs seeking to become eligible to obtain resources
from FONDOMICRO. (See Summary Budget on the following page)



C. Summary Budget (US$000)

| YEAR1 | VYEAR2 | VYEAR3 | VYEAR4 | YEARS | YEAR6 | YEART7 | TOTAL |
| AlD OTHER| AID _ OTHER | AID  OTHER | AID OTHER | AID OTHER | AID OTHER | AID OTHER ‘| AID OTHZR |
[ | I | | | | I | | | ! | | | | |
TECHNICAL ASSISTANCE | | ] | | | | | ] |- | ] | | | |
a. GEMINI | 138.4] - | 229.8] | 238.2| | 247.9| | 171.8] ] _| ] | [1026.1] |
b. PSC [ 182.2] - 1 189.5] | 197.1} | 102.5] 1 106.6} { 110.8} | 115.2} 11003.9] |
[ [ I | [ | | I | | | | I | | | |
COMMODITIES | _172.8] |_33.71 | _70.1] L -1 | ] | ] | ] | 276.6] |
| | | I I [ [ | | | | | I | | | |
TRAINING I I | [ I | I I | | | | I | I | |
a. O%fshore | 19.9] | 20.6] | 20.6] | 22.4] | .23.2| ] | | | | 106.7] ]
b. _In-Country | | |__22.5] | 23.3} | 12.1) |- _12.6] [ 13.2] ] ] |_83.7] |
: | | | | | | | I I | | | | | | | |
_FONDGMICRO OPERATIONAL COSTS] 243.0} | 252.71 | 157.6] 105.1] 109.5] 164.0] 56.9] 230.7] - | 295.6] | 307.4] 819.7] 1102.8|
' I | | I I I | | | I | I [ | [ | I
FONDOMICRO CREDIT PROGRAM | 500.0]1005.5| 800.0]1825.7] 700.0]3012.0] 500.0]5425.6] 500.0]5628.5] 500.0{5778.2} 17112.7]3500.0{29768.2] .
| | | I | I | | | | | I | | | l |
EVALUATION AND AUDITS | ] | 56.21 | 102.6] | 60.7§ I | | | | 213.8] | 433.3} |
[ i | | | | | | [ | | I | l | I [

TOTALS {1,256.3[1005.5]1605.0]1825.7]1509.5{3117.1]1055.1
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Ii. BACKGROUND AND PROJECT RATIONALE

A. Background

1. The Problem - Unemployment

The fundamental problem to be addressed by this project
is the extremely high unemployment and underemployment problem
facing the D.R. Latest data released by the Central Bank indicates
that up to 25% of the working-age population is unemployed, and
another 27% are underemployed. While some challenge the validity of
the surveys upon which these figures are based, pointing out that
they seriously underrepresent employment in non-formal sectors of.
the economy, it remains unchallengeable that a serious employment
problem exisis.

It is in the cqn%ext of this urgent need that more
employment be available for the D.R.'s population that attention has
turned to the ISME sector. An increasing number of studies carried
out by AID and other organizations around the world over the past
ten years have concluded: a) that the ISME sector is vibrant,
sizeable, and of critical importance to the economies of many
countries; and b) that it costs less (i.e., requires less
investment) to create a job in the ISME sector than in any other
sector of the economy. A study financed by USAID/DR of job creation
costs in the D.R. ("Evaluation of the Impact of AID on Small
Business and Microenterprise in the Dominican Republic", by the
International Science and Technology Institute, Inc. (ISTI) - 1987)
suggested that average cost of creating a new job in the ISME sector
was between $700-$1,200. This compares with an average cost of
$42,000 in the industrial free trade zones of the country. The
study also concluded that jobs in the ISME sector were not inferior,
in terms of compensation, stability, working conditions, or any
other relevant measure, to jobs in the formel sector.

2. The Informal Small and Micro Enterprise Sector-Worldwide

In seeking to identify interventions in the ISME sector
that promised the greatest long-term return, in terms of employment
creation, for each AID dollar invested, the Mission was fortunate in
that the timing of our effort coincided with the conduct and release
of a major study undertaken by AID of its experience in working with
the ISME sector over the past 10 to 15 years. This study, the
"A.I.D. Microenterprise Stocktaking", was conducted during 1988 and
1989 under the auspices of the Center for Development Information
and Evaluation of the Bureau of Pollcy and Program Coordination
(CDIE/PPC) and looked at AID experiences in 10 countries around the
world, including the Dominican Republic. ;

The stocktaking examined different approaches and
techniques that have been used by AID Missions around the world in
efforts to assist ISMEs, including alternate institutional delivery
mechanisms. It was designed to assess the overall AID experience
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with ISMEs and to identify which project intervention .patterns had .
proved to be more successful. ’

The stocktaking produced a number of findings:

a)

b)

Principal Findings

ISME support programs, irrespective of appioach, can
result in significant benefits for assisted firms.

ISME support programs directly reach the poor. The Qefy
poorest usually do not become ISME operators, but they
do benefit from jobs gensrated by ISMEs.

i

Corollary Findings

Most ISME suppqri programs,havé been successful in .
bringing women into the development process. Projects
that benefit women do as well as other projects.

The more successful ISME support programs focus first
and foremonst on the development of profitable and
sustainable enterprise. Those that target social or
community development are less successful.

Assistance to larger ISMEs engaged in manufacturing
generates more jobs than assistance to smaller firms in
the service or commercial sectors. .

ISME support programs that provide a minimum of
technical assistance and training, while &oncentrating
on providing loans to ISMEs, have a better record of
achievement than do programs providing a range of
services to ISMEs. The most successful programs provide
simple and quick loan application and disbursement,
limited training, repayment terms that correspond to the
cash flow of enterprises, and assurances of additional
loans upon repayment. |

ISME support program clients are less concerned with
interest rates than with the simplicity and timeliness
of the credit process. ISME operators are able and
wiliing to finance their businesses at positive, real
interest rates. Interest rate subsidies are not needed.

Though projects often strive to "graduate" firms to the
commercial financial system, they rarely succeed.

Formal sector banks are reluctant to deal with small
borrowers. Rather than try to "graduate" -individual
enterprises, it makes more sense to try to "graduate!
ISME-support institutions to commercial sources of funds
-i.e., to have ISME support institutions raise funds
from domestic capital markets and then retail the money
to ISMEs.
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The conclusions reached by the study, and the guidance
in ISME support program design thereby, made.available,: have been
carefully considered by the project designers for this effort. The
principal conclusions of the study -i.e., that support: for the ISME
sector can produce significant benerfits for poor people, on a
cost-effective basis~ as well as the other conclusions, are ,
consistent with conclusions USAID/DR has received regarding ISME
support programs in the D.R. ‘'ihe program of assistance for the ISME
sector described in this project parer reflects the observations and
recommendations included in the stocktaking.

3. The ISME Sector in the Dominican Republic

a. Background of Sector in the Dominican Republic

The ISME sector in the Dominican Republic is a vital
and growing part of the ecqngmy. Estirates of its size and its
contribution to the economy vary, but a recent statistical study by
two Central Bank economist concludes that it produces the equivalent
of 48% of reported GDP. An AID-commissioned study done by
Management System International (MSI) in 1989 (entitled
"Microenterprises in the Dominican Republic") concluded that some
145,000 ISMEs existed in the country, with an average of 2.7
employees. (SMEs, therefore employed about 400,000 people ~ or
about 19% of the total number of people employed at that time.) The
study found that SMEs are concentrated in urban areas and serve as a
major source of employment for the urban poor. Fully half of all
the 145,000 ISMEs estimated to be operating in the D.R. are located
in Santo Domingo, and another 15% are located in Santiago (the
D.R.'s "second city"). About one in every three households in Santo
Domingo includes members who work in or operate ISMEs.

While the ISME sector has always existed, its
greatest growth seems to have occurred since 1980, apvarently in
response to the general worsening of the overall economic situation
of the Dominican Republic during that period.

The MSI study gives some useful information on the types
of businesses in the sector. It shows that 31% of ISMEs are in the
service sub-sector (cab and bus drivers, money lenders, beauty salcn
operators, machine and electronic repair people), 51% are in
commerce (street vendors of edibles and non-edibles, small shops),
and 18% are in production (tailors, seamstresses, furniture makers,
construction, metalwork).

Thz2 breadth and variety of the ISME sector, in the D.R.
is wide and clearly visible. During rush hours in Santo Domingo, at
every intersection there are "chiriperos" (individual ‘vendors)
walking between the cars selling fresh flowers, fruit, pots and
pans, cutlery, aquarium fish, and even the President's latest book.
The same streets are crowded (and slowed) by a large number of
private cars, vans and mini-buses, all in.battered condltlon, that
provide public transportation.
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Driving through any urbar area of the country, one notes
that many front rooms of houses or garages have become beauty
salons, shoe repair or dressmaker shops. Backyards or interior
patios have often been converted into carpentry or welulng shops.
Garages and front yards have been made into small grocery stores
(colmados) which sell staples in small amounts - one cigarette, one
cup of o0il, etc. - and which are usually willing to prov1de credit.
Sidewalks, driveways and alleys contain a large and growing number -
of resourceful auto mechanics who can provide (without power tools)
services ranging from the simplest tune-up to ccmplete engine and
transmission overhauls.

. S

A growing ISME area is the sale of clothes from houses.

Enterprising individuals (usually women) travel to New York, Miami,

Puerto Rico, Curacao, Panama, and Haltl to buy new or used clothlng
and bring it back for resale. :

Construction has "had the largest growth of any sector in
the D.R. over the past several years, and much of the constructian-
has been carried out by ISMEs. It is estimated that over 70% of
private, single family dwelling constructions - from single room
shacks to mansions - have been done by ISMEs.

b. Need for Credit

The MSI study which documented the existence of a
sizeable ISME sector in the D.R. also produced information
indicating that a major factor constraining growth of the ISME
sector was the limited availability of credit. The MSI study found
that fully 60% of all ISME owners in the D.R. indicated they needed,
would benefit from, and would take advantage of credit if it were
available and reasonably priced. It also found that virtually no
ISME owners had access to such credit. None had ever succeeded in
obtaining credit from a bank. (A study done in connection with the
D.R. stocktaking exercise found that DR banks find transaction costs
of dealing with ISME operators unacceptably high.) Credit that was
obtainable came from money lenders (at about 20% interest per week),
or from family members (frequently interest free, but usually not
available when needed). The only ISME operators with access to
reliably available, reasonably priced credit, about 6% of the total
population of SME operators, were those who had managed to establish
relationships with and become clients of one of the several NGOs
that had emerged over the years to provide services to ISMEs.
Average loan size for these borrowers was about $500.00. The study
found that, were it available, the average amount ISME operators
believed they needed and would borrow was about $1,200.

c. Potential Benefits Resulting from Availability of
Credit

The MSI study suggested that availabiiity of credit
was a significant factor in the growth of ISMEs. It found that
fully 80% of ISME operators who had been able to obtain credit



-8 -

reported an increase in annual sales. Only 60% of those not b
receiving credit reported a sales increase. Stronger confirmation
of the beneficial impact of credit availability on the growth of the
ISME sector comes from the 1987 ISTI study referred to earlier
("Evaluatlon of the Impact of A.I.D. Small Business and
Microenterprises in the Dominican Republic"). This study focused on
ISME operators who had received credit from two of the NGOs set up
to service microenterprise in the D.R. The study found that almost
all borrowers reported increases in salcs and profits, with an
average increase of about 80%. That study also found  chat ISMEs
receiving credit almost doubled the number of their enployees from
an average of 5.6 employees per ISME before receiving'credit to an
average of 10.3 after receiving credit. As mentioned previously,
the average cost for each new job created was about $1,000.

d. Credit Services Available to the ISME Sector

} o

As found in the MSI study, and as mentioned above;"
the only ISME operatcrs who did have reliable access to reasonably
priced credit were those who had managed to become clients of one of
the NGOs which were operating credit programs for the ISME sector.
While it is true that only a small fraction (6%) of the total number
of ISME operators were receiving credit services from these
organizations, the number being serviced - some 8,000 to 10,000
individuals - does demonstrate that sizeable and significant
programs are being operated by these organizations. Most of the
principal organizations involved in providing services to the ISME
sector have received support from AID and other donors.

Most commonly support and services have been in
training in basic business management techniques, assisting in
finding markets for products or services offered by the micro/small
businesses, and providing credit needed by micro/small entrepreneurs
to establish, operate, and/or expand their operations.

While it is estimated that some 50-200 organizations
- including church-based organizations and cooperatives - have
programs targeting the ISME sector, at this point, four of the
organizations have become particularly significant. These are:

1) Asociacion para el Desarrollo de Microempresas

(ADEMI) .

ADEMI was established in 1982 as the first
development program in the country exclusively devoted to the
microenterprise sector. ADEMI initiated operations in 1983, with a
program based on financial and technical assistance to
micro-entrepreneurs and street vendors integrated in "Solidarity
Groups". The desian and implementation of their program was
assisted by Accion International. ADEMI's program is by far the
blggest and most successful of all the NGOs serv1ng the ISME sector
in the D.R. : T
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The main objectives of the program wene to create
employment in the informal sector and increase the 1ndome level of
those operating in the sector. Other objectives, such as savings
mobilization, and increases in productivity were also contemplated
in the original conception of the program, but have not received
much emphasis.

Although ADEMI's program originally included
prov151on technical assistance to beneficiaries, it has consistently
given a clear priority to credit as the tool for development. Its
credit methodology consists of structuring loan terms and ccnditions
to the particular neads of its borrowers. The main characteristics
of its program are a scaling-up loan system, small initial loans, 1o
collateral requirements, and commercial interest rates. ADEMI sees
the problem of the microentrepzeneur as one of access to credit
rather than of interest rates. The program has been designed to
assure the mlcroentrepreneqr continuous access to credit through
rapid application and dlsbur ement procedures, and automatic reloans.

As of December 1988, ADEMI had provided 20,716 loans
to 5,479 microentrepreneurs. The total value of these loans amounts
to RD$32.0 million (US$6.0 million). Clientele have been 58% male
and 32% female. Approximately 87% of their borrowers are involved
in production activities, and 13% are involved in trade and commerce.

2) The Asociacinn para la Prom001on de 1@ Muijer, Inc.

(ADOPEM)

ADOPEM was formally established in 1982 as an
affiliated program of the U.S. based NGO Women's World Banking.
ADOPEM has similar objectives to those of ADEMI. However, its
credit and technical assistance programs are entirely devoted to
women.

ADOPEM's credit program has the same characteristics
as ADEMI's, including scaling-up lcans, automatic relcans, quick
disbursement and commercial interest rates. Over the years,
however, while ADEMI has focused its program on loans to
individuals, ADOPEM has kept group lending as a strong component and
continues to offer technical assistance and training programs to its
clients.

Since its inception, ADOPEM has provided 2,670 loans’
to 1,609 women, located in 6 cities, with a total value of RD$4.6
million. About 47% of its borrowers are involved in production
activities, (mainly, food and cloth production, and cottage crafts),
another 33% are involved in commerce, (generally selling clothing);
and 20% are involved in services, such as hairdressing and nurseries.

3) The Asociacion para el Desarrollo, Inc. (APEDI)

Coincident with the initiation of ADEMI and ADOPEM
programs in Santo Lomingo, the Asociacion para el Desarrollo Inc.
(APEDI) initiated the Programa para la Asistencia de la Peque-a

. g
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y Mediana Empresa (PROAPE) in Santiago, the second largest city in
the country. The program was assisted by ‘Appropriate Technology !
International. The main objectives of PROAPE were employment and
income generation. Its target beneficiary ‘was the smdll, rather
than the wmicro enterprise. The program also targeted.street vendors
integrated in "associative groups". :

PROAPE's main activities are training and
technical assistance. Credit is provided through FONDESA (Fondo
para el Desarrollo), a second program implemented by APEDI
specifically to carry out this function. However, credit is only
provided when an enterprise is considered capable of effectively
utilizing a loan. In practice, this means mandatory training
courses as a precondition for credit.

Since its inception in 1982, PROAPE has
provided 1,423 small and mjcyo enterprises ‘with training and
technical assistance. Under the FONDESA credit component, the
program had disbursed 566 loans to 526 microentezprises and 413
loans to 366 associative groups. Total value of credit disbursed -
was RD$7.4 million. R

4) Instituto Dominicano para el Desarrollo
Inteqral, Inc. (IDDI)

In 1987 IDDI initiated a micreoenterprise
program in La Zurza, one of the most populocus and poorest barrios in
Santo Domingo. Prior to this program, IDDI had been operating for
about three years, working in such diverse programs aj
infrastructure development, home improvement, squatter upgrading,
family planning, and environmental protection. .

IDDI's methodology substantially differs from
those of ADEMI, ADOPEM, and APEDI. It promotes an "integrated
development approach" based on the provision of an array of programs
and services to individuals, groups, and associations, located in
poor barrios of Santo Domingo. These programs and services include
credit, technical assistance, training, as combined with community
organization, consciousness raising, health care, development of
leadership, and environmental protection. .

IDDI has delivered a total of 1,406 loans to
436 program beneficiaries including: solidarity groups (306 loans);
microenterprises (610 loans) and microretailers (490). The total
value of the loans disbursed is RD$6.0 million. Average loan size
has been ak~ut US$180. Women comprise only 7% of the program
beneficiai . 2s. IDDI serves both micro (85%) and small business.
Sixty-five percent of borrowers are engaged in production
enterprises, and the balance in commerce and trade.

The evolution of'theqcpedit services programe
of the above aamed organizations has been. particularly notable.

]
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Starting from a point where they (like many PVOs around the worid)
believed ISMEs needed subsidized (or even free) credit in order to
survive, over time they have all moved. to the position that the y
credit programs that make the most sense are ones that entall having
borrowers pay the full cost of the credit provided. This mgans that
real, positive interest rates must be charged for the ‘credit.

To an increasing extent these organizations
have been focusing their credit programs on already existing ISMEs
to assist them to consolidate or expand, rather than on making
credit available to individuals attempting to establish ISMEs. This
reflects their jud~ement, gained from experience, that this approach
provides the greatest return in terms of jobs created for each peso
invested. Their average loan size is about $500. All restrict
first loans to very smail amounts ($50-$100), and permit larger
loans to borrowers who have repaid initial loans appropriately.

Given the small average size,of loans made by these organizations,
their administrative costs are relatively low, ranging from ADOPEM's
RD$.13 per each peso loaned to APFDI's RD$ 24 per each peso loaned.

ADEMI and ADOPEM generate sufficient income
from interest on loans to fully cover all operational expenses.
APEDI and IDDI do not operate at a self-sufficiency level, primarily
because both programs provide other services (e.g., training and
technical assistance) which generate no or little income. Repayment
rates on loans range from 78% for ADOPEM to a reported 97% for IDDI.

While the organizations described above, as
well as several other NGOs servicing the ISME sector, have reached,
or are approaching the point of program self-sustainability (i.e.
the point where income from earnings on credit provided is
sufficient to allow them to meet costs of operating and continuing
the program) they all report an inability to expand their programs
at a pace anywhere close to the pace at which the demand for credit
through their programs has increased. Responding to a survey
conducted by AID's PED in 1989, the four NGOs discussed above
indicated that they could easily triple or quadruple the size of
their portfolios (numbers of clients and total value of their
portfolios) if they had additional funds to lend.

Given the conditions in which they are
operating, however, it does not appear likely that funds available
to NGOs servicing the ISME sector for on-lending purposes can expand
significantly. The reasons for this is that the two sources of
their lending capital, donor agencies, and (to a much smaller
extent) private banks, are finding it difficult to respond to the
increasing demand of these organizations. .

In the case of the donor agencies; the problem
is that demand for credit by the ISME sector is increasing at the
same time that resources available to many of the agencies,
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including AID, are becoming more strained. The number of
organizations operating successful ISME support programs, and the
number nf requests from these organizations for program support are
outstripping the administrative capabilities of donor .agencies to
respond. In some cases, the "NGO" nature of ‘the organlzatlons
operating the credit programs trigger administrative Yestrictions on
the amount of funds that can be provided to the organijzations (i.e.
the IDB policy is that a maximum of $500,000 can be provided to any
single NGO).

While some of the NGOs servicing the ISME
sector have been able to borrow funds from private banks for
on-lending to their clients, the amounts they have been able to
borrow have been limited. Most have not been able to borrow at all
due to the perceived riskiness of their portfolios. Bankers are not
used to lending to NGOs. While the leadership of some NGOs
servicing the ISME sector is,becoming increasingly sophisticated in
credit matters, and can deal comfortably with bankers, most are not
perceived as credible. To some extent, lingering problems in
record-keeping have damaged the ability of some NGOs to demonstrate
the value of their lending portfolios, and thus preclude the use of
their portfolios as collateral for loans.

e. Implications of the Fresent Situation

The situation in regards to the ISME sector,
and its need for credit, is as follows:

1) An enormous, unmet demand for credit exists. The
MSI study found that 60% of the 145,000 ISME
operators wanted and would take advantage of
reliably available, reasonably priced credit, but
that only 6% of them had such access. This means
that, while 87,000 ISME operators want credit, only
about 9,000 of them have access to credit. The
average amount of credit each ISME operator believed
necessary was the equivalent of $1,200. This
suggests that total credit demand for the sector is
about $104,400,000, and total unmet demand about
$94,000,000. Even deflatlng these figures to allow
for a) the reduction in demand by those ISME
operators who say they would take it, but actually
wouldn't, and b) an average loan sizeﬂgqual to the
average currently being loaned by NGOs servicing the
sector, there still is a demonstrated-.existence of
enormous unmet demand. Even if only half of those
who indicated they would seek credit actually did
so, and even if the average amount of credit sought
was only $500.00, about 40,000 ISME operators would
still be demanding about $20 000,000 Ln credit.
Actual unmet demand for credit in the' ISME sector
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is estimated to be at least $20,000,000 and possibly
as high as $94,000,000.

i

2) If current unmet demand for credit by the ISME
sector could be satisfied, the employment generation

impact would be subzstantial. The ISTI study and
several other studies conducted and/or commissioned
by AID suggest that a new job is created in the ISME
sector with each $1000.00 invested in ‘the sector.
Therefore, some 94,000 additional jobs would result
if $94,000,000 in credit was made availlable to the
sector. Satisfying the minimal estimate of credit
demand =-$20,000,000 would result in 20,000
additional jobs. '

3) The NGO community has developed a relatively
efficient and effective infrastructure for providing

credit to the ISME sector. Significant expansion:9£

the size and impact of their credit programs, R
however, is constrained by their difficulty in '
accessing capital for on-lending.

Al

B. Project Rationale

1. The Solution - FONDOMICRO

It was a great need for an institutional
infrastructure in place to provide the timely availability of credit
that prompted a number of individuals involved in or concerned about
the ISME sector to propose the establishment of a new financial
institution. FONDOMICRO would be created to act as a bridge between
the NGOs operating credit programs that serve the Dominican ISME
sector and the various sources of funding for the sector. As
FONDOMICRO would operate as a financial institution it would be
better able to deal with potential funding sources and to
demonstrate that lending to the ISME sector could be done
prudently. Greater amounts of funds for the ISME sector would
therefore be available. Also, instead of approaching a score of
funding agencies, each with different policies and procedures, NGOs
could approach a single organization, FCNDOMICRO to seeck capital for
on-lending. Instead of funding sources servicing a score of NGOs,
each with differing philosophies, and approaches, they would deal
with one organization, FONDOMICRO, whose approaches, policies, and
track record would be known to them. FONDOMICRO's principal
continuing functions would be 1) to seek and obtain resources for
the ISME sector from any and all sources that appeared appropriate,
and on any terms that appeared reasonable; and 2) to make those
resources available, on appropriate terms, to NGOs operating credit
programs for the ISME sector. Appropriate terms fixed by FONDOMICRO
on resources it was providing should be sufficient to cover all its
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administrative costs, and to assure the preservation of its capital
base. Accordingly, it would be making resources available only to
those NGOs whose lending policies and program management
capabilities were such as to provide high assurance of repayment. A
key criterion to be used by FONDOMICRO in assessing suitability of
different NGOs to receive resources would be whether the NGO charges
real, positive interest rates on funds it is on-lending. Only those
NGOs which do, in fact, charge real, positive interest rates would
be able to obtain resources from FONDOMICRO.

Reflecting the fact that there is a large number of
NGOs attempting to provide services to the ISME sector, and that the
lending policies and credit program management capabilities of many
of them are not such as would qualify them at present to receive
support from FONDOMICRO, an important corollary function of
FONDOMICRO would be to provide assistance and training needed by
these NGOs in order to qualify to receive resources from FONDOMICRO.

' The proposal to establish FONDOMICRO was readily
endorsed and accepted by most of the NGOs servicing the ISME sector,
by the donor community, and by key figures in the D.R.'s public and
private sectors. An eleven person Board of Directors composed of
leading figures from the nation's banking, industrial, and trade
communities also perceive FONDOMICRO as a potentially crucial force
in the economic development of the ISME sector guide the development
and operations of the organization. The organization was legally
recognized in May, 1989 as a non-profit foundation. FONDOMICRO has
approached AID for assistance to become a viable, financially
self-sustaining organization which can efficiently provide the
financing and related administrative assistance needed by
organizations operating credit programs for the informal small and
micro enterprise sector, and can also provide the advocacy needed by
the ISME sector. AID believes that the emergence of FONDOMICRO
presents an opportunity to provide assistance in a cost effective
manner to a sector that promises a very substantial developmental
payoff for such assistance.

2. Conformity with AID Strateqy Worldwide

AID's Policy Determination No. 17, dated October 10,
1988 entitled "Microenterprise Development Program Guidelines",
strongly encourages support for the ISME sector. The PD declares
that "Microenterprise assistance is an important element of 2ID's
private enterprise development. It is particularly important as it
advances the goal of broad-based economic growth and, specifically,
increases incomes of the poor, provides opportunities for
advancement of entrepreneurs, and encourages indigenous investment".

Key program guidelines specified in the PD are
consistent with those to be followed during 1mp1ementatlon of this
project. These are:



-15-

"Interest rates charged on loans to ultimate
borrowers should be significantly positive in real
terms, i.e., when adjusted for inflation". Interest
rates to ultimate borrowers of funds provided
through FONDOMICRO will be significantly positive in
real terms;

"AID should maximize the use of private sector
institutions (i.e., PVOs/NGOs) when such
institutions operate as intermediaries in the
program. Strong preference should be given to
strengthening and working .through local, .
privately-owned and controlled institutions". A
basic objective of this project is the strengthening
of both FONDOMICRO, a private institution, and a
network of locally controlled NGOs servicing the
ISME sectoy..

This project is fully consistent with AID's emphasis

on market based growth and the involvement of the private sector in
development as these are expressed in other policy documents.

The Financial Markets Development Policy Paper
(August 1988), encourages the involvement of
representatives of the private banking sector in
NGO-managed lending programs. In the case of
FONDOMICRO, of its 11 board members, five are
private bamnkers.

The Private Enterprise Development Policy Paper
(March 1985), states that a goal of AID's policy is
"to foster the growth of productive, self-sustaining
income and job producing private enterprises in
developing countries". Through this project,
efforts will be made to create a financial system
capable of providing needed credit to ISME
enterprises which need and can pay for the credit so
that they can grow and create more jobs.

1

USAID/DR Mission Strateqy

’

The A.I.D. program in the D.R. has three specific
objectives:

to promote expanded and diversified private sector
investment and employment;

to undertake selected interventions to address
critical needs of the poor; and

to promote key sectoral policy reforms which
encourage private sector growth.
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The activities to be carried out undeﬂ this project,
while touching on the first and second objectives, will focus on the
first objective. Through the project an institutional structure is
to be developed which will make possible a significant increase in
financing in the ISME sector which will produce a sizeable increase
in the number of people employed in the sector. ‘

III. PROJECT DESCRIPTION

A. Background

Upon being approached by FONDOMICRO for assistance,
Mission staff, along with FONDOMICRO personnel, undertook a series
of analyses of wvarious matters related to FONDOMICRO and its
prospects. Some of the areas analyzed were:

- credit needs, of the ISME sector;

- existing credit management capabilities of NGOs
serving the ISME sector;

- potential/possible availability of support for
FONDOMICRO and its program from other donors, and
from the commercial banking sector;

- estimated time and costs associated with developing
all administrative, organizational, and programmatic
capabilities FONDOMICRO will require in order to
function with maximum effectiveness; and

- estimated time and costs associated with assisting
NGOs to upgrade their administrative and
programmatic capabilities to levels necessary.

Based upon these anaiyses, it was determined that a
project entailing a 7-year period of assistance to FONDOMICRO, and a
grant of $7,250,000, would be required if the proposed project
objectives were to be attained. Funds and other assistance to be
provided by AID will catalyze the availability of additional
financial resources for the ISME sector from other sources, both
public and private. The emergence of FONDOMICRO as a strong and
capable organization will provide the means through which concerted
and continuing efforts can be made to secure credit funds needed by
the ISME sector, as well as the me2ans for helping to assure that
funds are used to optimum effect.

During the life of the project, in addition to funds
provided through the AID grant, it is anticipated that FONDOMICRO
will be able to raise the US dollar equivalent of between $20-25
million in additional credit resources for the ISME sector, and that
by the end of the project, total availability of "formal" credit for
the ISME sector will have increased from the present $5 million to a
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new level of $30 million. Total number of ISME operators having
access to realiably available, reasonably priced credit will have
increased from the present 10,000 to approximately 36,000. The
credit will be being channelled through loans FONDOMICRO will be
making to some six to ten NGOs which ."re operating sizeable and
effective credit programs.

!

B. Project Goal and Purpose

The project's goal is to increase the productivity and
employment generation of the informal small and micro enterprise
sector in the Dominican Republic. It is expected that through this
project, 30,000 new permanent jobs will be generated by the ISME
sector. '

The purpose of the project is to develop FONDOMICRO into
a viable, financially self1sgsta1n1ng organization which can :
efficiently provide the financing and related credit program
management assistance needed by NGOs operating credit programs for
the ISME sector. FONDOMICRO is to be a permanent organization. {
During the life of this project, it is ant1c1pated that it may be
able to generate up to about $30,000,000 in new credit resources for
the ISME sector. FONDOMICRO will be sufficiently well established
by the end of the project that its portfolio, and the portion of the
ISME sector being covered by its credit will continue to grow
independently of any assistance from AID.

C. Project Components and Outputs

Project outputs are broken down into the following three
components:

-~ development and strengthening of FONDOMICRO's internal
institutional capability;

~ development and implementation of FONDOMICRO's credit
program; and

- development and implementation of FONDOMICRO's
capability to provide credit management assistance to
NGOs servicing the ISME sector.

Detailed information on activities to be carried out, and
outputs produced, under each of these component follows.

1. Strengthening FONDOMICRO

FONDOMICRO is a new organization which is charged with
carrying out a program that will lead to very substantial benefits
for the ISME sector. Being able to competently and effectively
‘carry out all activities called for under the project will require
the development of new capabilities within the organization, as well
as the strengthening of existing capabilities.
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Principal institutionalbstrengthening activities to be
undertaken include:

a. Development of Adequate and Appropriate Office

Facilities .

7

FONDOMICRO at present is functioning in borrowed
office space with extremely limited resources. Its ability to carry
out the range the functions with which it is charged will require
that the organization possess appropriate office facilities, with a
complete range of office equipment (computer, fax machine, copiers,
etc.). An early task to be accomplished under the project will be
the acquisition of appropriate office facilities and equipment. It
is anticipated that this task will be completed well before the end
of the first year of the project.

b. Development and adoption of all necessary
administrative systems and procedures

The administrative systems and procedures (i.e.,
personnel, travel, filing, document control, property, procurement
and maintenance, services procurement, accounting and financial
control, etc.) currently being employed by FONDOMICRO, while
basically adequate for the level and range of activity heretofore
carried out by the organization, will require modification and
strengthening in order to accommodate the expanded range of
activities FONDOMICRO will carry out under this project. A review
of the adequacy of all existing systems and procedures governing
FONDOMICRO's administrative operations and financial control systems
has been undertaken, and necessary modifications to existing systems
will be made. Standard operating procedures will be developed for
each of the systems and included in an Administrationi{Manual.

c. Development of Appropriate Staff Capability

In order to carry out its full range of project
functions FONDOMICRO will require a staff of seven to ten
individuals, and that key staff members will have to be on board and
functioning shortly after the project commences. Staff positions
which are needed to carry out the project include:

Executive Director

Director of Financial Support Services .
Director of Client Services and Research
Chief of Administration and Information
Accountant :
Administrative Assistant/Office Manager
Secretary/Receptionist

Driver/Messenger

Staffing composition may vary as operations get
underway depending on the qualifications and experience of each
staff member. In initial years of operation, FONDOMICRO may require
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fewer staff menrbers than those listed. As. the project proceeds over
the years, depending upon workload, it may be appropriate to expand
staff slightly (i.e., hire an assistant to the Director of Financial
Support Services, etc.). FONDOMICRO will endeavor, however, to keep
its staff as small as possible.

Salaries and other compensation offered to FONDOMICRO
staff will be adequate to assure that FONDOMICRO is able to attract
and retain the services of the exceptionally capable people that
will be required for the project to be successful. While staff
members, generally, will have all of the qualifications necessary to
carry out their functions at the time they are hired, it is
anticipated that they will benefit from periodic attendance at short
training courses in various areas relevant to FONDOMICRO's program.
Therefore, short training courses in such areas as administration,
finance and credit control will be prov1ded

d. Development of an Adequate Management
Information System (MIS).

Effective operation of FONDOMICRO's program will
both generate sizable amounts of information and require an MIS
capable of rapidly processing, storing and retrieving such amounts
of data. For example, FONDOMICRO will require readily available
information on: the size, nature, and functioning of NGOs operating
in the ISME sector; the policies, objectives, resource levels,
gender of borrowers, and access modalities of ten to twenty donor
agencies and commercial banks; past and existing grants and loans
from various sources; and the performance of past and outstanding
loans in the portfolio, with information on the gender of borrowers,
etc. Being able to reliably and quickly retrieve and analyze this
information will require the availability of a well-designed and
well-functioning computer-based MIS. During the first year of
project implementation, FONDOMICRO will arrange for the de51gn and
implementation of its MIS, and for the training of its staff in the
use and maintenance of its MIS.

2. FONDOMICRO's Credit Program

FONDOMICRO, essentially, is a finance institution.
Like all such 1nst1tutlons, its function is to mobillze financial
resources and make those resources available to others. Activities
carried out under this component, in accord with FONDOMICRO's
principal role as a finance institution, are the most ‘significant
under the project. Activities to be carried out include:

a. Development and adoption of detailed quidelines

governing the operation of the Credit Program. FONDOMICRO will
develop a manual which will contain detailed information on, and
codify:
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criteria to be used in assessing NGOs' eligibility
to borrow from FONDOMICRO. Criteria adopted will be
aimed at helping assure that loans are provided only
to NGOs which are acceptable credit risks, and which
will use borrowed funds appropriately and .
efficiently.

procedures to be followed in reviewing and making-
decisions on loan requects. Specific information
will be provided on: establishment and composition
of review committees, steps to be followed to avoid
cunflicts of interest, or appearances of same, when.
making decisions (i.e., procedures to be followed in
the event FONDOMICRO Board Members are also ‘
affiliated with NGOs seeking loans or Board Members
associated with banks lending to FONDOMICRO),
scheduling;of reviews, etc. These procedures will
also assure rconsideration of environmental issues
for proposed loans in order to minimize negative
impacts on the environment.

determining amounts that may be borrowed by
different NGOs, the maximum amount of the total
portfolio that may be borrowed by any individual
NGO, terms and durations of loans,
security/collateral requirements, etc.

procedures to ve followed in determining interest
rates and other charges FONDOMICRO will impose on
funds it lends, frequency with which rate structures
will be reviewed, special circumstances which may
allow "instant" adjustments to interest rates, etc.

procedures to be used in establishing and
maintaining a delinquent debt reserve.

procedures to be employed in follow1ng up on problem
loans,

procedures to be followed in providina "guarantees"
on loans made by private banks (or other
institutions) directly to NGOs.

procedures which will govern use of loan re-flows to
FONDOMICRO (i.e., determining amounts of re-flows
that can be used for purposes other than re-lending
such as using some interest earned for operating
expenses) . '

procedures to be followeéd 'in disposing of ‘
FONDOMICRO'S assets (especially its loan portfollo)
in the event of the dissolution of the organization.

—
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This manual will be developed and endorsed by
FONDOMICRO's Board of Directors during the early months of project
implementation. In addition, AID's acceptance and endorsement of
the document will be a Condition Precedent in the Coopertive
Agreement to disbursement of funds for the‘credit pregram. The
document will serve as a basic guide governing all aspects of
FONDOMICRO's lending program. It will be subject to modification as
experience dictates. p -

b. Providing loans to NGOs for on-lending to ISME
Operators. The number of loans FONDOMICRO makes and the amount of
the loans will depend on the level of resources available to
FONDOMICRO, the number of NGOs eligible to borrow from FONDOMICRO,
the amount of funds those NGOs require to meet the needs of their
clients, and the terms under which FONDOMICRO will be providing
loans (versus terms from competing sources that may be available to
the NGOs). It should be n¢t¢d that FONDOMICRO will compete in the
market for funds and its lending terms to the NGOs w1]1 necessarily
reflect market conditions.

At this point, however, based upon analyses of each
of the factors just mentioned, FONDOMICRO's plans for numbers of
loans, numbers of clients, and total amount loaned, by year, is as
follows:

No. of Loans No. of NGOs Total Amount

Year 1 2 2 $ 1.5 million
Year 2 4 4 ( $ 4.0 million
Year 3 8 6 « $ 7.5 million
Year 4 10 8 " $13.0 million
Year 5 10 9 $18.5 million
Year 6 12 10 $24.0 million
Year 7 12 10 $30.0 million

Because these estimates are subject to the vagarities of
many outside economic variables, they will be reviewed and updated
annually in accordance with prevailing conditions. In addition to
straightforward loans, it is also possible that FONDOMICRO will
provide credit assistance in the form of "guarantees" of loans
directly negotiated between NGO's and commercial banks. This is
discussed briefly in the "Technical Analysis" Annex (Annex D).

3. FONDOMICRO's Credit Management Assistance Program

This component addresses the needs of FONDOMICRO's
proposed clientele (i.e., the "market" for its loans). That market
is the NGOs currently operating credit programs for the ISME
sector. However, very few of them can, currently, be considered
credit-worthy by FONDOMICRO because of problems associated with:
their approach to credit, the control of their programs, and their
administration. As a result, the credit programs operated by many
of those NGOs are suffering 51gn1f1cant losses due to inflation,
non-repayment and inadequate lending policies. :
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Under this component, FONDOMICRO will provide
assistance needed by those NGOs whose loan requests are initially
turned down, to improve their capacity for administering credit
programs to the point where they are eligible to borrew funds from
FONDOMICRO. Assistance will be provided only to those¢ NGOs who
request the assistance. In addition, such assistance will be
provided only to NGOs whose philosophy and approach to the operation
of credit programs are such that assistance in the design and
administration of their credit programs will be likely to result in
successful, useful, and sustainable prcgrams (i.e., only those NGOs
whose programs are based upon the recovery of the full costs of
credit will be eligible to receive assistance). Under this
component technical experts will work with the individual NGOs to
improve areas where performance is weak and/or where the credit
program structure is inconsistent with FONDOMICRO's criteria for
providing credit. Areas of an NGO's credit program requiring
assistance will be determiped by FONDOMICRO through a "diagnostic"!
that will be conducted follow1ng refusal of the NGO's first loan
request to FONDOMICRO. It is estimated.that up to ten person-months
of assistance will be necessary to attain the operational capability
required to qualify an NGO fo. borrowing funds from FONDOMICRO. It
should be noted, however, that an NGO's acceptance and utilization
of such assistance will not automatically qualify that NGO to borrow
from FONDOMICRO. It must still demonstrate credit-worthiness
because loan approval decisions will be made strictly on the basis
of the NGO's ability to satisfy financial/credit criteria
established by FONDOMICRO for this purpose.

FONDOMICRO will attempt to recover some of the costs
it incurs in providing assistance to NGOs by charging  fees or
through imposition of supplementary charges on loans made to NGOs
receiving such assistance. Due to the costs involved; it is
anticipated that FONDOMICRO will not carry out the program beyond
the life of the project unless other outside sources of donor
financing are found. The process for planning and implementing an
assistance effort for an NGO's credit program is described below.

a. Planning assessments of NGO credit program
operations. Following rejection of a loan request an NGO can
request assistance to improve the operatlon of its credit precgram.
Before providing assistance and in ordzsr to respond most usefully,
FONDOMICRO will first conduct a dlagnostlc on the NGO}s program,

The findings of the diagnostic, including recommendations for
improvement and suggestions regarding assistance requirements will
be drawn up and presented to the NGO. In most cases this diagnostic
will be conducted by experts contracted by FONDOMICRO. If the NGO
agrees with the conclusions and recommendations of the diagnostic, a
memorandum of understanding (MOU) between the NGO and FONDOMICRO
regarding the assistance will be prepared,and signed. The MOU will
commit FONDOMICRO to provide a certain package of assistance and
will commit the NGO to work collaboratively to implement the
recommendations made.
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b. Implementing Credit Management Assistance
Programs for NGOs. The assistance programs to NGOs will consist
principally of the services of technical experts who will work with
the NCOs to improve areas where need for such imr -vement has been
identified in the diagnostic. The technical expe.cs will be
ccatracted as the needs arise through the AID/Washington-managed -
"GEMINI project." See Section VI.A.l. for more detailed
discussion. It is anticipated that assistance will be provided in
such areas as credit policy, interest rate structure and
accounting. FONDOMICRO may choose also to provide some limited
commodity assistance (i.e., a computer) to some NGOs to assist them
to improve operations and/or may sponsor participation of some staff
of some NGOs at selected training courses. It is anticipated that
FONDOMICRO will conduct credit management assistance programs for
approximately 12 NGOs during the life of the projc=:t, in accordance
with the following schedule:

by

Year 2 programs
Year 2 - 3 programs
Year 3 - 3 programs
Year 4 - 2 programs
Year 5 - 1 program
Year 6 - 1 program

For planning purposes it is assumed that not all of the credit
assistance programs will result in loan request ultimately being
approved by FONDOMICRO and not all NGO's will require a program.

For further discussion see the Administrative Analysis in Annex C.

D. Project Inputs

The project will be implemented through a Cooperative
Agreement with FONDOMICRO. Under the Cooperative Agreement, AID
will provide a grant of $7,500,000 to FONDOMICRO. The funds will be
used as follows:

- a total of $3,500,000 will be used by FONDOMICRO for
on-lending. It is anticipated that these funds will be drawn down
and disbursed by FONDOMICRO over the entire life of the project;

- a total of $2,029,000 will be used for procuring
technical assistance for the project. The two principa? sources of
TA will be: a) the AID/Washington-managed "GEMINI Project"; and b)
a PSC Project Advisor. Of the $2,029,000 for TA, about $1,025,000
will be for cost of assistance provided by GEMINI and $1,004,000
will be for the services of the PSC Project Advisor;

Lt
ks
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- a total of $276,000 will be used for procuring
commodities. Approximately $170 000 will be for commodities to be’
used direci.y by FONDOMICRO. These include: two vehicles
($46,000), twc computers and related hardware and software
($30,000), two motorcycles ($5,000), office equipment and
furnishings ($69,000), generator and Uninterruptable Power Supply
($20,000). Also, $106,000 will be used for procuring computer
hardware and software to be distributed by, FONDOMICRC to selected
NGOs which are operating credit programs for the ISME sector to
improve their financial managmenet systems;

- a total of $190,000 will be used - >r short-term
training of FONDOMICRO staff and staff members of FONDOMICRO's
client NGOs.

- a total of $820,000 will be used for meeting some of
FONDOMICRO's operational cpsts. FONDOMICRO's dependence on the
grant tc meet its operational costs is expected to decline as the
project proceeds and FONDOMICRO's ability to generate revenue from
its lending portfolio increases.

In addition to the resources provided by AID, the
equivalent of US$2,000,000 will be provided to FONDOMICRO by the
GODR (from local currency resources generated from AID
contributions). It is also expected that the equivalent of some
US$8,000,000 will be made available through an IBD loan, and that
some US$2 500,000 in grant funds will be provided from other
bilateral donors. FONDOMICRO will borrow up to the equivalent of
US$14,000,000 from domestic capital markets. All of these furnds
will be used for on-lending. FONDOMICRO also expects to generate an
operating surplus from its lendlng operations of abou* $2,500,000
over the life of the project which will also be used For on-lendlng.

A
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Iv. PROJECT IMPLEMENTATION

A. Project Initiation

This project will be 1mp1emented through a |Cooperative
Agreement (CA) with FONDOMICRO. It is anticipated that the CA will
be executed within 30 days of the authorization of this project.
The CA will call for AID to incrementally fund the project and for
FONDOMICRO to carry out all activities discussed in this project
paper.

The terms of the CA will allow FONDOMICRO to immediately
obtain funds for technical assistance, and upon its satisfaction of
certain basic requirements having to do with its legal status, the
authority of its offlcers, financial controls for grant funds, etc.,
for operational costs. Funds needed for operation of its credit
program will be available ypon its satisfaction of additional
requirements. (See section on "Conditions and Covenants" for
further information on these requirements.)

B. Project Administration and Management

FONDOMICRO will be responsible for establishing needed
office facilities, hiring needed staff, establishing necessary
administrative and financial control systems, precisely defining
terms and conditions under which it will offer credit, seeking and
obtaining credit funds from various sources, assessing
credit-worthiness of various NGOs seeking to borrow funds, designing
and providing credit program management assistance packages for
various NGOs, making loans and collecting repayments. In carrying
out these activities, it will be assisted by experts whose services
will be procured through a buy-in from the (AID/W) GEMINI Project,
and through a Direct AID contract (the ISME Program Manager). AID
will directly arrange for these two procurements using funds
provided through the Cooperative Agreement.

Implementation of the project will be monitored, and
assisted, principally by the Private Enterprise Division (PED) of
USAID/DR. PED will identify and arrange for contracting of an ISME
Program Manager to serve as the AID Micro and Small Business Program
Manager for the project, and to provide technical input on all
significant project matters. Support in project implementation will
also be provided by the Mission's Contracts Office, which will give
advice on procurement matters, by the Controller's Offlce, which
will arrange for periodic audits, and the Project Development and
Implementation Support Office.

C. Procurement Plans

1. Technical Assistance

Principal sources of technical assistance required
by FONDOMICRO will be: a) the worldwide GEMINI Project being
implemented by the Science and Technology Bureau, AID/W, and b) an
ISME Program Manager.

ri' .
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Approximately half of the.TA person-mdnths will be
provided by Dominican nationals whose services will be arranged by a
Dominican organization under a sub-contract from the GEMINI Project.

' The buy-in will call for prov151on of services from
the GEMINI Project over a four-year period. It is hoped that
assistance from the GEMINI Project can start within thirty days of
the execution of the CA. (See Annex L, Statement of WOrk Technical
Asslstance to FONDOMICRO And Its Cllents)

- Assistance of the ISME Program Manager will be
pFocured on a personal services basis, directly by AID. In addition
to providing technical advice and assistance to FONDOMICRO on all
matters relating to attainment of project objectives, this
individual will also serve as the AID Project Manager for the
project. He/she will work,out of offices in AID's Private
Enterprise Division. It is planned that this individual's services
will be available for the entire life of the project. Initially,
the individual will be contracted for a two-year period, which will
be executed within sixty days of the execution of the CA. The
proposed scope of work describing in detail the duties and
responsibilities of this individual is contained in Annex C
Administrative (Institutional) Analysis, Scope of Work, Micro and
Small Business Program Manager. :

Additional information on both the GEMINI Project
and the ISME Program Manager can be found in Annex C Administrative
(Institutional) Analysis.

2. Commodities

Commodity procurement will not constitute a major
activity under the project. Essentially, the only items required
will be vehicles and office equipment required by FONDOMICRO to
become fully operational, and some computers and accessories
required by FONDOMICRO's clients. Total value of these commodities
comes to about $276,000.

The procurement of many commodities required under
the project will be undertaken by the GEMINI Project. However,
vehicles and office furnishings will be procured directly by
FONDOMICRO. All office equipment required by FONDOMICRO, and one of
the vehicles it requires, will be procured within six months of the
execution of the CA. Computers and accessories required by
FONDOMICRO's clients will be procured by the end of year three of
the project by GEMINI.

3. Training

FONDOMICRO will sponsor the participation of both
its own staff and selected staff members of client NGOs in .
short-term courses, seminars and workshops’ to be held in the U.S.
and in-country. Over the life of the project, it is anticipated
that up to 250 individuals will have benefitted from about 280
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person-months of short-term training in a number of areas relevant
to the operation of successful credit programs.

All offshore training (about twenty individuals/ten
person- months) will be arranged by the GEMINI Project, and financed
through the buy-in with that organization. .

In the case of in-country training, several options
will be used: »

- FONDOMICRO will organize and conduct training, and will
directly pay some or all of the costs associated with the
training (i.e., rental of training facilities, payments
to instructors, allowances for participants, etc.),

- FONDOMICRO may‘contract or provide a sub-grant to a
training program;,

- FONDOMICRO may merely sponsor the participation of
particular individuals in training programs organized and
conducted by other organizations.

Most off-shore training will occur before the end of year
three of the project. In-country training will occur throughout the
life of the project. '

4. Evaluations and Audits i

Evaluations of the project are to be carried out at
the end of years three and six of the project period. The former
evaluation will be largely a "process" type evaluation, while the
latter will attempt to measure impact of the project. The
evaluations will be carried out by selected and contracted directly
by AID entities. It is estimated that the evaluations will cost
about $90,000 each.

The project will be audited at least three times
during implementation; at the end of year two, at the end of year
four, and mid-way during the final year of implementation. Firms to
carry out the audits will be selected and contracted directly by
AID. Each audit is expected to cost approximately $5q,000.

D. Key Implementation Events by Date

30 June 90 - Project Authorization Signed.

12 July 90 - Cooperative Agreement Signed.

20 July 90 - PIL No. 1 sent to Grantee

30 July 90 - Initial CPs satisfied.

15 August 90 - PIO/T providing funds for buy-in
with GEMINI Project executed.

30 August 90 - ISME Credit Specialist/Project
Manager selected and contract
executed.

30 October 90 - CPs relating to operation of

credit program satisfied.

,q;&‘
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E. ' Gray Amendment
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Documentation required to obtain
disbursement from STP submitted.
First "diagnostic" of NGO
applicant conducted and MOU
signed for provision of
assistance in Credit Program
Management.

All basic staff for the prOJect
hired and in place.

FONDOMICRO makes first loan to
NGO,

FONDOMICRO obtains first loan
from commercial bank.

Second loan to NGO made.

First CPM assistance program
completed. '

FONDOMICRO's MIS system fully
installed and operational.

‘Second MOU signed with NGO and
'CPM assistance program initiated.

3 loans made to 3 different NGOs
MOU with third NGO signed and

'CPM assistance program initiated.

Agreements formally signed with -
IBD for $8,000,000 loan.

Loan made to fourth NGG
FONDOMICRO audit conducted.
First evaluation of FONDOMICRO
conducted.

FONDOMICRO receives grant from
GTZ.

MOUs with three additional NGOs
signed and CPM assistance
program initiated.

Four loans made to 4 NGOs.
Loans made to 2 "new" NGOs.
MOUs with three additional NGOs
signed and CPM assistance
programs initiated.

TA Agreement with, i "successor"
Project to GEMINI Signed.

Audit of FONDOMICRO.

Evaluation of FONDOMICRO.

Final evaluation of FONDOMICRO.
Project ends.

It is expected that for all goods and services procured
under the project, AIDs Gray Amendment Officer will reView the
procuring process to determine that sufficient attention has been
given to the hiring of women and other minorities. Specifically,
every attempt will be made in the selection of the ISME Program
Manager and for firms in carrying our evaluations and audits to meet
Gray Amendment goals.

&
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V. EVALUATION, AUDITS, AND MONITORING

A. Evaluation

Evaluations and audits will serve as an integral part of
vroject implementation. They will be scheduled and structured in
accordance with AID policy. A mid-term evaluation, conducted by an
outside contractor, will be held during the third year of project
implementation. This evaluation, which will focus on "process",
will attempt to: a) ascertain the precgress of the proiect in
meeting project objectives; b) identify significant problems areas
or constraints which may inhibit such attainment; c) assess
FONDOMICRO's management effectiveness; and d) assess the utility of
the technical assistance contractor's role and the contribution it
is providing in meeting project objectives. Corrective actions, as
necessary, will be recommenpded by the evaluators.

Some specific questions and issues which the evaluators
will address are as follows:

a) Have the credit management capabilities of NGOs
serving the ISME sector improved due to project activities? How
effectively have the NGO's utilized their loan funds? What are
their loan default rates? Have they taken into account potential
negative environmental impacts in their loan approvals?

b) Are the administrative, organizational, and
programmatic capabilities of FONDOMICRO adequate? What areas need
further improvement? 1Is the project as currently designed and
implemented effective in assisting FONDOMICRO in these areas?

c) Has FONDOMICRO been successful in obtaining funds
from other donors and from domestic capital markets? Is this
support at the level contemplated for this point of project
implementation?

d) Is FONDOMICRO generating enough revenue from its
lending program to allow it to meet planned share of costs incurred
in the operation of its program?

A second and final evaluation will be held during the
sixth year of the prcject implementation. The evaluation will
attempt to ascertain the overall impact of FONDOMICRO on the ISME
sector - i.e. have credit resources made available by FONDOMICRO
resulted in expanded employment?

B. Audits
The project will undergo at least three audits during the

implementation period. These will occur at the end of year two, the
end of year four, and mid-way during year seven.
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C. Monitoring

Project implementation will be monitored principally by
the Private Enterprise Division (PED) of USAID/DR. PED will
identify and arrange for contracting of an ISME Credit Specialist to
serve as the AID Project Manager for the project, and to provide
technical input on all significant project matters. A description
of this individual's principal functions is included in the section
on "Technical Assistance” included in the Administrative Analysis
Annex. Support in project monitoring will also be provided by the
Controller's Office, which will arrange for periodic audits, and thne
Project Support Office, which will assist in arranging and
implementing evaliuations of the project.
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VI. COST ESTIMATES AND FINANCIAL PLAN

A. Cost Estimates

Funds provided for this project will be used,
essentially, for two purposes:

1) tc meet costs associated with enhancing the capacity
of FONDOMICRO and its client NGOs to operate
sizeable and effective credit programs;

2) to meet the credit the needs of the ISME sector.

Most of the costs associated with No. 1, above, will be
met by AID with resources provided through this project. FONDOMICRO
itself, will also contribute some of the funds required.

AID project funds will also be used for meeting the
credit needs of the ISME sector (No. 2, above). Funds for this
purpose will also be obtained from the GODR, the Interamerican
Development Bank, other bilateral donors, and the commercial banking
sector in the Dominican Republic. Funds provided by AID and by
other bilateral donors will be on a grant basis, while funds
provided from other sources will be cn a loan basis.

The following chart summarizes anticipated sources and
uses of all funds to be expended during the project.

Organizaticnal ISME

Development Credit Total

AID Grant $3,750,000 $ 3,500,000 $ 7,250,000
GODR (STP) $ 2,000,000 $ 2,000,000
IBD $ 8,000,000 - $ 8,000,000
Bilateral Donors $ 2,500,000 $ 2,500,000
Commercial Banks $14,000,000 $14,000,000
FONDOMICRO $1,102,800 $ 3,288,200 $ 4,391,000

Total $4,852,800 $33,288,200 $38,141,000

With the exception of funds provided  through the AID
Grant, figures indicated above reflect US$ equivalent. Actual
contributions will be in Dominican pesos.

&
R
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As shown in the chart, it is anticipated that $3,750,000
of AID-provided funds will be used for meeting organizational
development expenses, and $3,500,000 for credit purposes. While it
is possible that, as spec1f1c needs of the project become more clear
over time, the amounts allocated for the two broad purposes may vary
from what is presented above, currently AID Grant funds are expected
to be expended as follows:

1. Technical Assistance.

Approximately $1,026,100 will be used to finance
technical assistance from a "buy-in" with the GEMINI Project
(AID/W). Approximately 100 person-months of TA will be obtained
through GEMINI, of which 3 erson-months will be used for
strengthening various aspects of FONDOMICRO’s internal operations,
and 70 person-months will be used for strengthening the credit
management capabilities of FONDOMICRO’s NGO clients. Of the 100
person-months, approximately 30 months will be long-term (resident)
TA, and the balance short-term TA. The GEMINI Technical Assistance
Team Leader will report to the Executive Director of FONDOMICRO.

Approximately $1,003,900 will be used for financing
the services of an ISME-Credit Specialist who will be contracted
directly by AID to provide advice and assistance to FONDOMICRO, and
function as the AID Project Manager over the life of the project.

It is anticipated that this individual’s services will be required
on a full-time basis over the first three years of the project’s
life, and on a half-time basis for the subsequent four years.

During that latter portion, the individual’s services will be shared
with another project such as Industrial Linkages (517-0252).

2. Commodities.

A total of approximately $276,600 will be expended
for procurement of commodities. Of this, $172,800 will be used for
upgrading FONDOMICRO’s office facilities and to procure vehicles
needed by FONDOMICRO. $103,800 will be used bv FONDOMICRO to
procure computers and related equipment which will be provided to
selected NGOs to assist them in upgrading their credit program
management capability. It is anticipated that some commodity
procurement under this project will be accomplished by the TA
contractor. Following is a listing of commodities which will be
procured for the project:

To be used by FONDOMICRO:

Item Estimated Cost
- 2 vehicles - . $ 46,000
- 2 motorcycles 5,000
- 2 computers with accessories 30,000
- Office equipment and furnishings : 71,800
- Generator and UPS . 20,000

Sub~-total - $172,800



-33-

Item ' Estimated Cost

- 6 computers and accessories $103,800
Total $276,600

3. Training

Approximately $190,400 will be used for training
FONDOMICRO staff and the staffs of FONDOMICRO’s NGO clients in short
courses, seminars, study tours, etc. over the life of the project.
These funds will cover costs of travel, tuition, etc. Most offshore
training (estimated cost $106,700) will be arranged by and funded
through FONDOMICRO’s buy-in with the GEMINI Project. In-country
training (estimated cost $83,700) will be arranged either by the
GEMINI Project, or directly by FONDOMICRO.

4. FONDOMICRO'Oberational Costs

FONDOMICRO’s operational costs include: staff
salaries and benefits, staff travel, office rent and Waintenance,
utilities, telephone and communications, vehicle operation and
maintenance, office supplies, etc. It is anticipated that these
costs will range from about $240,000 annually in the first 1-2 years
of the project, and go up to about $307,000 annually by the end of
the project. The total amount expended for FONDOMICRO’s operational
costs over the life of the project is expected to be $1,922,500. Of
this amount, the AID Grant will cover $819,700. The balance of
$1,102,800 will be met by FONDOMICRO itself using funds it generates
through the operation of its credit program. The percentage of
FONDOMICRO’s operational costs met by AID funds will decline each
year over the life of the project, while FONDOMICRO’s, share
increases.

5. FONDOMICRO Credit Program

A total of $3,500,000 in AID Grant funds will be
used by FONDOMICRO for on-lending to its clients. The Grant funds
to be used for credit will be drawn down and disbursed by FONDOMICRO
as they are required to meet credit demands of its clients. 1In
drawing down the funds, FONDOMICRO will consider availability and
cost of funds from other sources which it may use for on-lending and
the desirability that rates it imposes upon its lending funds be as
stable as possible over time. At this point, plans are that
AID-provided credit funds will be drawn down by FONDOMICRO
throughout the life of the project.

6. Evaluations and Audits

A total of $433,300 will be used for evaluations and
audits over the life of the project. AID will directly contract for
these services.
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TABLE I SUMMARY COST ESTIMATE AND FINANCIAL PLAN (US$000)

{OTHER| |
[eeemomonn-- USAID-==-emnunnn | [-GOOR-|  |FONDOMICRO| -LOC MKT- -|SOURCES|[|  PROJECT

BUDGET ELEMENT Lc FX TOTAL Lc Lc Lc Lc TOTAL
GEMINI BUY-IN

TA TO FONDOMICRO 0.0 263.5 263.5 0.0 0.0 0.0 0.0 263.5

TA TO NGO’S 0.0 762.6 762.6 0.0 0.0 0.0 0.0 762.6

OFFSHORE TRAINING 0.0 106.7 106.7 0.0 0.0 0.0 0.0 106.7

COMMOD I TIES/FONDOMICRO 0.0 101.8 101.8 0.0 0.0 0.0 0.0 101.8

COMMOD I TIES/NGO’S 0.0 103.8 103.8 0.0 0.0 0.0 0.0 103.8
IN-COUNTRY TRAINING 83.7 0.0 83.7 0.0 0.0 0.0 0.0 83.7
COMMODITIES

VEHICLES 0.0 46.0 46.0 0.0 0.0 0.0 0.0 46.0

FURNITURE /MOTORCYCLE 25.0 0.0 25.0 0.0 0.0 0.0 0.0 . 25.0

r

FONDOMICRO OPER. COSTS

SALARIES 553.7 0.0 553.7 0.0 746.2 0.0 0.0 1,299.9

OFFICE 90.5 0.0 90.5 0.0 121.3 0.0 0.0 211.8

TRAVEL 108.6 0.0 108.6 0.0 145.5 0.0 0.0 254.1

OTHER 66.9 0.0 66.9 0.0 89.8 0.0 0.0 156.7
AID/FONDOMICRO ADVISOR 0.0 1,003.9 1,003.9 0.0 0.0 0.0 0.0 1,003.9
CREDIT 3,500.0 0.0 3,500.0 2,000.0 3,288.2 14,000.0 10,500.0 33,288.2
EVALUATION/AUDIT 185.2 248.1 433.3 0.0 0.0 0.0 0.0 433.3
TOTAL PROJECT COSTS 4,613.6 2,636.4 7,250.0 2,000.0 4,391.0 14,000.0 10,500.0 38,141.0
% OF PROJECT COSTS 12.1% 6.9% 19.0% 5.2% 11.5% 35.7% 27.5% 100.0%

USAID LC = US DOLLARS USED TO PURCHASE PESOS FY1991 DOLLARS AND PESOS USED AS BASIS OF .BUDGET.
FX = OFFSHORE EXPENDITURES IN US$ THEREFORE INFLATION FACTOR BEGINS IN YEAR 2
LC = LOCAL CURRENCY (RD$) FROM LOCAL SOURCES

—fzg_



TABLE 11 ESTIMATED EXPENDITURES BY ELEMENT BY PROJECT YEAR (US$000)

] YEAR 1 i ] YEAR 2
1]------ USA(D-----~ { |-GOOR--| |FONDOWICRO] | LOC MKT | [OTHER SOURCES] [TOTAL| |{------ USAID------ | [-GOOR--| [FONDONICRO| [--LOC MKT--|[OTHER SOURCES| |[TUTAL|
BUDGET ELEMENT | e X Le Le Le Lc I e X Le Lc Lc Le
------------------------ '--------- “eemmeece accesests ccecrveccmne ecemcmcceces cmcmmecdccemean ------.-.I--------- “eseeccee mmccemccs cscccccccecn csscccseccecs vemcescccceemes cemmeeman
CEMINI BUY-IN | |
TECHNICAL ASSISTANCE | ]
TO FONDOMICRO | 0.0 129.2 0.0 0.0 0.0 0.0 129.2 | 0.0 134.3 0.0 0.0 © 0.0 0.0 134.3
10 NGO'S | 0.0 9.2 0.0 0.0 00 0.0 9.2 | 0.0 95.5 0.0 0.0~ 0.0 0.0 95.5
OFFSHORE (RAINING ] 0.0 19.9 0.0 0.0 0.0 0.0 19.9 1 0.0 20.6 0.0 0.0} 0.0 0.0 20.6
COMMODITIES i i
TO FONDOMICRO I 0.0 101.8 0.0 0.0 0.0 0.0 101.8 § 0.0 0.0 0.0 0.0 0.0 0.0 0.0
10 NGO’S | 0.0 0.0 0.0 0.0 0.0 0.0 0.0 | 0.0 3.7 0.0 0.0 0.0 0.0 3.7
TOTAL FOR BUY-IN ] 0.0  260.1 0.0 0.0 0.0 0.0  250.1 | 0.0 284.1 0.0 0.0 0.0 0.0  284.1
I |
IN-COUNTRY TRAINING [ 0.0 0.0 0.9 0.0 0.0 0.0 00| 225 0.0 0.0 0.0 0.0 0.0 2.5
l |
COMMODITIES | !
VEMICLES | 0.0 46.0 2.0 0.0 0.0 0.0 46.0 | 0.0 0.0 0.0 0.0 0.0 0.0 0.0
FURNITURE/MOTORCYCLES |  25.0 0.0 0.0 0.0 0.0 0.0 2.0 | 0.0 0.0 0.0 -0.0 0.0 0.0 0.0
! !
FONDOMICRO OPER- COSTS | I
SALARIES | 162 0.0 0.0 0.0 0.0 0.0 166.2 | 170.7 0.0 0.0 0.0 0.0 0.0 170.7
OFFICE | 258 0.0 0.0 _, 0.0 0.0 0.0 2.8 27.9 0.0 0.0 0.0 0.0 0.0 27.9
TRAVEL | 322 0.0 00 0.0 0.0 0.0 3.2 335 0.0 0.0 0.0 0.0 0.0 33.5
OTHER | 19.8 0.0 0.0 0.0 0.0 0.0 1981 206 0.0 0.0 0.0 0.0 0.0 20.6
TOTAL i 263.0 0.0 0.0 0.0 0.0 0.0  243.0]| 252.7 0.0 0.0 0.0 0.0 0.0  252.7
| |
AID/FONDOMICRO ADNISOR | 0.0 182.2 0.0 0.0 0.0 0.0 182.2 | 0.0 129.5 0.0 0.0 0.0 9.0 129.5
| - |
CREDIT | 500.0 0.0 1,000.0 5.5 0.0 N 0.0 1505.5 | 800.0 0.0 1,000.0 125.7 700.0 0.0 26%5.7
| |
EVALUAT JON/ALD1 T | 0.0 0.0 0.0 0.0 0.0 0.0 0.0] 56.2 0.0 0.0 0.0 0.0 0.0 56.2
frommmees oo ceeeeee == - e e
| |
TOTAL PROJECT COSTS | 768.0  488.3  1,000.0 5.5 0.0 0.0 2261.8 ] 1,131.4  473.6 1,000.0 15.7 700.0 0.0 - 3430.7
l i

]
|
AlD LC = US DOLLARS USED TO PURCHASE PESOS
FX = OFFSHORE EXPENDITURES IN USS
LC = LOCAL CURRENCY (RDS) FROM LOCAL SOURCES
.~ FY 1991 DOLLARS AND PESOS USED AS BASIS OF BUDGET. THEREFORE IMFLATION FACTOR BEGINS IM YEAR 2
N

<
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TABLE II EXTIMATED ENPENDITURES BY ELEMENT BY PROJECT YEAR (US$000)

| YEAR 3 | YEAR &

H----- ~USAID-----~ | 1-GooR--| |FOMDOMICRO] {--LOC MXT--][OTHER SOURCES| {TOTAL] {]----- ~USAID-----~ | |-GOOKR--| |FOMDOMICRO| [--LOC MKT--|[OTHER SOURCES| |TOTAL|
BUDGET ELEWENT | LC FX e te te Lc | FX Lc Lc L L )
---------------------- I------.-. See-esets cmmceeccen mcrmcsecccne cecececcccen eccsmemcesteccn mmeaccaae '--------- Sesessses eecccccre meccccccsscr cecececmcncss wecccececsemcer weeseecan
GEMINI BUY-IN | I
TECHNICAL ASSISTANCE| | .
TO FONDOMICRO 1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 | 0.0 0.0 0.0 0.0 #0.0 0.0 0.0
TO NGO’S ] 0.0 238.2 0.0 0.0 0.0 0.0 238.2 | 0.0 i&T1.9 0.0 0.0 = 0.0 0.0 267.9
OFFSHORE TRAINING | 0.0 20.6 0.0 0.0 0.0 0.0 20,6 | 0.0 2.4 0.0 0.0 : 0.0 0.0 2.4
COMMOD I TIES i !
TO FOMDOMICRO ] 0.0 0.0 0.0 0.0 0.0 0.0 0.0 | 0.0 0.0 0.0 0.0 0.0 0.0 0.0
10 NGO’S 1 0.0 70.1 0.0 0.0 0.0 0.0 7.1 | 0.0 0.0 0.0 0.0 0.0 0.0 0.0

TOTAL FOR BUY-IN | 0.0 328.9 0.0 0.0 0.0 0.0 328.9 | 0.0 270.3 0.0 0.0 0.0 0.0 270.3
| | . .

IN-COUNTRY TRAINING | 23.3 0.0 0.0 0.0 0.0 0.0 33 ] 12 0.0 0.0 0.0 0.0 0.0 1221
| l

COMHODITIES ] |

VERICLES | 0.0 0.0 0.0 0.0 0.0 0.0 0.0 | 0.0 0.0 0.0 : - 0.0 < 0.0 0.0 0.0
FURNI TURE /MOTORCYCLE | 0.0 0.0 0.0 0.0 0.0 - 0.0 0.0 | 0.0 0.0 0.0 0.0 0.0 0.0.. 0.0
| | :

FONDOMICRO OPER. COSTS| | -

SALARIES | 1065 0.0 0.0 na 0.0 0.0 7.6 | 19 0.0 0.0 110.8 0.0 0.0 184.7
OFFICE 1 174 0.0 0.0 PRI 0.0 0.0 2.0 | 121 0.0 0.0 18.1 0.0 0.0 30.2
TRAVEL 1 20.8 0.0 0.0 * 13,9 0.0 0.0 3%.7 | 4.5 0.0 0.0 21.7 0.0 0.0 35.2
OTHER | 129 0.0 00 85 0.0 0.0 214 | 9.0 0.0 0.0 13.4 0.0 0.0 2.4

TOTAL | 157.6 0.0 0.0 105.1 0.0 0.0 262.7 | 109.5 0.0 0.0 164.0 0.0 0.0 2735
i |

AID/ECNDONICRO ADVISOR| 0.0 197.1 0.0 0.0 0.0 0.0 197.1 | 0.0 102.5 0.0 0.0 0.0 0.0 102.5
| - |

CREDIT | 700.0 0.0 0.0 212.0 800.0 2000.0 3712.0 | 500.0 0.0 0.0 425.6 2,000.0 3000.0  5925.6
| !

EVALUAT 108/AUDT T | 0.0 102.6 0.0 0.0 0.0 102.6 | 0.7 0.0 0.0 0.0 0.0 60.7
fommmmroe e e e e e s s [ommmm e e e e e e e
| |

TOTAL PROJECT COSTS | 880.9  628.6 0.0 317.1 800.0 2000.0 4625.6 | 632.3 3728 0.0 589.6 2,000.0 3000.0  6544.7
| |
I

N

/
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OUDGET ELEMENT |

GEMIND BUY-1N i
TECRNICAL ASSISTANCE|
T0 FOMDOMICRO I

10 ¥GO’S |
OFFSKORE TRAINING |
COMMODITIES |
TO FONOOMICRO !

0 #G0’S |
TOTAL FSx BUY-IN |
|

IN-COUNTRY TRAINING |
|

!

!

COMMODITIES
VENICLES
FURNTTURE /MOTORCYCLE |
|
FONOOMICRO OPER. COSTS|
SALARIES }
OFFICE
TRAVEL
OTHER
TOTAL

|

!

|

!

|

AID/FONOGHICRO ADVISOR |
|

CREDST I
|

|

EVALUATION/AUDL T

TOTAL PROJECT COSTS

TABLE 11 EXPENDITURES BY ELEMENT BY PROJECT YEAR

YEAR 5

feuu-- ~USAID------ | [-GoOR-~] FOMDOMICRO} |--LOC MKT--||OTHER SOURCES| |TOTAL|

te X te tc e e
0.0 0.0 0.0 0.0 0.0 0.0 0.0
0.0 7.8 0.0 0.0 0.0 0.0 718
0.0 2.2 0.0 0.0 0.0 0.0 3.2
0.0 0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0 0.0
0.0  195.0 0.0 0.0 0.0 0.0  195.0
12.6 0.0 0.0 0.0 a.0 0.0 2.6
0.0 0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 - 0.0 0.0 0.0
38.4 0.0 0.0 1569 0.0 0.0 1953
6.3 0.0 0.0 - N 0.0 0.0 314
7.6 0.0 0.0 2 304 0.0 0.0 37.7
4.6 0.0 0.0 _ 18.6 0.0 0.0 2.2
56.9 0.0 0.0 230.7 0.0 0.0 2876
0.0  106.6 0.¢ 0.0 0.0 0.0  106.6
500.0 0.0 0.0 628.5 2,500.0 2,500.0 61285
0.0 0.0 0.0 0.0 0.0 0.0
569.5  301.6 0.0 859.2 2,500.0 2,500.0 6730.3

(UsS$000)

| T YEAR 6
J]--==-- USAID-~~--~ | [-GooR--] |FowDomMICRO! {--L0C MKT-- | JOTHER SOURCES| | TOTAL|
| te X Lc tc Lc Lc
Josmmmmmen emeeaes - 4 ccccesemcene cmaen . cetcceccmcamccs sscmcoana
|
I -
| 0.0 0.0 0.0 0.0 "0.0 0.0 0.0
I 0.0 0.0 0.0 0.0 * 0.0 0.0 6.0
I 0.0 0.0 0.0 0.0 0.0 0.0 0.0
1
{ 0.0 0.0 0.0 0.0 0.0 0.0 0.0
| 0.0 0.0 0.0 0.0 0.0 0.0 0.0
i .0.0 0.0 0.0 0.0 0.0 0.0 0.0
|
1 13.2 0.0 0.0 0.0 0.0 0.0 13.2
!
|
! 0.0 0.0 0.0 0.0 0.0 0.0 0.0
| 0.0 0.0 0.0 0.0 0.0 0.0 0.0
|
|
l 0.0 0.0 0.0 199.7 0.0 0.0 199.7
{ 0.0 0.0 0.0 32.6 0.0 0.0 3.6
I 0.0 0.0 0.0 39.1 0.0 0.0 39.1
I 0.0 0.0 0.0 26,2 0.0 0.0 26.2
| 0.0 0.0 0.0 295.6 0.0 0.0 295.6
|
| 0.0 110.8 0.0 0.0 c.0 0.0 110.8
t
| 500.0 0.0 0.0 778.2 2,500.0 2,500.0 6278.2
l
| 3.0 0.0 0.0 0.0 0.0 0.0 0.0
| BRI e meeecccccten cemmccccceac eao

513.2 110.8 0.0 1,073.8 2,500.0 2,500.0 6697.8

PR
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TABLE II ESTIMATED EXPENDITURES BY ELEMENT BY PROJECT YEAR (USS000)

1 YEAR 7
Jfeeee-- USAID- ===~ | |-GOOR-~| |FONDOMICRO] [--LOC MKT--][OTHER SOURCES| [TOTAL]
BUDGET ELEMENT | te FX Lc Le Lc Lc
' wee Gtwecacscecs cececccesccr ccdmdmceaccrems ccmmeeesa
GEMINI BUY-IN |
TECHNICAL ASSISTANCE|
10 FONOOMICRO | 0.0 0.0 0.0 0.0 0.0 0.0
T0O NGO'S | 0.0 0.0 0.0 0.0 0.0 0.0
OFFSHORE TRAINING | 0.0 0.0 0.0 0.0 0.0 0.0
COMMODITIES |
TO FONDOMICRO | 0.0 0.0 0.0 0.0 0.0 0.0
10 NGO’S | 0.0 0.0 0.0 0.0 0.0 0.0
TOTAL FOR BUY-IN i 0.0 0.0 0.0 0.0 0.0 0.0
I
IN-COUNTRY TRAINING |} 0.0 0.0 0.0 0.0 0.0 0.0
1
COMMODITIES |
VENICLES | 0.0 0.0 0.0 0.0 0.0 0.0
FURNITURE/MOTORCYCLE | 0.0 0.0 0.0 0.0 0.0 0.0
- |
FOMDOMICRO OPER. COSTS|
SALARIES 1 0.0 0.0 0.0 207.7 0.0 0.0
OFFICE | 0.0 0.0 0.0 « 33.9 0.0 0.0
TRAVEL | 0.0 0.0 0.0 -~ 40.7 0.0 0.0
OTHER | 0.0 0.0 0.9 .1 0.9 0.0
TOTAL { 0.0 0.0 0.0 307.4 0.0 0.0
]
AID/FONMOOMICRO ADVISOR| 0.0 115.2 0.0 0.0 0.0 0.0
|
CREDIT | 0.0 0.0 0.0 1,127 5,500.0 500.0
|
EVALUATION/AUDIT | 683 145.5 0.9 0.0 0.0
l ............ -
|
TOTAL PROJECT COSTS |  68.3 250.7 0.0 1,420.1 5,500.0 500.0
!

0.0

0.0
0.0

207.7
33.9
40.7
5.1

307.4

115.2

ma.z

C\v
/

[-====- USAID~~==== | |-acoa-—| IFMGHCROI ]--LoC K‘l’"”mlﬁl SO.RCESI | PROJECT
Lc X ic Lc ic Lc |awn TOTALS
............ -e - - '
|
. I
0.0 263.5 0.0 0.0 0.0 0.0 | 263.5
0.0 762.5 0.0 0.y 0.0 0.0 | 762.6
0.0 106.7 0.0 00 0.0 0.0 | 106.7
|
0.0 1.8 0.0 0.0 0.0 0.0 | 101.2
0.0 103.8 0.0 0.0 0.0 0.0 | 103.8
0.0 1,338.4 0.0 0.0 0.0 0.0 | 1,338.4
|
8.7 0.0 0.0 0.0 0.0 0.0 | &s.7
| e
I [)
0.0  46.0 0.0 " 0.0 0.0 0.0 |- 46.0
25.0 . 0.0 0.0 - 0.0 0.0 0.0 | 2.0
|
: I
553.7 0.0 0.0 7682 0.0 0.0 | 1,299.9
90.5 0.0 0.0 1213 0.0 0.0 | 211.8
108.6 0.0 0.0 %S.S 0.9 0.0 | 254.1
66.9 0.0 0.0 89.8 0.0 0.0 | 156.7
819.7 0.0 0.0 1,102.8 0.0 0.0 | 19225
|
0.0 1,003.9 0.0 0.0 0.0 0.0 | 1,003.9
. l -
3,500.0 0.0 2,000.0 3,288.2 14,000.0 10,500.0 -] 33,288.2
|
185.2 248.1 0.0 0.0 0.0 0.0 | 433.3
tmcmceceacre ana - - ceeecaccsr== I
I
£,613.6 2,636.4 2,000.0 4,391.0 14,000.0 10,500.0 | 38,141.0
[
L]
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B. Financial Plan

The following chart shows anticipated use's of funds from

all sources over the seven-year life of the project.

C. Methods of Implementation and Financing

Project Elements Methods of Imp. Methods of Financing Approx. Amt.

1. Technical

Assistance
a. GEMINI Project -Buy-in Direct Pay $ 1,026,100
b. AID Advisor =AIDi Direct Direct Pay $ 1,003,900
Contr.
2. Commodities :
]
a. Computer & .
Office Equip. -Buy-in Direct Pay $ 205,600
b. Furniture/ -Cooper.
Motorcycles Agreemn. Direct Reimbur. ., $ 25,000
C. Vehicles =AID Direct Direct Pay o $ 46,000
Contr.
3. Training
a. Offshore -Buy-in Direct Pay ) $ 106,700
b. In-country -Cooperat.
Agreen. :
or buy-in Direct Reimbur. b 83,700
4. FONDOMICRO -Cooperat. Direct
operation Agreen. Reimbur. $ 819,700
FONDOMICRO -Cooperat. Direct
credit Agreen. Reimbur. $ 3,500,000
6. Evaluation =AID Direct Direct Pay
Audits Contr. S 433,300

Total

The proposed methods of financin
financing under the Adm
Statement, and represen
assessment of financing

$ 7,250,000

g are the preferred methods of
inistrator’s Payment Verification Policy

t no deviation from the
policy and procedures.

Mission’s general
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VII. SUMMARIES OF ANALYSES

A, Administrative (Institutional) Analysis Summary

As indicated in the purpose statement, this project is
largely an institutional development one. Under the project, AID
" will develop the continuing capability of FONDOMICRQ' to serve as a
reliable and effective source of funding for NGOs operating credit
programs for the ISME sector. By the end of the project we expect
FONDOMICRO to have the capability to readily seek out and obtain
lending capital from various sources, and to efficiently on-lend
this capital to six to ten NGOs who are operating credit programs,
and who are operating them in such a manner as to algow thenm to

During the life of the pProject, FONDOMICRO will also provide and/or

- arrange for assistance to several NGOs  to help thenm improve the

- management of their credit programs. This assistance will be

- necessary if the NGOs are to qualify for receiving loans from :
FONDOMICRO. The assistance should also help assure that FONDOMICRO

makes mostly "good" loans. co

The principal actor in the;effbrt to develop FONDOMICRO's

capabilities will be, of course, FONDOMICRO itself. Under terms of
a Cooperative Agreement between AID and FONDOMICRO, FONDOMICRO will
be charged with carrying out all activities called for under the

project, and will be provided with the necessary resources to do so.

At present FONDOMICRO does not have the capabilities
required to effectively carry out all activities called for under
the project. It does, however, have the basic administrative
capabilities needed to embark upon the effort. FONDOMICRO Board of
Directors, consisting of leading figures from the Doniinican
Republic's banking, industrial and trade communities, should play a
major and very valuable role in assuring the sound management of

FONDOMICRO, and the attainment of project objectives. A significant

share of project resources will be directed to assisting FONDOMICRO
to develop the full range of capabilities it will require to
implement the project, and to operate its program on a continuing
basis.

Given that FONDOMICRO will be interacting with only
a limited number of organizations, rather than "retailing" credit
directly to the ISME sector, its staffing needs will be modest. Aas
bresently seen, a staff of only seven to ten individuals will be
required to carry out all activities called for under, the rroject.

end of the pProject, it is determined that there is still a need for

FONDOMICRO to provide that service, intentions are that support will

_\{\
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be sought from donors to meet the costs FONDOMICRO incurs in
providing such assistance.

It is estimated that FONDOMICRO's annual perational
costs will be about $307,000 by the end of the project. If
FONDOMICRO's portfolio reaches the targetted US$30,000,000 by that
point, it will be able to meet all operational costs through the
imposition of a charge of a little more than 1% per annum on loans
it makes. :

B. Technical Analysis Summary

As discussed in the project description, an organization
will be created which, by the end of the project, is able to
increase the amount of "formal" credit available -to the ISME sector
from the present estimatéd equivalent of US$5,000,000 to a new level
of the equivalent of US$30,000,000-US$35,000,000. The total number
of ISME operators having access to "formal" credit will have
increased from the present 10,000 to a new level of 36,000. The
credit will be administered by a network of some six to ten NGOs
which are charging real, positive interest rates on the loans they
make.

The project design is based on several key assessments as
follows:

N
== unmet credit demand in the ISME sector is at least
the equivalent of US$25,000,000~US$30,000,000 on the part of 26,000
ISME owners;

-- NGOs are able to expand the size of their clientele,
and their lending portfolios, at a rate of approximatiely 20% per
year.

- FONDOMICRO is able to obtain the equivalent of
US$30,000,000 for on-lending;

- the cost of funds to a) FONDOMICRO, and b)
FONDOMICRO's client NGOs will be such that, even after both add
their administration costs, and costs of establishing bad debt
reserves to the cost of funds, the cost of the credit to the
ultimate borrower will still be less than the cost of their

alternative sources of credit. ]

/
- current sources of credit for the ISME sector will
not be reduced over the project's life.

1. Existence of Unsatisfied Demand

The MSI study reported the existence of about
145,000 ISME operators in the Dominican Republic, of which 60% (or
about 87,000) indicated they needed and would take advantage of
reasonably priced credit if it were available. The study reported,
however, that less than 6% (or about 8,700 ISME operators) had
access to credit. The available credit was from NGOs operating
credit programs for the ISME sector. Because NGO reports now
indicate that their client base has increased to about 10,000, it
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appears that there is unsatisfied demand for credit on the part of
about 77,000 ISME operators.

MSI and ISTI studies found that the average amount
of credit desired by ISME operators was the equivalent of US$1,200.
The average size of loans being made by NGOs at present is the
equivalent of US$500. If one assumes that the amount of credit that
could actually be serviced by ISME operators was midway between
those two figures, i.e., the equivalent of US$850 total unmet credit
demand of the sector is about the equivalent of US$65,450,000.

2, NGOs' ability to expand their clientele and their
credit portfolio

At present approximately 12 NGOs are operating ISME
sector credit programs of significant size. oOf these, two appear
eligible to borrow funds from FONDOMICRO at this poirt. It is
anticipated that between four and eight additional ores will become
eligible to borrow funds from FONDOMICRO during the first one to
three years of the project's life. All NGOs operating credit
programs at present report the existence of sizeable and growing
backlogs of credit applicants who they would lend to were funds
available.

USAID's observations of NGOs operating credit
programs in the Dominican Republic suggest that the principal
constraint to the growth of their clienteles has been the
non-availability of lending funds. As and when the amount of funds
they have available for lending increases, the number of their
clients increases accordingly. The NGC operating the largest
program, ADEMI, has seen successive annual increases in the number
of clients greater than 30%.

Given the sizeable demand that exists within the
ISME sector for credit, and the demonstrated ability of the NGCs in
the sector to expand their portfolios commensurate with the
availability of credit resources, a 20% annual expansion of the
number of ISME operators receiving credit appears feasible.

3. Availability of Funds to FONDOMICRO

Attaining FONDOMICRO's target portfolio of the
equivalent of US$30,000,000 will be accomplished by its obtaining
credit funds from the following sources: :

AID Grant - $ 3,500,000
GODR - $ 2,000,000
Other donors - $ 2,500,000
IBD - $ §,000,000
Local Financial Markets - $14,000,000

Funds from AID and the GODR will be provided through
this project. The total anticipated from "other donors" is derived
from an analysis of amounts they have been contributing to the ISME
sector over the past several years, and from discussions which have

W
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occurred during project design. Interamerican Development Bank
representatives both in the Dominican Republic and in Washington
have frequently reiterated their intent and desire to make ‘
$8,000,000 available to FONDOMICRO. The $14,000,000 indicated as
coming from domestic capital markets will be available, the
Dominican banks assert, if FONDOMICRO can demonstrate that the funds
will be secure. FONDOMICRO may also attempt to raise funds for its
credit program through issuing bonds. ' This is discussed briefly in
the «Technical Analysis Annex (Annex D).

In addition to the amounts indicated above to come
from the various sources, FONDOMICRO itself expects to generate some
$3,000,000 from the operation of its credit program that will also
be made available for on-lending.

Project plans call for the NGOs directly serving the
ISME sector, rather than FONDOMICRO itself, to establish and/or
expand pools of lending capital that can be loaned tc ISME
operators, repaid, and loaned again. FONDOMICRO's function is to
seek funds from various sources, and lend these funds to NGOs S0
that the NGOs can on-lend them to the ISME sector. FONDOMICRO'S
capital base will be only sufficient to serve as an incentive for
aquiring funds in the domestic capital market. 1In making decisions
regarding the allocation of funds to NGOs, FONDOMICRC will have two
principal concerns: '

- to assure that utilization of its funds
produces maximum benefit in terms of establishment/expansion of the
lending capital bases of its client NGOs; and

- to assure that it receives a return on its
funds adequate to allow it to a) meet all its obligations; b) cover
all its costs; and c) develop an equity base large enough to allow
it to borrow from commercial banks and the domestic capital market
in amounts it will require to meet the credit needs of its clients.
It is estimated that banks will require that FONDOMICRO's own
capital be equal to 10-15% of the funds it seeks to korrow.

In dztermining the interest rates it will charge on
its funds during a particular lending period, FONDOMICRO will
consider: a) the "blended costs of all borrowed funds it will have
available for lending during the period in question; b) the share of
funds it will have available for lending which derive from borrowed
funds vs. the share derived from grant derived funds; c) the costs
it incurs in operating its program; d) the costs associ:“ed with
establishing and maintaining a delinquent debt reserve; and e) its
need to develop an equity base large enough to allow it to borrow in
the local financial markets in the amounts it will require to meet
the needs of its NGO clients.

Given the variability of the factors to be
considered in determining the interest rate it charges its clients,
it is clear that FONDOMICRO must have a flexible interest rate
policy with rates being reviewed and modified in annual intervals as
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a minimum. The Financial Analysis Annex provides examples of the
calculations involved in determining interest rates in specified
scenarios. :

Because FONDOMICRO will be: a) borrowing at below
market rates from the IBD and the GODR, and b) receiving grant funds
which will be available for on-lending, it is possible that, under
some scenarios, the rates on which it could lend funds to NGOs would
be significantly below commercial bank "market" rates. In order to
avoid the potentially distortionary effect such a situation might
have on the efficiency with which NGOs operate their programs,
FONDOMICRO will never lend its funds at rates lower than 80% of the
"prime" commercial bank rate (the rate major commercial banks charge
their preferred clients). In those situations where this "floor" on
interest rates results in a return to FONDOMICRO on its funds
greater than required to meet its objectives, pay'its?operational
costs, build its needed equity, etc., the additional return will
become part of FONDOMICRO's.equity.

While NGOs will frequently be receiving funds from
FONDOMICRO at below '"market" rates, the concessionary element in
these rates will not be passed on to the NGOs' clients. The project
is premised upon the principle that ISME operators cah and should
pay real, positive rates for credit, and are willing to do so if the
credit is available. Accordingly, minimum interest rates to be
charged by NGOs to ISME operators will be determined by adding the
NGO's costs of administration and cost of establishing/maintaining a
delinquent debt reserve to the annual inflation rate for the period
in question. It should be noted that even in those situations where
inflation rates are falling and the cost of funds to the NGOs may be
higher than the annual inflation rate calls for due to a lag in the
commercial banks' downward adjustment of interest rates (this
situation is possible in the final years of the project, and
thereafter), rates chargeable to ISME operators by the NGOs would
reflect the higher costs.

Notwithstanding the sizeable interest rates to
ultimate borrowers suggested by the above, it is clear that the
rates will be significantly lower than the principal alternatives
available to ISME operators.

C. Social Soundness Analysis Summary

The Dominican Republic's present population is estimated
at 7,200,000. Some 38% of the population is classified as being
within the available labor pool. Although the country's annual
population growth rate appears to be about 2.2%, because of the
country's relatively young population, the labor pool has been
growing at an annual rate of 3.3%. This rate of growéh means that
an additional 90,000 people enter the labor market each year.
Because of the high proportion of young people in the population
(52% are below the age of 19), the high rate of growt? of the labor
pool will continue into the future. \

The majority of the labor force has traditionally found
employment in the agricultural sector. This situation, however, has
been changing dramatically over the past two decades.. Because of

y

;
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population growth, and the changing patterns of agricultural
production, the agricultural sector has been able to absorb only an
increasingly smaller portion of the emerging work force each year.
The displaced labor force, for the most part, has had little option
than to migrate to the country's urban areas. The heavy migration
to urban areas has been a principal factor in the grdwth of the
Dominican Republic's ISME sector. In the absence of 'employment
opportunities in the "formal" manufacturing sector (wvhere growth has
also been sluggish over the past decade) many of the urban migrants
have been in a situation where, if they were to work, they would
have to create their own employment.

The MSI study estimates that 145,000 ISME operators are
operating in the country. Thirty-one percent operate in services
(repair shops, beauty parlors, transportation), 51% in commerce
(street vendors, shops, food vendors), and 18% in production (food
and cloth production). These ISME operations average 2.7 workers in
size, including owners and part-time employees; however, 50% of them
have only one employee. Women have a significant presence in the
ISME sector, with a heavy representation in commerce. Forty percent
of the establishments identified by the MSI study welre owned by
women.

The typical ISME owner operates a business from his/her
own home, has less than six employees, and makes less than US3500 in
monthly sales. He/she usually has no access to commercial credit,
or any formal marketing mechanism. For the majority of these ISME
operators the only source of credit are moneylenders
(prestamistas). The value of the prestamistas is that they will
lend small amounts on a short term basis. They are local,
accessible, available day or night, and flexible about repayment.
Their collateral requirements depend primarily on the'level of
personal acquaintance with the borrower. The trade-off for the ISME
operator is the prestamista's very high interest rates ,(e.g., 10%
daily, 20% per week, 75% per month). The interest paid to the
moneylender rfrequently absorbs all of the ISME operator's profit and
traps the ISME operators in a circle that he/she can irarely break.
The reliable availability of less expensive credit is perceived as a
significant part of the solution to this situation.

The typical female ISME operator has three to five
children and a husband who earns a low and erratic income. She has
little education, and is almost illiterate. 1In gener&l, however,
her children all attend school, even up to university level. She
learned how to sew in a local school or social program, bought a
sewing machine, and established a business. Typically this woman
borrows money from a moneylender to buy material. She is usually
incapable of producing more than the minimum needed to keep up with
the payments to the moneylender.

Principal Anticipated Impacts

a. Employment generation

The project should have 'a significant impact on
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employment generation. 1In a country where unemployment affects 25%
of the economically active population, employment generation becomes
a critical issue. The informal nature of the ISME sector allows for
much greater ease and speed in creation of jobs. Most ISME
operators are based in poor communities and the jobs ISME
enterprises create are located in those communities. The jobs
generally do not require sophisticated skills and can be filled by
people from those communities.

b. Increases in income

The resources to be channeled through FONDOMICRO
should result in significant increases in income to the ISME
operators. ADEMI's statistics on beneficiaries' performance show
over 100% increases in income as a result of access to credit.

Income increases seem to be directly translated into better
nutrition and education of,the children of the ISME operator, and
into improved houSing and living conditions for the entire family.
Indirectly, ISME income increases are translated into benefits to
input suppliers as demand on the part of the beneficiary enterprises
increases.

c. Improved management skills

Flexible repayment schedules and small loans on an
escalating basis will allaw clients to gradually introduce new
capital into their business while learning how to manage increased
operations and deal with larger administrative problems. For the
inexperienced client this will be a very effective way to introduce
concepts of eff1c1ency and economies of scale. Furthermore, through
participation in the FONDOMICRU program, ISME operators, who have
never used a bank account or been exposed to an office setting, will
learn a number of new skills. For instance, ADEMI staff introduce
ADEMI clients personally to banks and take them step-by-step through
check-cashing and depositing procedures. When necessary they even
teach their clients how to sign their names. For the many ISME
operators who are illiterate or unfamiliar with procedures like
these, credit programs of the kind to be supported through this
project help integrate them into a different sociocultural world and
a new level of economic participation.

d. Gender Analysis

Women entrepreneurs will benefit substantially from
the FONDOMICRO project as terms and conditions of credit to be
provided through the project appear to be well suited to their
needs. Also, women are very active in the type of businesses that
the project will reach. The MSI study indicates that 40% of the
ex1st1ng ISME enterprises are owned by ’omen. Although not
originally intended to specifically adda.ass women's needs, the
outreach efforts of most of the NGO clients of FONDOMICRO have
concentrated on the largest and poorest settlements, where there is
a high percentage of female heads of households, working women, and
women entrepreneurs. Women comprise 34% of APEDI's beneficiaries,
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and 31% of ADEMI's. Other NGOs like ADOPEM and MUDE concentrate

exclusively on women.
Women's access to and benefit from microenterprise

programs will be particularly important given the growing number of
Dominican households which depend on the earnings of female heads of
households, and the increasing importance of secondary earnings of
women in poor households headed by males. Women's access to the
programs funded by FONDOMICRO will not only translate into increased
income earning opportunities, but also will increase the influence
and the autonomy of women both within their communities and within
their families.

Given the importance of the project to women, FONDOMICRO,
in its MIS program under a special heading called "Gehder Analysis®
will collect information as to the gender of the beneficiaries of
its lending programs. )

b
D. Financial Analysfs

The Mission has given full consideration to all’' cost options
and determined that the approach outlined for this perect is the
most logical and most effective mechanism. The costs!associated
with this approach, detailed in the Costs Estimates and Financial
Plan section, have been thoroughly researched and are reasonable and
consistent with Mission experience in this field and this country.

The financial analyses conducted in connection with this
project followed those prescribed in AID Handbook 3 (Chapter 3,
Appendix 3D, Paragraph 6.0) for Intermediate Credit Institutions.
As required, the analyses were concerned with FONDOMICRO's financial
operations, rather than with the operations of the projects or
activities to be funded by resources provided through. FONDOMICRO.
Principal factors looked at were as follows: interest rate spread,
cash flow, bad debts, debt to equity ratio, liquidity ratio, and net
worth to total assets ratio. Two financial scenarios were used.
The first scenario utilized a peso to dollar exchange rate of 7.25
to 1 (the official rate at the time of this writing) during year 1
of the project, an annual inflation rate of 24% per year throughout
the life of the project, and the exchange rate increasing
proportionally with inflation over the life of the project. The
second scenario utilized a (more realistic) market average exchange
rate of 13.65 pesos to the dollar for year 1 of the project, and
then used the same assumptions regarding inflation and exchange rate
changes as were used in the first scenario. Under both scenarios
FONDOMICRO became a viable, self-sustaining organization, capable of
meeting its financial obligat.ons and covering its operational costs
by the end of the project. ‘

E. Economic Analysis

As part of the process of attempting to reach a
conclusion as to the social profitability (i.e., the relationship of
the costs incurred to carry out the project vs. the benefit to be
obtained by society as a whole from the project), analiyses were
conducted of the following: :

M
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- total demand for creditx by the ISME sector;

) i
- growth of the ISME sector with and without credit
generated through the project; :
‘ i
- employment generation due to the project;

- impact of project-generated credit on}ISME sector
sales and value added. f

Calculations were based upon project costs, credit flows,
interest rates, etc. as these were presented in the Financial and
Technical Analyses, under both the scenarios (i.e., official
exchange rates and market exchange rates) considered in those
Analyses. Impact was assessed over a 20 year period.’

Key conclusions, gf the analyses were: that an unmet
demand exists for at least the equivalent of US$35,000,000 in credit
by the ISME sector; that, without the project, only about 9% of that
dmand would be met during the project period, while between 25% and
40% will be met if the project proceeds appropriately; and that
about 30,000 new jobs will be created as a result of the project.

The overall conclusion is that the project is
economically viable and will yield benefits substantially greater
than would result from alternative uses of the inputs employed.

F. Environmental Considerations

The LAC Deputy Environmental Officer has approved the
Mission's request for a categorical exclusion for the subject
project in accordance with 22 CFR Section 216.2(c) (2)(x) which
relates to "support for intermediate credit institutions when the
objective is to assist in the capitalization of the institution or
part thereof...". Due to the large number of loans contemplated,
AID will not review or approve individual loans FONDCMICRO makes to
its clients, and more importantly, the subloans its clients make to
ISME operators. Further, the environmental impact is expected to be
minimal under the proposed project. The majority of 3SME operators
targetted under the project are in the service and commercial
subsectors and include beauty shop owners, street vendors, cabinet
makers, small storeowners, tailors and taxi owners. The Mission
will ensure that guidelines to assure consideration environmental
impact will be incorporated into the written manual to be followed
by FONDOMICRO in the implementation of its credit support program
and, in particular, the procedures it utilizes for receiving,
reviewing, processing and making decisions on loan requests. 1In
addition, the planned project evaluations will include examination
of the impact of the NGO's sublending activities on the environment
as part of their scope of activities.
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VIII. NEGOTIATING STATUS, CONDITIONS, AND SPECIAL PROVISION

A. Negotiating Status

During the pewiod of this Agreement, FONDOMICRO will
retain ultimate responsibility for the management and support of
project activities. In consideration of A.I.D.'s long range
interest in increasing the productive employment generating
capability of the informal small and micro enterprise (ISME) sector
in the Dominican Republic, it is agreed that there will be
substantial involvement by A.I.D. in certain aspects of
FONDOMICRO's operations during the period of this Agreement. The
following "Conditions Precedent to Disbursement" and "Special
Provisions" are intended to facilitate useful and effective A.I.D.
collaboration in project matters.

by
B. Conditions Precedent

1. First Disbursement

Except for technical assistance, prior to the first
disbursement under the Cooperative Agreement, or the-issuance by
A.I.D. of documentation pursuant to which disbursement will be made,
the Grantee will, except as A.I.D. may otherwise agree in writing,
furnish to A.I.D. in form and substance satisfactory to A.I.D.:

a. an opinion of the Legal Advisor to the Grantee
acceptable to A.I.D., that this Agreement has been dully authorized
and executed on behalf of the Grantee, and that it constitutes a
valid and legally binding obligation of the Grantee in accordance
with all of its terms; '

b. a statement of the name of the person who will
represent the Grantee, and of any additional representatives,
together with a specimen signature of each person specified in such
statement;

2. Disbursements for Credit Support Program

Prior to disbursement under the Cooperative
Agreement, or to the issuance by A.I.D. of documentation pursuant to
which disbursement will be made, for funds to be used by FONDOMICRO
for on-lending to NGOs, or for guaranteeing loans NGOs may seek to
obtain from banks or other organizations, the Recipient will furnish
A.I.D., in form and substance satisfactory to A.I.D., a copy of the
written guidelines to be followed by FONDOMICRO in the
implementation of its credit support program. These guidelines,
which shall have been formally endorsed by FONDOMICRO's Board of
Directors, shall cover, and codify the following subjects:

- criteria to be used in assessing NGO's eligibility to
borrow from FONDOMICRO. Criteria adopted will be aimed
at helping assure that loans are provided only to NGOs
which are acceptable credit risks, and which will use
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borrowed funds apprcpriately and efficiently.

- procedures to be followed in reviewing and making
decisions on loan requests. Specific on: establishment
and composition of review committees, steps to be
followed to avoid conflicts of interest, or appearances,
of same, when making decisions (i.e., procedures to be
followed in the event FONDOMICRO Board Members are also
affiliated with NGOs seeking loans, or withh banks being
approached for loans), scheduling of reviels, etc.

- procedures which will govern use of loan re-flows to
FONDOMICRO (i.e., determining amounts of reflows that can
be used for purposes other than relending).

- procedures to be followed in disposing of FONDOMICRO's
assets (especially its loan portfolio) in the event of
the dissolution of the organization.

- determining amount that may be borrowed by different
NGOs, the maximun amount of the total portfolio that may
be borrowed by any individual NGO, terms and durations of
loans, security/collateral requirements, etc. ,

- procedures to be followed in determining interest rates
and other charges FONDOMICRO will impose on funds it
lends, frequency with which rate structures will be
reviewed, special circumstances which may allow "instant"
adjustments to interest rates, etc.

- procedures to be used in establishing and maintaining a
delinquent debt reserve.

- procedures to be followed in providing "guarant.:es" on
loans made by banks (or other institutions) directly to
NGOs., .

This document will serve as a basic gquide governing all
aspects of FONDOMICRO's lending program. It will, of course, be
subject to modification as the project proceeds, and as experience
dictates.

3. Disbursement After 180 Days from the Execution of
the Cooperative Agreement .

Except for disbursements to meet costs associated
with technical assistance (both through the GEMINI Progam, and from
the PSC Project Advisor), prior to disbursement underLthe Agreement
to finance any activities or procurements after 180 dgys from the
execution of this Agreement, or to the issuance by A.I.D. of
documentation under which disbursement will be made, the Recipient
will, except as A.I.D. may otherwise agree in writing,! submit to
A.I.D. a copy of the "by-laws" which have been formally adopted by
FONDOMICRO which shall, among o*her matters, explain znd prescribe
FONDOMICRO's policy and practice with respect to: becoming a member
of FONDOMICRO, voting and other rights of FONDOMICRO members,
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procedures for conducting board elections, authorities of the
Executive Director, etc. The document should also make clear how
the views and opinions on significant project issues of major donors
to FONDOMICRO =-including A.I.D.- are to be regularly represented
(i.e., through membership in certain FONDOMICRO committees, through
participation in Board meetings, etc.).

4. Disbursement for 1991 and Beyond

Except for disbursements to meet costs associated
with technical assistance, prior to disbursement under the Agreement
to finance any activities or procurements after December 31, 1990,
or after the end of each following calendar year, or to issuance by
A.I.D. of documentation pursuant which disbursement will be made,
the Recipient will, except as A.I.D. may otherwise agree in writing,
submit in form and substance satisfactory to A.I.D. an Annual
Implementation Plan with detailed information on planned commitments
and expenditures for the period January through DecemPer.

C. Special Provisions

1. It is recognized that FONDOMICRO's ability to
solicit and attain support from other organizations to allow it to
carry out programs and activities in furtherance of its mandated
objectives is a key measure of its development as an effective
organization. FONDOMICRO is encouraged actively to seek such
support. It is agreed, however, that in order to help assure that
programs supported by other organizations do not detract from
FONDOMICRO»3 ability to carry out the program ot wctiEities to be
supported with funds provided through this Agreement fthat FONDOMICRO
shall consult with A.I.D. prior to executing any agreement or
contract wih a bilateral or multilateral donor agency which calls
upon FONDOMICRO to carry out specified programs or activities, if it
is anticipated that FONDOMICRO will receive financial support or
payment from the donor organization in excess of US$1000,000.

2. Recognizing the extremely important role the
Executive Director will play in the overall success of the project,
FONDOMICRO agrees that it will make every effort to assure that the
position of Executive Director it filled at all times, and that it
is filled by an appropriately qualified individual. °

FONDOMICRO agrees to consult with A.I.D. before
removing any Executive Director. FONDOMICRO further agree that it
will receive prior written approval from A.I.D. before appointing
any individual to the position of Executive Director.

3.  FONDOMICRO agree that A.I.D. shall have the right to
concur with any loan to be made by FONDOMICRO which will be financed
using A.I.D.-provided funds. '
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Fondo para ol Financiamicnto de lu Microempresa, Inc.
' (FONDOMICRO)

17 de. julio de 1989

Sefor b

‘Thomas' W.- Stukel

Director de ‘la

Wgencia para el Desarrollo
‘Internacional’ (AID)

'Santo Démirigo, D. N.

Estimado sefior Director:

1
En fecha 2 de mayo de 1989, los sefiores Luis Molina Achécar, Luis Augusto
Herndndez, Luis Taveras Anddjar, 'PPixedes Castillo, Frank R. Rainieri,
Pedro A. Rodriguez, José Vitienes, Felipe Auffant-Najri, Camilo Lluberes),
Victor Espaillat Luna y el que suscribe dejaron‘formalmente constituida una
institucion privada sin fines de lucro denominada Fondo para el Financiamiento
de la Microempresa (FONDOMICRO) la cual tendrd por objeto:

(1) Mejorer la interrelacidn existente entre los diversos estratos empresa-
. riales que motivan el desarrollo y crecimiento de la economia del pais
y promueven la iniciativa privada;

(2) fortalecer el sistema de libre empresa en la Republica Dominicana; y

(3) captar recursos financieros de fuentes externas e internas mediante do~-
naciones, préstamos, emisién de bonos y cualquier otra forma licita,
para canalizar los mismos al sector de la microempresa. ‘

Estamos en proceso de lograr la incorporacidn de esta institucidn no guberna-

mental sin fines de lucro, de conformidad con la Ley No. 420 del 26 de julio
de 1920, '

»
El Fondo para el Financiamiento de la Microempresa (FONDOMICRO) serd una ins-
titucidn de 2do. piso que prestard los recursos captados de organismos interna-
cionales y del Sector Privado Nacional a aquellas instituciones, fundaciones,
organizaciones y asociaciones que acogiéndose a criterios estrictamente de
mercado, canalicen recursos a log microemgyesarios dominicanos. Fondomiqro
actyara como institucidn intermediaria entfe los organismos internacionales
de financiamiento y aquellas organizaciones que prestan recursos a los micro-
empresarios a las tasas de interés del mercado.

Colle Anocoona No. 4, Edificio Eriko IV, Apto, 104-A, EI Vergel
Sonto Domingo, D.N. Tel. 687-2208
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Los fundadores y la Junta de Directores de Fondomicro estan plenamente con-
venc¢idos que la microempresa dominicana puede absorber sin problemas los cre-
ditos que se le concedan a las tasas de interés del mercado. En la actualidad,
la mayoria de los microempresarios dominicanos estan pagando ctasas de interés
superiores al 107 mensual. Para ellos seria un alivio el poder obtener créditos
a un costo eaquivalente a la mitad de lo que estan pagando actualmente.

, .
En adicidn a que los recursos que canalice Fondomicro sean prestados a los micro-
empresarios a la tasa de intgrés de mercado, sc exigira a esas organizaciones la
provisién simultédnea de asistencia técnica a los microempresarios a fin de hacer-.
los mas eficientes y escimulaq,"fn consecuencia, la autosuficiencia en el mediano
y largo plazo.

Entendemos, sin embargo, que el éxito y la viabilidad financiera de esta insti-
tucidn, dependera de los procedimientos y mecanismos de financiamiento que se

sigan y de la calidad y preparacion técnica del personal que labore para la
misma.

Solicitamos formalmente a ese organismo apoyo financiero para cubrir los gastos
operacionales de esta institucidn, asi como para cubrir los costos de contrata-
cidn de una asistencia técnica de largo plazo. De esta manera, Fondomicro po-
dria iniciar sus actividades con pasos firmes y bien orientados.

Esperando recibir su pronza y positiva respuesta, le saluda,

Presidgnte
Junta de Directores

ADH/rmm



ANNEX C

MICRO AND SMALL BUSINESS DEVELOPMENT PROJECT

e

Administrative (Institutional) Analysis :

ot , !

The principal actor in this effort to develop:FONDOMICRO's capability to s;rve
45 an'effective and reliable finanéiné'éﬁhfégrfofiNCOS operating credit’ ¢
programs.for the ISME sectog will be, 6f:ébﬁf§e{"FONDOMICRO itﬁelf. Lesser,
but still significant roles will be played by the NGO community in the D.R.} '
by the "Gemini Project" being implemented by tﬁe Office of Rural Development
of the Science and Technology Bureau (AID/W), and the USAID Mission in Santo
Domingo. A description of the anticipated functions of each of these
participants, some information on their existing capability to carry out those

'functions, and a description of planned actions to develop capabilities to

carry out the functions follows.
A, FONDOMICRO

As indicated, the purposé of this projéct is to develop
FONDOMICRO's capability to serve as a reliable and effective source of funding
for NGOs operating credit programs for the ISME sector. It 1is also
anticipated that FONDOMICRO will have the responsibility of providing
assistance needed by many NGOs to qualify to receive funding from FONDOMICRO.
FONDOMICRO is to seek funding for the ISME sector from various sources

-bilateral donors, the GODR, multilateral development banks, commercial banks,



and (through issuance of bonds) the public at large. Through levying
appropriate interest rates and other ;ﬁarge;hbﬁ'funds it provides, it is
aﬁéiéiéated that FONDOMICRO will eventuali;!bglébie to cover all costs o
associated with its credit services pé&gfaﬁ,la;d most of Lts general opergtibn
costs. Costs FONDOMICRO incurs in préviding assfstance in credit prograﬁ
manaéement to NGOs which might need tﬁis assiétance, however, are to be'ﬁetfﬁy
gfanté FONDOMICRO receives' from external sources. By the end of the project
it is anticipated that FOND&M?CRO will be managing a portfolio of about
$30,000,000, consisting of loans or liﬁeé Bé‘CEédiﬁ'to some 10-15 NGOs, itif!“
will be negotiating and making some 6-12 new loans each year. It will be
responding to requests for administrative assistance from 2-4 new NGOs per

year.

Principal areas of’ expertise FONDOMICRO must possess in order to

fulfill the role envisioned for it are as follows:

- Ability to seek and obtain funding support from donor agencies

and multilateral development banks.’ FONDOMICRO staff must be familiar with

the range of funding agencies active in the D.R., their objectives, procedures
associated with obtaining funding support from the organizations, terms under
which support is usually available, time frames associated with provision of

suport, etc.

Ability to seek and obtain loans, and other types of financial




support from the commercial banking‘seétor.(nEONDQMICRO staff must be familiar

with criteria and procedures banks employ .in assessing loan requests,
establishing requirements for collateral, adminigtering lines of credit;, .

issuing commercial paper; etc.

- Ability to operate a successful lending program. FONDOMICRO

staff must know how to determine and fix appropriate rates and charges on,
by,

funds it lends out; how to draw up appropriate lending agreements; how to:

operate guarantee programs; how to assess creditworthiness of prospective

borrowers:; etc.

- Ability to operate a successful and effective administration

assistance program for NGOs seeking to obtain resources from.FONDOMICRO.

FONDOMICRO must be aware of the range and the capabilities of §GOs providing
services to the ISME sector} be able to identify weaknesses (technical,
organizational, or philosophical) in the organizations’ actual or proposed
credit programs; be able to 1dentify‘steps the organizations must take
themselves to improve their credit programs; and be able to design and
implement assistance programs to help NGOs improve their credit management

4

capability, etc.

- Ability to act as advocate and spokesman for the ISME Sector.

While, not seen as a primary activity of FONDOMICRO, it is apparent that a

need exists for some organization to play this role, and that FONDOMICRO is



well placed to do so, FONDOMICRO leadership and staff must have the

. ’ o v v

capability correctly to analyze public policy as it affects the well-being of
the ISME sector and the capacity to design and implement programs intended to

bring about desirable modifications to inappropriate policy.'

- Ability to effectively aduinister a sizeable credit and ,
[ ' T

services program, This project will entail FONDOMICRO'S utilization and

disbursement of several millions of dollars, the hiring and development of a

i ! . o

i o

staff of 8-12 individuals, the procurement of substantial levels of goods and
services from various vendors, etc. The organization must have the capability
adequately account for and control expenditures, loan disbursements, recovery

rates, etc,

At this point, of course, as it is a relatively new organization,
FONDOMICRO does not yet have the capability to carry out all functions with
which it is to be charged. FONDOMICRO does have, however, the basic

administrative capabilities needed to embark on the effort.

Its accounting and internal control procedures, personnel policies,
etc., have been determined to be appropriate by the Regional Inspector
General. The organization's charter, basic structure, and operational
policies all appear conducive to the effective operation of the organization,
Its Board of Directors, consisting as it does of leading'figures from the

Dominican Republic’s banking, industrial, and trade communities, should play a
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major and very valuable role in assuring the sound management of FONDOMICRO,
gl O A R S

and the attainment of project objectives, ’

A significanﬁ shnre of projecf fénnnnéen"will be directed to

assisting FONDOMICRO to develop the full range of capabilities it will require

Yoo R

to operate its program on a continuing basis.

C g T SR :
Some of the signiffbant point; regarding FONDOMICRO and its

anticipated functioning are as follows:

(SRS

Organizational Ob]ectiveéu

In accordance with its charter*, the objectives of FONDOMICRO are:

- to improve the existing interrelationship between the various
levels of the business community which contribute to the development and
growth of the economy, and promote private initiative;

!

- to strengthen the free enterprise system of the country;
- to obtain financial resources from internal and external
sources through grants, loans, bond issues, and any other legal means, in

order to channel those resources to the microenterprise sector.

*A copy of FONDOMICRO's charter is attached.



OrganizationallLeadershié

In accordance with {ts charter, all huthbrity for the governing

' b, T e
FONDOMICRO rate with its Board of Directors. 'Board members at present are: .

LR &

- Dr. Andres Dauhajre, " President

3

i »
(Dxr. Dpr Eijre,ls a leading Dominican economist and is the
Executive Director of the Fundacion Economia y Desarrollo, Inc. He is also a

key figure in a major retail/merchandising business, and teacher economics at
the Universidad Catolica Madre y Maestra.)

- Mr. Luis Molina Achecar. : First Vice President

(Mr. Molina is President of the Association of Mortgage Banks,
and is Vice President of the Financial Group of the Banco Hipotecario

Dominicano, (BHD).) | - | :
- Mr, Luis Augusto Ginebra Hernandez

(Mr. Ginebra 1s the President of the National Council of

Businessmen.)

- Mr. Praxedes Castillo. Second Vice President



(Mr. Castillo is a Seniot'Pantneffﬁn the law firm, .Castillo y

|Gascillo; which specializes in banking:law:): !l b

- Mr. Luis Taveras Andujar. . Treasurer

(Mr., Taveras 1s General Manager of IBM and a member of the

Monetary Board of the Central Bank.)
- Mr. Pedro A. Rodriguézr | Secretary

(Mr. Rodriguez is past President of the Banc& Popular, the
largest bank in the Domi~ican Republic, and is currently the Vice President of-

the Banco Popular Financial Group.)

- Mr, Camilo Lluberes Director
(Mr, Lluberes is owner of Lineas Maritimas, a shipping
company, 1is 'the Dominican Republic representative for Cargill International,

is a Deputy in the National Congress, is President of ADEMI, and sits on the

Board of the Banco Popular Financial Group.)
- Mr., Victor Espaillat Luna Director

(Mr. Espaillat is Chief Executive Officer of Compaiiia

Sl
o\
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Industrial Confitera Dominicana, 1s ex-President of the Santiago Development

Kééséiaﬁion and is a member of the Board of the Banco Popular Financial Group.)
- Mr. Jose Vitienes o Director

. ' e K
(Mr. Vitienes is President of Industria Lavador, a major food"

, L R . SN ‘ RN I
products groups, and past President of the American Chamber of Commerce. ) b

l"k ) . - TR

. Mr. Frank Rainieri 2 "'Director

(Mr. Rainieri a leading tourism developer, and is past

President of the American Chamber of Commerce.)
- Mr. Felipe Auffant Najri Director

(Mr. Auffant is President of the Federation of Chambers of

Commerce and Production.)

Orpganizational Size and Structure

Given that FONDOMICRO will be interacting with only a limited range
of organizations (rather than "retailing" credit directly to the ISME sector),
its staffing needs will be modest., As presently seen, a total of 7 to 10

individuals will be required to carry out all activities under the project.



' The activities called f&f?ﬁﬁ&éf the péﬁjéct will be carried out by

P N I S S
units:

[
i

;;'(,'”..l;_ ": 1:' ::'.-.l
an&'through the following organizational

Office of the Executive Director

This office will have resﬁaﬁéiﬁiiiff:f8§ overall managemenﬁ'6fa%ﬁe

|-'.rlt':i4 . 3 . : _!‘: - "', . “.‘ " S ’
FONDOMICRO effort. It wili be the priﬁcipal'liaigon office between FONDOhICRO

ER R
and the donor community,

Financial Support Services Department

This office will have'principal ?esponsibilit& for seeking funding
from commercial sources, and for operating FONDOMICRO's lending program,
Principal functions will include determining terms under which FONDOMICRO's
resources will be provided, conducting credit analyses of NGOs, negétiating
lending agreements, monitoring repayments, arranging guarantees, issuing

bonds, etc. The Director of Finance Support Service manages the department,

Client Services and Research Department

This office will have principal responsibility for the design and
conduct of assistance programs in credit program management for NGOs which
require such assistance to help them qualify to receive financial support from

!

FONDOMICRO, and request such assistance. In most cases these assistance

A\
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programs will be designed and caréiéd 6ﬁt 5§ g;gahizatiAns contracted bfjthe
éiieﬁéléefvices and Research Department to perform these‘tasks: The |
Department will also have responsibility for the design and conduct of studies
and analyses on various matter releﬁaﬁt.towéﬁé.deli-being of the/SME seéégff'

or to the effectiveness of the FONDOMICRO program. The Director of Client

Services and Research heads the department,

1%

LY
Administration and Information Department

This office will have responsibility for provision of all
administrative szrvices (i.e., accounting, procurement, personnel services,
etc.), required by FONDOMICRO, and for the development and operation of its
computer-based management information system. The Chief of Administration

heads the department.

Copies of job descriptions of key FONDOMICRO staff members are

attached to this document.

The following chart depicts FONDOMICRO'’s organizational structure.
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FONDO PAR EL FINANCIAMIENTO DE LA MICROEMPRESA, INC.
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FONDOMICRO's Financial Self-Sustainabilit:

it.is intended that, by the end of the project period, FONDOMICRO will be
éenerating sufficient revenue from the operation of its lending program to
cover elmost all costs of its entire progrem.:.The only exception will bewinu v
connection with costs associated nith the operetion of its credit program

management (CPM) assistance program for NGOs attempting to qualify to receive

LAY

financial resources from FONDOMICRO If at the end of this project it iernl“
determined that there is still a need for FONDOMICRO to provide that service,
intentions are that support will be sought from donors to meet the costs
FONDOMICRO incurs in doing so. (As indicated above, plans are that those
services will be provided by organizations contracted by FONDOMICRO to provide

the services.)

At the end of the project it is anticipated that IPC’'s recurring operational
costs will be those assoclated with office rent and utiiities, staff salaries
and benefits, vehicle operation, staff travel, office supplies and equipment,
etc. Total amount required annuall& to meet "\ese costs is estimated to be

$225,000,

As indicated elsewhere in the project paper, it is intended that FONDOMICRO's
‘outstanding loan portfolio by year 7 of the project will be about

$30,000,000. If this portfolio size is reached, FONDOMICRO will be able to
meet all operational costs through imposing a charge of less than 1% per annum

on loans it makes.



-13 -

Given the anticipated very wide spread between the (well below market) cost of
funds to FONDOMICRO, and the (market level) interest rates and other charges
to be paid by ultimate borrowers, FONDOMICRO's loan portfolio should be able

to accommodate this cost quite easily,

B. Technical Assistance

As FONDOMICRO is g"}elativély new 6rganization and will be
undertaking an extremely ambitious program, with a relatively inexperienced
staff, the organiéation will require a substantial level of technical
assistance if project objectives are to be fully attained. As presently

anticipated, technical assistance may be needed in the following task areas:

- preparation of "business plans", operating budgets, annual

implementation plans, and related documents related to project'implementation;

- design and development of computerized databases containing
relevant information regarding the ISME sector in the D.R., NGOs serving the

sector, etc.;

- design and development of a computerized management
irformation system which will contain readily retrievable data on outstanding
loans, (including data on terms, repayment schedules, etc.); outstanding

obligations of FONDOMICRO; FONDOMICRO's income and expenditures, etc.;
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- preparation of promotional literature describing FONDOMICRO's

program and services;

- preparation of manuals describing credit application
procedures; procedures and criteria to be used in reviewing and approving loan

applications; alternative disbursement procedures; etc.;

- establishing procedures to be used in determining appropriate
interest rates and other charges to be applied to loans made by FONDOMICRO
(including advisability of flexible vs. fixed rates, etc.);

- obtaining and issuing "guarantees";

- issuing different types of bonds;

- most effective means of "leveraging" FONDOMICRO's portfolio;

- assessing credit management!-capability of different NGOs and

designing assistance programs to assist the NGOs to improve same;

- providing the assistance different NGOs require to upgrade

their credit management capabilities.

As presently anticipated, FONDOMICRO technical assistance needs

will be met principally through two sources:
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a. the "GEMINI" Project being implemented by the Office of Rural

Development of the Science and Technology Bureau in AID/W; and

b. an ISME Credit expert contracted on a personal services basis

by USAID/DR (funded by the project).

GEMINI Project

The GEMINI (Growth and Equity through Microenterprise Investments
and Institutions) Project is the current principal means through which AID is
attempting to catalyze ISME development around the world. GEMINI is a
successor to S&T/CD’'s previous PISCES (Program for Investment in the Small
Enterprise: Sector) and ARIES (Assistance to Resource Institutions for
Enterprise Support) efforts, and is built upon the experiences and knowledge
gained through those efforts. As indicated in the GEMINI prcject paper, the

major themes of the worldwide GEMINI effort are:
- Growth and Development of Microenterprise;

- Economic and Social Inspectors of Assistance to Microenterprise

- Sub-sector based analysis and assistance

- Improvement in delivery of non-financed assistance
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- Institutional alternatives

- Institutional strengthening

- Women and Microenterprise Growth and Assistance

- Scaling up Microenterprise Program

The GEMINI Project offers solid, experience-based expertise and
assistance to ISME organizations and programs throughout the world. It can
access the services of virtually all significant practitioners in the ISME
field, and can provide assistance in virtually any area associated with ISME
sector develcpment. GEMINI Project leadership have expressed strong interest
in the effort to be undertaken by FONDOMICRO and are anxious to provide as

much assistance as may be needed for the effort.

At this point, . plans are that expertise in the following areas in
amounts as indicated will be sought from thle 'GEMINI Project (and/or will be
sought from S&T/RD’s successor project to GEMINI, if any, when the GEMINI

Project ends in September 1994):

Technical Assistance Area Amount TA

a. Direct assistance to FONDOMICRO:
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-FONDOMICRO internal administration

-Database and MIS design and development

-Development of credit application/review/
approval/disbﬁrsement, etc., procedures,
and related manuals.

-Determining and fixing appropriate interest
rates and charges.

-Use of different financing instrument -
i.e., guarantees, bonds, eté.

-Assessing credit management capability of NGOs

-Designing appropriate assistance programs for
NGOs to improve thelr credit program
management capabilities,

- Subtotal

Assistance provided to NGOs on FONDOMICRO's

behalf (to assist the NGOs in improving credit

program maﬂaéemeht capabilfty):

-Development of "business plans" and strategic
plans".

-Design and development of improved accounting
procedures and systems.

-Design development of organizational structure

30 PM

8 PM

16 PM

6 PM
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needed to maximize effectiveness of credit
operations,

-Design and development of improved credit 24 PM
management capability (applicant analysis,
loan disbursement and collection techniques,
lending methodologies, determining and
establishing appropriate rates, etc.)

-Design and development of improved information 6 PM
systems,

-Organization and conduct of workshops/seminars 10 PM

on service relevant topiecs.

Subtotal 70 PM

Total 100 PM

Aﬁproximately 30 person-months of the TA outlined above will be
provided by a resident expert provided by the GEMINI project- who will
probably be a Dominican national. Of the remaining 70 person-months of TA,
approximately half will be p:ovided by Dominican organizations sub-contracted
by the GEMINI project to provide the assistance. The GEMINI Project TA team

leader willr eport to the Executive Director of FONDOMICRO.

ISME Program Manager

The ISME Credit Expert to be contracted on a personal services
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basis by the USAID Mission will have a crucial role in assuring the success of
the project, and the attainment of all project objectives. This individual'’s

principal functions will be:

- to assure that all required support from the USAID Mission in
Santo Domingo needed by FONDOMICRO is provided in a timely fashion (i.e.,
assistanc; in obtaining disbursements in a timely fashion, assistance in
issuing RFPs'and negotiating contracts, assistance in obtalning evaluations

and audits of project activities, etc.);

- jointly with FONDOMICRO management, to determine the
appropriate timing of TA needed through the GEMINI Project, and to arrange for
timely availability of the needed TA. (Given that there will be no resident
TA provided through the GEMINI project, this function is particularly

important);

- assisting FONDOMICRO in complying with all terms under which

assistance is provided by AID; - Yoy
- monitoring all aspects of FONDOMICRO's performance under the
project, determining where modifications in performance might be useful, and:

providing the advice and assistance needed by FONDOMICRO to modify performance.

Present plans'are that the services of this individual will be



provided for the entire 1life of the project.

C. FONDOMICRO's Clientele - the NGOs Serving the ISME Sector

As mentioned in other sections of this Project Paper, literally
scores of NGOs have emerged in the Dominican Republic over the years and
become active in efforts to promote the well-being of the ISME sector. These
NGOs range in size from 1-2 person operations serving clienteles of 10-50
individuals to organizations the size of ADEMI -with a staff of about 150 and
a clientele of about 6,000. Some of the NGOs are legally incorporated, most
are not. Some are affiliated with churches or co-ops, and some are
independent. Some have received support frém one or more donor agencles, and
some haven't. Most of the organizations attempt to provide a range of
services to their clients -training, marketing assistance, procurement
assistance- as well as credit, and some specialize in just one area. A
recently concluded assessment of these NGOs concluded that, between and among
them, these organizations have had contact with and can reach some 60-70% of

all ISME operators.

These NGOs, as indicated, are the anticipated clientele of
FONDOMICRO. It is with and throughlthem that the financial resources
FONDOMICRO is charged with capturing are tec be provided to the ISME sector,
Although this will not occur during the life of this project, it is hoped aAd
expected that given enough time, ep;ugh of these organizations will qualify to

obtain resources from FONDOMICRO that the credit needs of the entire ISME

sector will be met,.
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During the life of this project, it is hoped and expected that some
6-10 of these organizations will qualify to receive credit from FONDOMICRO and
that, through these organizations, a total of some 10,000-40,000 ISME
operators will obtain access to reliably available, reasonably priced credit.

The most likely beneficiaries of FONDOMICRO's program are the following NGOs:

Asociacion para el Desarrollo de Microempresas (ADEMI). ADEMI was

established in 1982 as the first development program in the country
exclusively devoted to the ISME sector. It initiated operations in 1983, with
assistance from Accion International. ADEMI's program is by far the biggest
and most successful of all the NGOs serving the ISME sector in the D.R. As of
October 1988, ADEMI had provided 20,716 loans to 5,479 ISMEs. The total value
of the loans amounted to RD$32.0 million (US$6.0 million). Clientele have
been 68% male and 32% female. Approximately 87% of borrowers are involved in

production activities, 13% are involved in trade and commerce.

The Asociacion para la Promocion de la Mujer, Inc. (ADOPEM).

ADOPEM was formally established in 1982 as“an affiliated program of Women'’s
World Banking, a U.S.-based NGO. Its credit and technical assistance programs
are exclusively targeted on women. Since its inception, ADOPEM has provided
2,670 loans to 1,609 women, located in 6 cities, with a total value of
RD$4,600,000. About 47% of its borrowers are involved in production
activities, (mainly, food and cloth production, and cottage crafts), another
33% are involved in commerce, (generally selling clothing), and 20% are

involved in services, such as hairdressing and nurseries.
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The Asociacion para el Desarrollo, Inc. (APEDI). APEDI initiated

its credit program in 1982 in Santiago, the second largest city in the
country. The program was assisted by Appropriate Technology International.
Since the inception of its credit program, APEDI has made some 566 loans to
526 microenterprises and 413 loans to 366 associative groups. Total value of

credit disbursed is KD$7.4 million.

Asociacion para Inversion y Empleo (ASPIRE). This organization,

which began in 1983, originally had ties with several evangelical churches but
in the last few years has become secular. In 1988 it”received a grant of
US$82,685 from the Inter-American Foundation for micr;enterprise lending in
areas targeted for diversification from sugar production, i.e., the province

of Altagracia. 1Its portfolio in October 1989 was about RD$1,000,000.

Asociacion para el Desarrollo de la Provincia Espaillat (ADEPE),

ADEPE is a development association located in Moca. 1In 1987 it received the
equivalent of US$500,000 from the IDB for a credit program for small farmers
and microenterprises. In October of 1989 Hts outstanding portfolio of

microenterprise loans was RD$782,772.

Fundacion Dominicana de Desarrollo (FDD). FDD is one of the oldest

NGOs in the Dominican Republic to operate a microenterprise credit program.

It lends to small farmers and microentrepreneurs and receives support from a
number of European donor organizations, and also has a line of credit from e
Chase Manhattan Bank. Its portfolio for microenterprise lending in October

1989 was RD$4,000,080,

s
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Instituto para el Desarrollo Integral, Inc. (IDDI). In 1987, IDDI

ivitiated a microenterprise program in la Zurza, one of the most populous and
poorest barrios in Santo Domingo. Prior to this program, IDDI had been
operating %or about three years, working in such diverse programs as
infrastructure development, home improvement, squatter upgrading, family
planning, and environmental protection. IDDI's methodology substantially
differs from those of ADEMI, ADOPEM, and APEDI. It promotes an "integrated
development approach" based on the provision of an array of programs and
services to individuals, groups and associations, located in poor barrios of
Santo Domingo. These programs and services include credit, technical
assistance, and training and are combined with community organization,

consciousness raising, health care, development of leadership, and

environmental protection.

IDDI has delivered a total of 1,406 loans to 436 program
beneficiaries including: solidarity groups (306 loans); microenterprises (610
loans) and microretailers (499). The total value of the loans di;bur;;a i; h
RD$6.0 million. Average loan size has been-about US$180. Women compris; dﬁiy
7% of the program beneficiarlés.A IDDI services both micro (85%) and small
business. Sixty-five percent of borrowers are engaged in production

enterprises, and the balance in commerce and trade.

Mujeres en Desarrolio Dominicana, Inc. (MUDE). MUDE was founded in

1980 and is headquartered in Santo Domingo. It operates credit prograns for

disadvantaged rural women, including a credit program for female micro-
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entrepreneurs in agroindustry. It has received resources from the IDB, the
United Nations, the Inter-American Foundation and various European donors.

Its portfolio in October 1989 was RD$2,200,000.

Programa de Promocion de Pequefias Empresas (PROPE). PROPE is

located in San Francisco de Macoris and is supported by the Development
Association for Duarte Province. PROPE was started as a Technical Assistance
Center (TAC) in AiD's Small Industry Development Project. It currently
supervises a RD$4.3 million portfolio of bank loans which had been extended
during that project. It also has a small portfolio -RD$30,000- of loans which
it has made directly to microenterprises using private donations it has

received from residents of San Francisco.

The above organizations are considered to be likely prospects for
qualifying.to receive support from FONDOMICRO.because a) they are legally
established entities; b) they are operating credit programs (or have done so
in the past)l and c) they have expressed interest in receiving such support.
(It is also fully anticipated, however, thd&t mot all the organizatiomns
mentioned will necessarily qualify to receive c¢redit from FONDOMICRO.

Insofar, as its resource base permits, FONDOMICRO will attempt to serve all

NGOs which qualify to receive support.)

In order to qualify to receive support from FONDOMICRO, NGOs must

meet the following criteria: .



.25 -

-. - they must be legally incorporated and recognized as a juristic

person;

- they must have been functioning for at least one year and have

a clientele of at least 200 borrowers;
- they must have established office facilities;

- they must have a functionins, board of directors, a full-time

manager or program director, and established office facilities;

- they must have an adequate and well-maintained accounting
system (including statements of income and expenses, balance sheets, charts of
accounts, etc.). The make-up and functioning of its accounting system must be
prescribed in writing. The accounting system must be such to allow adequate
tracking of income and expenditures, sources and uses of funds, a proper .

balance sheet, etc.;

- the NGO's -approach, philosophy'and policy regarding credit to,
the ISMe sector must be consistent with that of FONDOMICRO -i.e., they must
call for "full-cost" credit, quick review and approval of applications, rapid

disbursement of loans, etec.;

- they must have established, written procedures for analyzing

credit requests, and these procedures should be such as to lead to correct
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decisions as?to provision of credit (i.e., they should include analysis of
such factors as: previous loan repayment history, existing debt of proposed
borrower, ability of the enterprise to generate sufficient revenue to service
the loan, general reputation of the proposed borrower, proposed use of the

credit, etec.);

- they must have established, written procedures for disbursing
loans and collecting repayments and these procedures must be reasonable and

appropriate;

‘- they must have and maintain géod records on all aspects of
their credit, programs (names and Addresses of all borrowers, amounts borrowed,
interest rates, repayment schedules, repayment histories, type of business,
number of employees, etc.). Their records must be such as to allow quick and
reliable identification and assessment of problem loans, bad loans, overdue
loans, etc.;

- they must have externally dudited financial statements
describing their.financial status for the past'three years, and these
statements must demonstrate prudent and appropriate management of the NGOs
resources (1f the NGO has been operational for less than three years,

financial statements covering the shorter period are required);

- if the NGO operates support programs other than and in

addition to its credit program, it must have accounting procedures in place
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th?t allow for separate accounting of disbursements, costs, income,‘etc;,
reiated to its credit program, and disbursements, costs, income, etc., related
to its other programs. It aust have regulations and policies in place that
call for loan repayments to be used first for meeting all costs associated
with operatiqn of the credit program (including maintenance of the
organization;s lending base) before any loan repayment revenues may be

diverted for use in meeting costs associated with operation of the non-credit

programs operated by the NGO.;

- they must charge positive, real interest rates on loans (rates
should be at least the rate currently being charged by commercial banks to
other than their favored borrowers, plus sufficient spread to cover all costs

NGO incurs in operating its credit program, plus a bad debt reserve).

The criteria outlined above are intended, obviously, to help assure
that FONDOMICRO makes loans only to those NGOs which can repay the loans.
(FONDOMICRO's survival and its continuing ability to channel credit resources
to the ISME sector depends almost entirely“upon its ability to make the - e

correct judgments regarding credit-worthiness 6f NGOs seeking its resources.)

At this point, as suggested previously, most of the NGOs discussed
above or mentioned above would not meet all the criteria required to qualify
to borrow funds from FONDOMICRO.:  In some cases, their accounting and internal
control systgms are inadequate, in others their records keeping is sloppy.

'Some still espouse no-interest or subsidized interest lending. Some make
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inadequate efforts to judge credit worthiness of potential borrowers and/or
make inadequate efforts to assure repayment of loans. Some condition their
lending upon borrowers accepting other services -and do not properly segregate
the costs of.provision of other services with the costs of operating the

credit program.

The principal function of FONDOMICRO’s Client Services and Research
Department will be to provide these NGOs with the assistance they require to
improve their operations to a point wherein FONDOMICRO'’s Financial Support
Services department will determine that they are acceptable credit risks and
are eligible to receive financial resources from FONDOMICRO. The assistance
to be provided by FONDOMICRO's Client Service Department will be in the form
of the services of technical experts who will work with individual NGOs to
improve areas where their performance and/or structure is not consistent with
that required by FONDOMICRO. The experts will help in designing/eétablishing/
installing iﬁproved systems, training NGO staff in operation of the improved

1

systems, monitoring performance of improved systems, etc. As and when this
hay be necessary and appropriéte, FONDOMICRO tmay provide limited commodity
assistance (i.e., computeré) to some NGOs to assist them to improve opératibné

and/or may sponsor participation of some staff of some NGOs at selected

training courses.

Based upon previous experience working with NGOs operating credit
programs in ﬁhe D.R. (particulafly the experience gained under the S&T

Bureau’s ARIES project), it éppears that significantly different amounts of TA
t
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will be required by different NGOs in order to qualify for borrowing from
FONDOMICRO. Dependent upon the present sophistication and effectiveness of

the NGO's program, number of person-months of TA required could range from

none (in the case of ADEMI and ADOPEM), to 4-5 (in the case of IDDI and APEDI).

to 8-9 (in the case of FDD, MUDE, etc.) (No amount of TA will have an impact
on increasing the effectiveness of an NGOs credit program unless the NGO is in
general philosophical agreement with FONDOMICRO on key points surrounding the

operation of credit program -i.e., real, positive interest races, etc.)

Preliminary estimates of the TA requirements of each of the NGOs
mentioned above were used in developing the overall projection of TA to be

sought through the GEMINI Project indicated above.
D. A.I.D.

Implementation of the project will be monitored, and assisted,
principally by the Private Enterprise Division (PED) of USAID/DR. PED will
identify and arrange for contracting cf au:“ISME Program Manager to serve as
the AID Project Manager for.the project, and to provide technical input on all
significant project mattérs. (bescription of this individual’s principal |
functions is included above in the section on "Technical Assistance".)

Support in, project implementation will also be provided by the Mission'’s
Contracts Office, which wiil give advice on procurement matters, by the
Controller’'s Office, which’will arrange for periodic audits, and the Project
Supbort Office, which willlassist in arranging and implementing evaluations of

the project.

OJ\
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provided for the entire life of the project.

C. FONDOMICRO's Clientele - the NGOs Serving the ISME Sector

As mentioned in other sections of this Project Paper, literally
scores of NGOs have emerged in the Dominican Republic over thc years and
become actiq‘ in efforts to promote the well-being of the ISME sector. These
NGOs range in size from 1-2 person operations serving clienteles of 10-50
individuals to organizations the size of ADEMI -with a staff of about 150 and
a cliertele of about 6,000. Some of the NGOs are legally incorporated, most
are not. Some are atfiliated with churches or co-ops, and some are
independent. Some have received support from one or more donor agencies, and
some haven'tl Most of the organizations attempt to provide a range of
services to their clients -training, marketing assistance, procurement
assistance- as well as credit, and some specialize in just one area. A
recently concluded assessment of. these NGOs concluded that, between and among
them, these organizations have had contact with and can reach some 60-70% of

all ISME operators.

These NGOs, as indicated, are the anticipated clientele of |,
FONDOMICRO. It is with and through them that the financial resources .
FONDOMICRO is charged with capturing are to be provided to the ISME sector.
Although this will not occur during the life of this project, it is hoped and
expected théﬁ glven enough time, enough of these organizations will qualify to
obtain resources from FONDOMICRO. that the credit needs of the entire ISME.

sector will be met,
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SCOPE OF WORK

Micro and Small Business Program Manager

Objective

The contractor will provide services as a Micro and Small Business Program
Manager for a period of up to 30 months. The Contractor will work in the
Private Enterprise Division of USAID/DR and will be responsible for monitoring
activities and providing technicaliadvi;e for a project (the Micro aﬁd Small
Business DéveIOpment Project) under which AID is supporting the establishment
and function{ng of FONDOMICRO, a private organization which will have the

continuing function of obtaining and providing the financing needed by NGOs

operating credit programs in the D.R. Specific duties will include:

- becoming totally familiar with the {icro and Small Business Development
Project -~ its origins, its objectives, currént status, etc.

- developing a thorough understanding of the informal small and micro
eﬁterprise (ISME) sector in the Dominican Republic; This wiil ihvolve
becoming knowledgeable about the size and characteristics of the sector,
governmental policy affecting the sector, principal organizations involved in

the sector, factors constraining the growth of the sector, etc.

nh



- developing effective working relationships with leadership and staff of
FONDOMICRO and principal NGOs working in the ISME sector. Becoming aware of
responsibilities, capabilities, and functioning of different staff members,

departments, etc.

- advising and assisting FONDOMICRO in the planning and implementation of

its financial support and credit management improvement programs.

- advising and assisting FONDOMICRO in planning and implementation of
various organizational development/organizational improvemen? activities, with
an eye to assuring maximally effective utilization of resources avallable to
the organization. Activities could include: proposing (and participating in
staff training, making assessments of effectiveness of different activities,

proposing re-distribution of pa;ticular responsiﬁiiiiies, etc.

- advising. and assisting FONDOMICRO in the selection of various suppliers
of goods and services needed by the organization, in negotiating optimal
procurement arrangements, and in obtaining agreed upon goods and services from

the suppliers.

- advising and assisting FONDOMICRO in identification of particular

Jovd .‘s\ ,L';, ., ')l.) ‘f‘ Yooy

"governmental policy modification" obJectives, and in designing and

implementing campaigns almed at bringing about targeted policy modifications.

£y
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- assuring that FONDOMICRO leadership and staff are fully aware. of,
understand, and comply with all relevant AID regulations and policies - and

with all terms of their Cooperative Agreement with AID.

- assisting FONDOMICRO to prepare all reports and other documents required
by AID (including financial reports), and making sure these reports and other

documents are properly and expeditiously processed through AID.

- preparing periocic reports, assessments, and/or analyses on the overall
status of the Micro and Small Business Promotion Project, and/or various

matters of interest regarding the project as may be assigned.

- preparing drafts of correspondence proﬁiding guidance and/or information

to IPC and other organizations on various matters of concern for the project,

- keeping AID management advised at all times of status of the project,'

"progress being attained, and problems being encountered.

PED:RFBarnes:ad:03-15-90:1200]


http:times.of

MWEX C

STATEMENT OF WORK

I. TITLE

Technical Assistance to FONDOMICRO and its clients.

II. OBJECTIVE

. The objectives of the buy=-in are 1) to provide technical
assistance to FONDOMICRO, an innovative non-government
institution established to link local and international financial
markets with NGO-based microenterprise programs, 2) to provide
technical assistance to the NGOs that are clients of FONDOMICRO,
and 3) to document the experience of FONDOMICRO as a
demonstration project under GEMINI's action research program,
"The Frontiers of Financial Assistance to Microenterprise".

III. BACKGROUND

FONDOMICRO is a private, non-profit organization in the
Dominican Republic, created with funding from USAID/Dominican
Republic. It is a "second level" microenterprise funding
organization, whose purpose are to on-lend donor, government, and
commercial funds .to NGOs. for microenterprise credit programs, and
simultaneously, to encourage the upgrading of NGO capacity.

Because of its significance, GEMINI has selected FONDOMICRO
as a demonstration project under its Action Research Program
(ARP) entitled "The Frontiers of Financial Assistance to
Microenterprises". FONDOMICRO will begq demonstration project
under two streams of that ARP, one on the growth and dynamics of
microenterprise credit institutions, and another on
microenterprise credit in the financial system.

As stated in the GEMINI core contract,

Demonstration projects in this context will consist of
projects or programs which are in process or just
starting under A.I.D. and/or PVO sponsorship. To
initiate a demonstration, the sponsoring organizations
will agree to incorporate experimental elements into
their project designs and to receive periodic technical
assistance from the contractor in doing so. The
contractor will observe and evaluate these projects
during a two to three year period;‘
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USAID/Dominican Republic and GEMINI have agreed to carry out
this demonstration effort together, as follows:

¢ USAID/DR will finance the technical assistance to
FONDOMICRO and to the NGOs as a buy-in to GEMINI.

¢+ The GEMINI project core will finance documentation of
the demonstration effort, and the development of any
training packages that draw on FONDOMICRO experience,
including using the prcject as the subject for teaching
cases. ‘

This scope of work describes the technical assistance inputs
that GEMINI will provide with USAID/DR funding. .

IV. SCOPE OF WORK

The contractor will provide approximately 50 person-months
of technical assistance in support of FONDOMICRO over a two-year
period. Eighteen-months of the assistance will be in the form of
a long-term expatriate technical advisor and the remaining 32
person-months as short-term technical assistance. It is .
anticipated that approximately 11 person-months of the short-term
assistance will be provided by US-based advisors and 21 person-
months from Dominican sources. :

The technical assistance will serve two purposes: to
strengthen the capacity of FONDOMICRO itself; and, to provide
direct assistance to potential client NGOs. It is also
anticipated that some effort will be devoted to providing US-
- based support to the project. The substantive areas for :
technical assistance are-outlined below, but the precise needs
will be detailed in the annual technical assistance plan (see
below) . :

A. Long-Term Expatfiate Advisorx

A\

The long-term (resident) expatéiate technical advisor
will coordinate the delivery of GEMINI technical assistance to
FONDOMICRO for 18 months from the start of this buy=-in and will
have substantive oversight over key technical assistance
deliverables during this period. This advisor will be
responsible for the following tasks and outputs:

4 develop annual technical assistance plans in
conjunction with USAID, FONDOMICRO, and GEMINI;

¢ develop detailed scopes of work for specialized
short-term technical assistance assignments:

¢ coordinate short-term specialized technical
assistance; o



¢ Assist FONDOMICRO with their reporting to A.I.D.

The long-term technical advisor will be in continuous
communication with GEMINI project management in Washington, and
will report directly to the Executive Director of FONDOMICRO in
the Dominican Republic. The long-term advisor will also serve as
liaison between FONDOMICRO (represented by the director) and
USAID (represented by USAID/DR's Project Advisor).

B. Short-Term Advisor
1. Technical Assistance to FONDOMICRO
The Assistance to be provided by the contractor in

the first two years of the project will focus primarily on the
instivutional strengthening of FONDOMICRO. Approximately 18

person-months of short-term technical assistance will be required

in three areas: development of FONDOMICRO's internal
institutional capability; development and implementation of their
credit program, and development of their capability to provide
credit management assistance to NGOs. The attached technical
assistance plan provides the detail2d allocation of technical
assistance activity. In support of this activity, the contractor
will carry out the following tasks over the next two years,
resulting in the deliverables specified:below:

o] review and advise FONDOMICRO on the following
documenrts: business plans, operating
budgets, annual implementation plans, and
other documents related to project
implementation;

¢ ] design and develop a computerized database
containing relevant information on the ISME
sector in the Dominican Republic; the size,
nature, and functioning of NGOs serving the
sector, etc.  f

o design and develop a computerized Management
Information System. The system will need to
allow FONDOMICRO to access data on
FONDOMICRO's past and existing grants and
loans; performance of outstanding loans, etc.
The contractor will assist with staff
training, use, and maintenance of the MIS
during the first year of project
implementation.

O develop a manual detailing guidelines
governing the operation of FONDOMICRO's
Credit Program. The manual will include
guidelines for the folloging:

C"'\ Q' .
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-  assessing NGO's eligibility to borrow
from FONDOMICRO:;

- assessing which NGOs are acceptable
credit risks;

- procedures for reviews and making
decisions on loan requests;

- procedures governing use of loan re-
flows:;

- procedures for determining amounts that
may be borrowed by different NGOs;

- procedures for establishing a delinquent
debt reserve;

- following up on problem loans;

- providing "guarantees" on loans made by
banks directly to NGOs;

- assessing effective means of

"leveraging" FONDOMICRO's portfolio,

- disposing of FONDOMICRO assets in the
event of dissclution of the
organization.

a establish procedures for determining interest
rates and other charges, including
advisability of flexible versus fixed rates”
(note. results of this task will feed into-
development:of the credit manual discussed
above) ;'

a establish procedures for assessing the credit
management capability of different NGOs and
designing assistance programs to. assist the
NGOs to improve same;

a set up and deliver short training courses
' relevant to the further professional
development of FONDOMICRO staff members (some
offshore, some on-ghere);

a prepare promotional literature describing
FONDOMICRO's program and services.

2. Technical Assistance to FONDOMICRO Clients

: The other mxuin aspect of the technical assistance
to. be provided by the contractor is the provision of assistarce,
specifically credit management assistance, to the NGOs seen as
the prospective clients of FONDOMICRC. This activity will
‘involve approximately 26 person-months in the form of short-term
technical assistance. Approximately two-thirds of these person-
months will be provided by Dominican nationals, whose services
will be arranged by Dominican organizations under subcontract
"with the GEMINI project. It is anticipated that GEMINI will

rcx.



provide assistance to approximately 5 NGO programs. This
assistance will focus on improving the capacity of NGOs to
administer credit programs to the point where they can be'
considered eligible borrowers from FONDOMICRO according to the
criteria laid out in the credit manual. The technical experts
will work with individual NGOs to improve areas where performance
is weak and/or where the structure of their credit programs is
not consistent with FONDOMICRO requirements. In particular,
technical assistance will focus on the following areas: '

Gevelornent of business plans and strategic
plans;

design and development of improved accounting
procedures and systems;

desigﬁ and developmeﬁt of organizational
structure needed to maximize effectiveness of
credit operations;

design and development of improved credit
management capability (applicant analysis,
loan disbursement and collection techniques,
lending methodologies, determining and
establishing appropriate rates, etc.):

design and development of impfoved
information systems;

organization and conduct of relevant
workshops/seminars. :

It is anticipated that different NGOs' needs for
..technical assistance will vary between 1 and 10 person-months in
order tc attain the required operational capability.

Reports

The Contractor 1s to provide quarterly reportg of progress made and
problems being encountered under this effort. Two copies of each
report are to be provided to FONDOMICRO and USAID/DR.
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LEVEL OF EFFORT REQUIRED
FONDOMICRO TECHNICAL ASSISTANCE REQUIREMENTS

4.0

YEAR 1

B T

.o YEAR 2 e b
Pers LT ST Dom Pers LT ST Dom
Mos Adv Adv__Adv__Mos Adv__Adv _Adv
Project Management
Coordination w/AID 0.75 0.50 0.25 0.75 0.50 0.25
Coordination of TA 0.75 0.50 0.25 0.75 0.50 0.25
Reportirg 0.50 0.50 1.00 1.00
Procurenment . 1.00 0.50 0.50 0.50 0.50
Assistance to FM
Internal Admin 1.00 1.00
MIS Development 6.00 2.00 4.00
Credit Proc & Manuals 3.00 2.00 1.00
Financial Innovations
Client Assessment- . 3.00 2.00 1.00 2.00 1.00 1.00
Client Asst Design 1.00 1.00 2.00 1.00 1.00
Assistance to FM Clients
Planning ~1.00 1.00 3.00 1.09 2.00
Accounting Systems 3.00 3.00
Org Developnent 1.00 1.00 4,00 1.00 1.00 2.00 -
Credit Management o 6.00 6.00
MIS L 3.00 3.00
Workshops 1.00 1.00
. 7.00 5.0016.00

22.00 11.00 6.00 5.0028.00
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MASTER DRAFT

ANNEX D
MICRO AND SMALL BUSINESS DEVELOPMENT 'PROJECT
Technical Analysis

Project Summary

The purpose of the project, as,sgﬁted above, is to develop FONDOMICRQO into a
viable, financially self-sustaining organization which is efficiently
providing the financing and related administrative assistance needed by NGOs

operating credit programs for the ISME sector.

As indicated by the purpose statement, while FONDOMICRO will have a number of
functions, its principal role will be that of a finance institution. Like all
finance institutions, it will seek to obtain funds from a number of sources,
and it will make the resources it obtains available to others. As loans are
repaid the resources will become available for re-lending. Through interest
rates and other charges it imposes upon funds it lends out, it expects to
generate sufficient income: to repay all funds it has borrowed; to develop an
equity base sizeable enough to allow it to borrow all funds it needs for
on-lending to NGOs; to cover all expenses it incurs in the operation of its

credit programs -in short, to stay in business.

Principal anticipated sources of funds for FONDOMICRO are AID and the GODR the
Interamerican Development Bank, other bilateral donors, and the commercial

banking sector in the D.R.



FONDOMICRO's clientele are to be the NGOs which are currently operating credit
programs for the ISME sector, and who can greatly expand the size of their
credit programs if additional resources were made available to them. These
NGOs would borrow funds from FONDOMICRO, agreeing to pay the interest rates
and other charges fixed by FONDOMICRO, and on-lend the funds to their clients
-the ISME operators. They would also, of course, add further charges to the
loans they are making to the ISME operatbrs to cover their own costs of

operation.

Because of the profitable nature of many ISME enterprises, they would be able
to pay the full cost of the credit provided to them, and still be able to

cperate and expand their businesses,

In addition to factors demonstrating its sound establishment as an
institution, the success of FONDOMICRO will also be measured by the Increase
in the number of ISME operators obtaining loans and (as a result of
availability of the loans), expanding their businesses and the number of
people employed in them. Based, essentially, on estimates of the capacity of
NGOs to effectively service much expanded clienteles, it is hoped that by the
end of the project, a much greater number of ISME operations will have
reliable access to reasonably priced credit than is presently the case.

The principal technical issues and questions affecting project implementation

and prospects for successful attainment of objectives are the following:



1. © What.is the most reasonable target for the project in terms of numbers

of ISME operators who can gain reliable access to reasonably priced credit?

As Indicated in the MSI study, approximately 87,000 of the 145,000 ISME
operators in the DR want and would take advantage of reasonably'priced credit
if it were available, but only about 10,000 currently have access, leaving an
unmet demand on the part of Z7l000 ISME operators. This number, therefore,
constitutes the actual existing potential market for credit provided by
FONDOMICRO. The only organized source of credit for ISME operators are the
NGOs operating credit programs for the ISME sector. The capability of these
NGOs effectively to service the ISME sector, therefore, 1s a key factor in

o
determining realistic targets for numbers of ISMEs to be served.

At present, between and among the NGOs operating significantly sized
programs, about 10,000 ISME operators are recelving credit. Almost all the
NGOs are facing administrative and other problems in operating their present
programs. While expansion of their clienteles is possible and desirable, in
most cases, prudence suggests that expansion should be at a pace commensurate
with the NGOs' ability effectively to administer expanded programs. While the
situation will vary among NGOs, an average expansion in number of clients and
size of their loan portfolios of about 20X per year has been found to be an
achievable and desirable level for most. An annual 20% expansion in the
number of ISME operators currently receiving credit (i.e., 10,000) would, at
the end of 7 years, result in a situation where approximately 36,000 ISME

operators had access to reasonably priced credit. Depending on the average
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amount of credit required and desired by each ISME operator, this would entail
a requirement that the equivalent of between $18,000,000 and $43,200,000 in
credit be available to the sector (in constant 1990 dollars): (If the current
average loan made by NGOs to ISME operators is maintained, the lower figure
would apply. The higher figure would &pply if the average amount ISME
operators indicated they needed in the MSI study were to be available.) The
project designers believe that selecting a figure midway between the two
extremes would be most reasonaqlﬁ (as this would accommodate the fact that,
reflecting NGOs desire to assist as many clients as possible with limited
resources, the average loan provided by NGOs has probably been lower than the
amount actually needed by the borrowers, and the fact that the businesses of
many ISME operators couldn’t support a loan of the size they indicate they

would like). The midway point between $500 and $1,200 is $850.

The above calculations suggest that a project which could result in
36,000 ISME operators having access to a lending portfolio of about
$30,000,000-$35,000,000 would be reasonable given the 7-year life of the

effort,

2. Can $30,000,000 in Credit be Made Available to the ISME Sector? If so,

how?

At present, total amount of funds available for lending to the ISME
sector comes to about $5,000,000. These are the resources currently being
managed by the NGOs operating credit programs for the ISME sector. Almost all
those resources come from donor agencies (including AID) and the multilateral

banks.

z



©'$30,000,000 is six times as much as the amount currently available to
the sector. It is a very sizeable amount and, clearly, given the many
competing claims on donors' resources, it is beyond the capability of donor

agencies to make that amount available for FONDOMICRO.

Because attainment of the ultimate objective of this project:requires
that FONDOMICRO be able to reliably tap a variety of funding sources
-principally the commmercial baqkﬁpg sector- on a continuing basis (in order
to assure adequate levels of resource§ for the ISME sector) it is not
desirable that FONDOMICRO's resources come exclusively from donor agencies
during the life of the project. Rather, as FONDOMICRO's long term
effectiveness and usefulness depends substantially upon its ability to deal
with the commercial banking sector, it is important that FONDOMICRO become

experienced in doing so during the life of the project.

Because of the foregoing -i.e., the inability of donor agencies to
provide all resources needed, and the need for FONDOMICRO to develop
experience and expertise in accessing resources from the commercial bauking
sector- FONDOMICRO will attempt to secure resources from the commercial
banking sector to supplement the resources being provided by AID, the GODR,

and other donors, during the life of the project.

As presently anticipated, FONDOMICRO'’s credit fund will come from the

following sources:

NS
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AID (through this project) $ 3,500,000

GODR (through local currency resources $ 2,000,000

IDB

generated from AID sources).

$ 8,000,000

Other bilateral donors $ 2,500,000

Commercial Banks, private investors, debt $14,000,000

swaps. _—

Total $30,000,000

Some information regarding terms and conditions under which the funds

are expected to be available follows.

The $3,500,000 in credit funds to be provided by AID will be inﬂ;he
form of a grant to FONDOMICRO, the terms of which will require that
it can be used only for making (or guaranteeing) loans to NGOs
operating credit prégrams. The $3,500,000 will be disbursed to
FONDOMICRO (in DR$ equivalent) as it is needed by FONDOMICRO to
make loans, It is anticipatep that all $2,500,000 will have been

disbursed to FONDOMICRO by the end of year 4 of the project.

The DR$ equivalent of US$2,000,000 to be provided by the GODR will
be made available in the form of a "conditional loan" to FONDOMICRO
by the Technical Secretariat of the Presidency (STP) using funds

generated from AID’s PL-480 or ESF programs. As a "conditional



loan", STP may decide to convert the funds into a grant to
FONDOMICRO if, at the end of the project, it determines that the
project has been successful,

STP-provided funds, at present, carry a 24% p.a. interest rate, and
2-year grace period before repayment must be made. As FONDOMICRO
has no assurance that the loan will be converted to a grant, it
will have to on-lend,gbe funds with terms that assure its ability
to service a 24% p.a. interest rate on the funds (or whatever rate
is relevant at the time). The funds will be disbursed to
FONDOMICRO upon its request as they are needed to make loans to
NGOs. Probably, all funds will be disbursed to FONDOMICRO by the

end of year 2,

The IBD has "pre-programmed" a loan to FONDOMICRO of US$8,000,000.
The loan will be through the GODR, which will guﬁrantee repayment,
IDB's terms call‘for repayment within 40 years, with a 10 year
grace period, with interest at 2X p.a. to the GODR. Interest rate
payable by FONDOMICRO will probably be at 15%. The funds would
probably be available anytime after the end of year 1 of the
project, Plans are that they be accessed and disbursed starting in

year 3 of the project.

Other Bilateral Donors. At present, a number of donors in addition

to AID are providing significant levels of grant‘support to NGOs



servicing the ISME sector. These are: the Interamerican
Foundation, the Deutsche Gesellschaft fur Technische (GTZ), and the
Deutsche Welthungerhilfe (DWHH), and the Swiss Development Corp.,
etc. Between them, a total of approximately $500,000 per year is
being provided to the NGOs. While a good percentage of those
resources are used to mect costs other than credit, approximately
$350,000 1is used for credit, During the life of the project,
FONDOMICRO will endepyer to obtain at least that level of support

from these donors.

The bulk of the funds to be sought from the commercial banking
secfor will not be availableluntil after FONDOMICRO has been
operating its (donor-funded) lending program for several years,
and, based upon its experience in operating its programs, is able
to demonstrate its credit-worthiness, Funds would be available
from the commercial banks at normal commercial rates (currently
about 32X p.a.). Most likely, most of the credit for FONDOMICRO
would be In the form of lines of credit which would be secured by
FONDOMICRO'’s outstanding loan portfolio to various NGQs. In
addition to lines of credit, FONDOMICRO will also possibly seek to
obtain credit by issuing its own commercial paper (I.0.Us or
"pagares" with tenures of 15-150 days). These would be
particularly useful to FONDOMICRO for covering short term liquidity

needs. The commercial paper would also be backed by FONDOMICRO's

portfolio.

o
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Other Sources. While it is anticipated that FONDOMICRO will be
able to obtain enough credit from the commercial banking sector to
meet all the needs of its clients thqt will not be met using
dénor-provided funds, it is also posétble that FONDOMICRO might
avail itself of some other botential‘sources of funds -either
because it was not able to obtain adequate amounts from the sources
listed above, or because better terms might be available through
these other sources.}ufrincipal alternative sources presently

contemplated include the following:

a) Bond Issues. Once its name and reputation become known,
FONDOMICRO could consider issuing different types of bonds. Depending upon
the elements of FONDOMICRO's portfolio that were used to back tae bond issue,
and the intended use of the proceseds of the sale of the bonds, it might even
be possible for FONDOMICRO to issue tax-exempt bonds, FONDOMICRO bonds, for
example, might carry a 12% per year coupon rate, but sell at a 50% discount
against face value, therefore, yielding 18% to the purchaser. A bank would

charge a 4% to guarantee and sell the bond. Total cost to FONDOMICRO would

thus be 22%,

Because of the absence of a capital market in the D.R., sale
of the bonds would have to be by a bank, or by FONDOMICRO itself. This would
not be a simple or easy operation. Accordingly, full attainment of project
objectives is not depending upon availability of funding raised through bond

issues.

\$S)
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b) Debt Swaps. In accordance with current regulations and
éolicies of the Central Bank, it is theoretically possible for organizations
like FONLLOMICRO to obtain outstanding US dollar-denominated Dominican
governmen: debt at prices substantially below the face value of the debt, and
then convert the debt for Dominican pesos at a rate that would result in
FONDOMICRO's obtaining a substantial premium over the amount it would have
received through a normal exchange of dollars for pesos.

N
Implementation details of the GODR's debt swap program are
still somewhat uncertain. When clarified however, given the potentially
significant benefit that may be obtained through this option, FdNDOMICRO will

actively pursue the option.

c) Loan Guarantees. With a guarantee, FONDOMICRO would be making
it easier for one of its NGO clients to directly borrow funds from a
commercial bank. In providing a guarantee, FONDOMICRO would be guaranteeing
the lending bank that, in event of a default by the NGO, FONDOMICRO would
repay the loan. The loan would still be backed by the NGO's portfolio, and

FONDOMICRO would have to resource this portfolio in event of a default,

FONDOMICRO would normally only issue a guarantee when it had
no funds of its own to lend (i.e., when an unexpected surge in demand creates
short-term liquidity problems for FONDOMICRO) and would obtain compensation
for the risk and expenses it incurs in providing the guarantee by charging a

fee (probably 2% of the amount being guaranteed).
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Full attainment of project objectives is not dependent upon

FONDOMICRO's utilization of loan guarantees.

The following chart reflects FONDOMICRO's plans for obtaining
inputs of funds from different sources, over time, and using those funds to

make loans to NGOs.

INFLOW Loans to NGOs

Year 1 AID Grant $.5 million
GODR contribution 1.0 million
Total $1.5 million $ 1.5 million

Year 2 AID Grant $.8 million
GODR contribution 1.0 million
Bank Sactor .7 million

Total $2.5 million $ 2.5 million

Year 3 AID Grant $.7 million
IBD loan $2.0 million
Bank sector $.8 million

Total $3.5 million $ 3.5 million

Year 4 AID Grant $.5 million

IBD loan $2.0 million



Other donors $1.0 million
Banks $2.0 million
Total $5.5 million

Year 5 AID Grant §.5 million
IBD loan $2.0 million
Banks $2.5 million
Other donors .5 mill}gp

Total $5.5 million

Year 6 AID Grant .5 million
IBD loan $2.0 million
Banks $2.5 million
Other donors .5 million

Total
Year 7 Banks 5,5 million
Other donors .5 million

Total 6.0 million

Total $30 million

<12 -

$ 5.5 million

$ 5,5 million

$ 5.5 million

$ 6.0 million

$30.0 million

(It should be noted that anticipated inputs from the banking sector

for the different years, as shown above, reflect net additional inputs. The

numbers do not include loans from the banking sector that are "rolled o@er"

\\(_")
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and made available again, It should also be noted that FONDOMICRO itself
could generate between $2-3,000,000 from the operation of its credit program

that will be available for on-lending.)

The above scenario, while ambitious, appears to be achievable.

3. What interest rate/related charges should be levied on funds

provided by FONDOMICRO?

This question, of course, has at least two components -first, what
interest rate should FONDOMICRO charge to NGOs who directly borrow its funds,
and second, what rates should the NGOs charge the ISME operators they on-lend

the funds to?

- Rate Chargeable by FONDOMICRO

Over the long term, FONDOMICRO's credit program can continue, and
credit can continue to be available to the ISME sector, only if 1) all costs
FONDOMICRO inzurs relating to the operation of the credit program are met by
resources generated through and by the program; and 2) FONDOMICRO has the
ability to reguiarly and reliably obtain from the commercial banking sector

all the funds it requires for on-lending to NGOs.

These realities are, in fact, interrelated in that FONDOMICRO will
be able to borrow significant amounts of funds from the commercial banking

sector only if it can demonstrate that it can meet all costs associated with
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its credit program. These costs would iﬁclude: costs of the funds it borrows
from different sources; cost of developing and maintaining an equity base of a
size adequate to allow it to borrow all funds it requires for on-leanding;
administrative costs incurred in operating its program; and costs to the
program resulting from unpaid loans. Interest rates and other charges
FONDOMICRO places on its loans will be calculated to allow FONDOMICRO to cover
all those costs,
b

a. Cost of Funds. As indicated above, during the life of the project,
FONDOMICRO wil} have access to both grant funds and loan funds for on-lending
to NGOs. Grant funds are anticirated both from AID ($3,500,000) and other
donors ($2,500,000). Loan funds are expected to be available from the GODR's
Technical Secretariat of the Presidency ($2,000,000), the Interamerican
Development Bank ($8,000,000), and the commercial banking sector in the D.R.

($14,000,000).

The different funds from the different sources will be available at
different interest rates. Grant-derived funds, of course, belong to
FONDOMICRO, and no interest is payable on them, STP funds will probably cost
24% p.a.; IBD funds 15% p.a.; and commercial bank funds between 24% and 35%
p.a.. (These estimated interest rates are based upon discussions with the
lending orgai..zations, observations of their recent practice, and estimates of

inflation over the next several years.)

Insofar as possible, interest rates FONDOMICRO charges its

borrowers will reflect a blending of the rates it is paying un the funds. The

N\
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actual blended rate will reflect the different percentages of differently -
priced funds that will compose the pool of lending capital FONDOMICRO will
have available in any one year. (Grant funds available for on-lending will be

included in the pool, with an ascribed cost of 0X.)

The blended costs of borrowed funds will be calculated and

determined by FONDOMICRO at least annually.
N
b. Cost of Establishing and Maintaining an Appropriate Equity Base.

As indicated, FONDOMICRO's principal role, over the long term, is to act as a
bridge between the formal banking sector and the NGOs operating credit
programs for the ISME sector. While during the project period it appears
FONDOMICRO will be able to borrow funds at concessional rates, and will also
receive grant funds, this will probably only be true during the period of the
project, After the end of the project, FONDOMICRO's only source of funds will

be the commercial banking sector.

After the end of the project, decisions from commercial banks as to
whether and how much they will lend to FONDOMICRO will be influenced by a

number of factors, but one of the principal factors will be FONDOMICRO's

equity position., As is the case with &ll individuals and institutions seeking

to borrow from commercial banks, the banks'’ lending decisions will be
influenced by how much of the borrower's own capital is being put at risk in
the enterprise to be financed. From discussions with a number of banks and

bankers, and from observation of related experience, it appears that

W
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commercial banks will require that FCNDOMICRO have equity equivalent to about
15% of the total it wishes to borrow from banks. As indicated above,
FONDOMICRO has established a target of having $30,000,000 available for
on-lending to NGOs by the end of the project. To be able to borrow enough to
make this amount available after the project ends would require that
FONDOMICRO itself have approximately $4,500,000 of its own capital available
for lending. |
b

c. FONDOMICRO's Administration Costs. FONDOMICRO will attempt to
cover all recurrent costs of administering its credit program through some
small additional charges it imposes on its loans. Because FONDOMICRO is and
will remain a relatively small organization, these costs are not expected to
be excessive. They are estimated to average about $307,000 per year by the
end of the project., (Note: it is not intended that all costs FONDOMICRO
incurs in operating its credit program management assistance program for NGOs
will be covered through charges on loans. FONDOMICRO may, however, attempt to
recover some of these costs by imposing some charge on the particular NGOs
which receive assistance through the program. FONDOMICRO, for the most part,
will be seeking support from donors to cover its costs in providing credit

program management assistance to NGOs.)

The actual additional charge to be reflected in interest rates
imposed on loans that will be required to cover FONDOMICRO'’s operational costs
will vary with the size of FONDOMICRO's portfolio. In general, the larger the

portfolio, the smaller the rate FONDOMICRO will have to impose. FONDOMICRO

N\



<17 -

will make every effort to keep this rate as low as prudently possible.

Actual charges could be as low as 1-2X% per year by the end of the project.

d. Delinquent Debt Reserve. While it is hoped that FONDOMICRO's
knbwledge of the ISME sector and the NGOs operating in the ISME sector will be
such that all loans it makes will be repaid in full and on schedule,
experience indicates that it is unlikely that this can be the case.
Accordingly, if FONDOMICRO is to be able to always repay its obligations on
schedule, and thus retain the confidence of its funding sources, prudence
dictates that some funds be set aside to be used by FONDOMICRO to repay its
obligations when and if its borrowers do not meet their obligations to
FONDOMICRO on a timely basis. FONDOMICRO will attempt to establish a
delinquent debt reserve equal to 10% of its outstanding portfolio by adding

2.5% to the interest rate it charges its borrowers.
e. The Rate Formula

The formula, therefore, for determining the rate FONDOMICRO charges

its NGO clients for borrowing its funds is as follows:

- blended cost of funds available for lending during the period

in question;

plus
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- a charge calculated to help produce the equity level
FONDOMICRO will require to obtain the loans it will be seeking

from commercial banks the following year;

plus

- a charge to cover FONDOMICRO's costs in administering its

programs (estiwqﬁed to range between 2% and 6%);
plus

- a charge to cover costs of establishing and maintaining a

delinquent debt reserve (estimated at 2.5%).

Note: the following hypothetical situation illustrates how the
interest rate chargeable on loans for a given period could be determined. In
year X of the project, FONDOMICRO anticipates receiving and responding to
requests for loans totalling RD$60,000,000. To make those loans, FONDOMICRO
anticipates using RD$20,000,000 in grant funds it has received, RD$20,000,000
in funds obtained from the IBD on which it is paying an interest rate of 15%

p.a., and RD$20,000,000 in funds borrowed from commercial banks at 30% p.a.

In year X + 1 of the project, FONDOMICRO anticipates it will be

seeking to borrow an additional RD$40,00C,000 from commercial banks,



follows:
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FONDOMICRO would calculate the interest rate chargeable on funds as

- blended cost of funds would be 15%, because:

$20,000,000 @ 0%
$20,000,000 @ 15% = 60,000,000 @ 45/3 = 15%
$20,000,000 @ }Q&

- cost for developing adequate equity base would be 10X, because:

In order to borrow an additional RD$40,000,000 in year X+1,
FONDOMICRO will require an additional RD$6,000,000 (15% of
RD$40,000,000) in equity over and above the amount it
currently owns. . In order to generate RD$6,000,000 on
RD$60,000,000 being loaned, FONDOMICRO will have to add a 10%

charge.
- FONDOMICRO administration costs are estimated at 3%.
- Delinquent debt reserve would be 2.5%.

Total interest charge would be: 15% + 10% + 3% + 2,5% = 30.5%,

P
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Because during the life of the project FONDOMICRO will be: a)
borrowing at below market rates from the IBD and the GODR, and b) will be
receiving grant funds which will be available for on-lending, it is possible
that, under some scenarios, the interest rate derived from using the above
formula could be significantly below commercial bank "market" rates. In order
to avold the potentially distortionary effect such a situation might have on
the efficiency with which NGOs operate their programs, FONDOMICRO has adopted
a policy of not lending its fuqdi at rates lower than 80% of the "prime"
commercial bank rate (the rate major commercial banks charge their preferred
clients). 1In those situations where this "floor" on interest rates results in
a return to FONDOMICRO on its funds greater than required to meet its
obligations, pay its operational costs, build its needed ‘equity, etc., the

additional return will become part of FONDOMICRO's equity.
4, Rates Chargeable by NGOs to ISME Operators

As indicated above, FONDOMICRO will be lending funds to NGOs
at rates calculated to assure that it meets all of its costs, and avoids loss
of its capital through inflation or bad debt. Because FONDOMICRO will, in
some instances be able to obtain lending funds at below market costs, it is
likely that rates it charges NGOs will also be below market. A principal
tenet of FONDOMICRO is that loans be provided only to those ISME operators
which can afford to pay unsubsidized interest rates. It is not anticipated

that any below market rates received by NGOs will be passed along by the NGOs
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in their on-lending to ISME operators. Any concessional element in the rate
received by the NGOs will be retained by the NGOs themselves, and used to
develop and/or expand their own capital bases (i.e., the funds they have

available for lending).

Interest rates chargeable by the NGOs to final borrowers will
be the higher of the two rates determined by the following formula:
b
- cost of the funds (i.e., rate charged by FONDOMICRO),
plus NGO's cost in administering the credit program, plus
NGO's cost in developing and maintaining a bad debt

reserve;
OR

- annual inflation rate plus NGO's cost in administering
the credit program, plus NGO's cost in developing and

maintaining a bad debt reserve.

The existence of the two options listed above will serve to
help assure that ISME operators are, in fact, paying real, positive interest
rates on credit even if an NGO is receiving a concessional rate 'from

FONDOMICGRO.
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While the figure will vary among different NGOs, it is
anticipated that the costs of administering their credit programs will average
about 15% of the respective portfolios, Bad debt reserves equal to about 5%
of portfolios also appear desirable, Thus, if the annual inflation rate was

15%; cost of credit to the ISME operators would be about 35%.

5. NGOs Abilityito Fxpand Credit Services
iy
As indicated above, this project seeks to expand the number of
ISME operators having access to reasonably priced credit from the present
(roughly) 10,000 to a total of 36,000 by the end of the project. This will
require a (compounded)'annual expansion of the size of the existing clientele

of NGOs serving the ISME sector of about 20X.

Expansion at the rate of 20X per year is an ambitious target.

It is considered to be achievable in this situation because:

- the demand is clearly alreacy there. (As indicated
[
above, a number of studies show that some 87,000 ISME
operators are seeking reasonably priced credit, and only

10,000 have access to it);

- the NGOs operating the more successful credit programs

(i.e., ADEMI, ADOPEM, APEDI) report the existence of

f’}‘
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backlogs of known applicants more than equal to the size

of their present clienteles;

- the NGOs operating the more successful programs have been
expanding the size of their clienteles at a rate greater
than 20% per year over the past several years, and appear
to have‘experienced no significant problems in doing so.

)

6. ISME Operators’ Ability to Pay "Full-Cost" of Credit

As indicated above, FONDOMICRO will require that ultimate
borrowers of its resources pay real, positive interest rates. In a situation
where the annual inflation rate is 40%, given the high transaction costs
associated with making and servicing small loans, it is quite conceivable that
the ultimate borrowers of the funds would have to pay annualized interest

rates of 55-60%.

The various studies on the ISME sector that have been carried
out here in the D.R. as well as in other parts of the world demonstrate quite
conclusively that ISME operators can comfortably service rates at those levels
while increasing their productivity and profitability. The experience of
ADEMI particularly, is illustrative. The 1987 ISTI showed that ADEMI's
borrowers, who were paying rates averaging 49% during the period in question

(wvhen inflation was averaging about 26X%), reported average increases in
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productivity and profits of 80X as a result of their being able to borrow
funds. Recent assessments of the performance of ADEMI and ADOPEM indicate
that this is still the case, Their borrowers, although paying interes: rates
in the area of 80% p.a., appear to be thriving. Loans are being repaid in

full and on schedule and the businesses are expanding.

SMEPP2



MICRO AND SMALL BUSINESS DEVELOPMENT PROJECT

ANNEX E

SOCIAL SOUNDNESS ANALYSIS

1. Socio-economic context

The ISME sector has assumed an increasingly significant role in the
Dominican economy in recent years. It is estimated to comprise up to 50% of

the economically active population.

Several factors have contributed to the rapid expansion of the ISME
sector. First, the lack of labor absorption by the rural economy has led to
massive migration to urban areés. Today, about 60% of the population lives in
urban areas. Second, a decline in industrial growth based on import
substitution, and a sharp decline in private sector investment over the past
five years have reduced the labor absorption capacity of the formal industrial
sector, It is estimated that unemployment aﬁd underemp’oyment affect about

50% of the economically active population.

A MSI study identifies 145,000 ISME operations in the country.

Thirty-one percent operate in services (repair shops, beauty parlors,



tfansportation), 51% in commerce (stréet vendors, shops, food vendors), ana
18%;in production (food and cloth production). These ISMEs average 2.7

workers in size, including owners and part-time employees; however, 50% of
them have only one employee. Women have a significant presence ,in the ISME

sector, with a heavy representation in commerce. Forty percent of the

establishments identified bylthe MSI study were owned by women.
)

One of the main constraints of ghe entrepreneur operating in the
informal sector is access to credit. Credit plays an important supporting
role és a means for individuals and groups to acquire and mobilize productiveJ
resources. However, the entrepreneurs face restrictions in access to credit
and financial institutions, The MSI study found that while 60% of the ISMEs
wanted credit, only 6% had recéived loans from formal sources; 20% had
obtained loans from informal sources; 74% had obtained no credit ét all,
Large lender transaction costs for servicing small and new borrowers
discourage banks from lending to ISMEs. Woman entrepreneurs are particularly
subject to these constraints because, in most cases, they are both new and
small borrowers. Also, perceived high transaction costs, lack of experience
in using formal credit, and lack of information regarding availability of
credit and application procedures discourage ISME operators from applying for

loans.

Despite limited access to formal financial institutions, the ISME
operators do avail themselves of informal credit systems. Figures from the

MSI study indicate that 77% of the credit obtained by ISMEs came from informal
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sources -mainly relatives, rotating saving associations, and moneylenders.
This participation in the informal credit system suggests that, as a user of
credit and savings, the ISME operator is an important factor in the

mobilization of capital for development.

Several organizations ﬂfgfring gr?Qitkand technical assistance work witb
ISME operators in the Dominican Republic. Their programs, however, have been
unable to reach the vast numbers of potential beneficiaries in the country.
According to the MSI study, they have been able to reach .only about 10Z of the

total number of ISMEs operating in the country.
2, Beneficiary Profile

The typical ISME owner operates a business from his/her own home, has
less than six employees, and makes less than US$500 in monthly sales. He/she
usually has no access to commercial credit, or any formal marketing
mechanism. For the majority of these ISME owners the only source of credit
are moneylenders (prestamistas). The value of the prestamista is that they
will lend small amounts on a short term basis. They are local, accessible,
available day or night, and flexible about repayment. fheir collateral
requirements. depend primarily on the level of personal acquaintance with the

borrower. The trade-off for the ISME operator is the prestamista's very high



interest rates (e.g., 10% daily, 20% per week, 75% per month). The interest
péid to the moneylender frequently absorbs all of the ISMEs profit and traps

the ISME operators in a vicious ~ircle that he/she can rarely break,

The typical female ISME operator has 3 to 5 children and a husband who
earns a low and erratic incom?nk She has little education, and is almost
illiﬁerate. In general, however, her children all attend school, even up to
uniﬁersity-level.' She learned how to sew in a local school or social program,
bought a sewing machine, and established a business. Typically this woman
borrows money from a moneylender to buy material. She is usually incéﬁable of

producing more than the minimum needed to keep up with the payments to the

mdneylender.
3. Sccio-economic impact of proposed project.

The following impacts are foreseen, See economic analysis for

additional details and projections.
a. Access to credit
The MSI/AID study identifies 145,000 existing ISMEs in the

Domifiican Republic. The study estimates that only 6% of these have loans from

formal sources, 20% have loans from informal sources, and 74% have no credit



at all. These ISMEs have the potential to benefit from access to the credit

programs FONDOMICRO is intended to serve.
b. Employment generation

The project is ingegged to have a significant impact on employment
generation, The capacity of ISME operators to generate employment very
rapidly, and at a very low cost is well, known, In a country where
unemployment and underemployment affect 50% of the economically active
population, employment generation becomes a critical issue. It is expected
that FONDOMICRO, during its first seven years of operation, will help create

at least 20,000 jobs.

Most ISME operators are based in poor communities and the jobs
ISMEs create are located in those communities. The jobs generally do not
require sophisticated skills. They can be filled by people from those

communities.’
c. Increases in income

Another important effect of the resources to be channeled through
FONDOMICRO will be increases in the income of the ISME operators. ADEMI's
statistics on beneficiaries performance show over 100% increases in income as
a result of access to credit. Income increases are directly translated into

better nutrition and education of the children of the ISME operator, and into



improved housing and living conditicns for the entire family. Indirectly,
ISME income increases are translated into benefits to input suppliers as

demand on the part of the beneficiary enterprises increases.

d. Increases in fixed assets

b : .
In addition to the impact on income, records maintained by several

NGOs in the DR indicate that credit has a substantial effect on the fixed
assets base of the ISME operators. APEDI's beneficiaries have experienced up
to 175% increases in their fixed assets. Similar performance is observe among

ADEMI's and ADOPEM's beneficiaries, who experienced up to 375% and 292%

increases, respectively.
e. Improved management skills

Flexible repayment schedules and small loans on an escalating basis
will allow clients to gradually introduce new capital into their business
while learning how to manage increased scales of operations and deal with
administrative problems. For the inexperienced client this will be a very
effective way to introduce concepts of efficiency and economies of scale.
Furthermore, through participation in the FONDOMICRO program, ISME operators
who have never used a bank account or been exposed to an office setting, will

learn a number of new skills. For instance, ADEMI staff introduce ADEMI



clients personally to banks and take them stép-by-step throughlcheck-cashing h
and depositing procedures. When necessar& they even teach their‘clients how |
to sign their names. For the many ISME operators who are illiterate or
unfamiliar with procedures like these, prégrams of the kind to be supported
through this project help integrate them into a different sociccultural world

and a new level of economic p?rticipation.
N .

f. Impact on women

Women entrepreneurs will benefit substantially from the FONDOMICRO
project because terms and conditions of credit to be provided through the
project are well suited to the needs of the women, and women are very active
in the types of businesses thaﬁ the project will reach. The MSI study
indicates that 40% of the existing ISME operations are owned by wcmen.
Although not originally intended to specifically address women's needs, the
outreach efforts of most of the NGO clients of FONDOMICRO have concentrated in
the largest and poorest settlements, where there is a high percentage of women
headed households, working women, and women entrepreneurs. Women comprise 34%
of APEDI's beneficiaries, and 31% of ADEMI's, Other NGOs like ADOPEM and MUDE

concentrate exclusively on women.

Women's access to and benefit from microenterprise programs will be

particularly important given the growing number of Dominican households which



depend on the earnings of women heads of households, and the increasing
importance of secondary earnings of women in poor households headed by men.
Women's access to the programs funded by FONDOMICRO will not only translate
into increased income earning opportunities, but also will increase the
influence and the autonomy of women both within their communities and within

their families,

SMEPP6



MASTER DRAFT
ANNEX F
MICRO AND SMALL BUSINESSADEVELOPMENT;PROJECT
FINANCIAL AN%LYSIS

Two financial scenarios were developed for .this analysis. The first
begins with a peso‘;o dollar exchange of 7.25 to 1 (the official commercial
bank rate as,of this writing) %n‘year 1 of the project and assumes an annual
inflgtion rate in the Dominican Republic of 24X in each subsequent year, with
corresponding_éxchange rates in each of these years increasing proportionately
with the inflation. The second scenario assumes a more realistic market
average rate for year 1 of 13.65 éesos to the dollar. All other assumptions
for Scenario II are identical with those of Scenario I so only the magnitudes
of the scale, (i.e. an increased number of pesos ) are different. Since the
same proportions of funds in specific categories remain proportional, the

financial ratios also remain identical.

Under both scenarios FONDOMICRO becomes a viable self-susteining
organization, capable of meetiﬁg its financial obligations and covering its
operational costs according to project targets., During the first two years of
the project 100X of operational costs are covered by AID grant funds. In year
3 this coverage is reduced to 60%, in years 4 and 5 to 40% and 20%
respectively. By year 6 FONDOMICRO is covering all operating costs with

income generated from interest and fees on its portfolio.



FONDOMICRO borrows from the STP during the first and second project
years, from local banks beginning in the second year and from the IDB
beginning in the third year. Repayment obligations on interest begin in the
second project year and recur each semester théreafter. These payments are

also covered by interest income generated from the portfolio.

A significant proportion, 28%, of new money is accessed from the local
commercial market in year 2 of,the project. This proportion continues to
increase every year of the project through year 7 when approximately 91% of

all new lending funds are supplied from this source.

A delinquent debt reserve of 2.5% of all new loans made allows
FONDOMICRO to meet its financial obligations even 1f its NGO clients are late
with their payments. Based on actual experience, FONDOMICRO management may
wish to Increase or decrease this proportion. The delinquent debt reserve
earns Iinterest at 12X compounded semi-annually and these earnings are

reinvested into the account.

It 1is assumed that FONDOMICRO charges its clients interest of 24% a
year plus a 2.5X% loan origination fee. This fee is paid up-front and used to
finance the deiinquent loan reserve account. A 1X fee is charged on all loan
renewals and this is also pald up-front. The scenarios assume that total
interest charged varies from 26.5% on new loans to 25X for renewals in years 1
through 6 of the project. In the final year of the project when over 90% of

new money is accessed from the commercial market, the cost of funds to



FONDOMICRO rises to 19.6% and accordingly FONDOMICRO's base rate (before fees)
to its borrowers rises to 25.6%. These rates are consistent with FONDOMICRO's
policy to charge a composite total rate (including fees) that is 80% of the
"prime" rate (assumed at 30%) or a 6 point spread over costs, whichever is
greater, This analysis assumes that loans are extended as lines of credit for
one year periods and are renewable annually. Interest is paid semi-annually

by borrowers.

FONDOMICRO has positive cash flows in each year of the project and this
indicates that it will be able to service its own debt as well as meet the
demand of its NGO borrowers. The income statements in both scenarios indicate
favorable returns on "at risk" (portfolio) assets during each of the seven
years. In the first two years when FONDOMICRO's operational expenses are
totally covered by AID grant funds and return those years is over 7X. As
FONDOMICRO pays proportionally more of its own expenses, this return drops to
5.76% in year 5, and then as the portfolio grows the return rises again to
approximately 6.6%, Commercial banks in the Dominican Republic consider that
a return on lending activities of at least 3X is acceptable. However,
commercial banks finance most of their lending activities out of low cost
deposits, whereas FONDOMICRO will be using borrowed funds for its portfolio.

Therefore, FONDOMICRO’s return should be higher than that of commercial banks.

The balance sheet indicates the annual growth of FONDOMICRO's assets
and liabilities, including its loan portfolio and networth (capital plus

surplus). By year 7 of the project FONDOMICRO's loan portfolio in both



deposits divided by interest payable is used to determine whether FONDOMICRO
will be able to meet its financial obligations and 'make its interest payments
on time. This ratio is the "quick ratio" for FONDOMICRO because intarest
receivable and cash constitute its current assets (those easily convertible-
into cash) while interest payable is a current or short-term liability (one
due within twelve months). This ratio should normally be above 1 and a higher
ratio indicates that the organization is more liquid or in a better position::
to meet its gurrent obligationg. FONDGMICRO's quick ratio is 2:3 in year 1 of
the project, drops to 1.71 in year 3 when it must begin to pay AO% of its
operational cp;ts. However, b& year 7 when its portfolio is higher, this

ratio rises to 1.87.

A net present value (NPV) analysis indicates the capitalization of
FONDOMICRO in current 1990 pesos. The discount rate selected for this
analysis was that of projected annual inflation. The assumed rate is 42% for
year 1 and 24% for each subsequent year. The stream of payments generated by
this analysis totals RD$8,450,377 for Scenario I and RD$15,777,448 for
Scenario II. The streams obtained in this analysis were subsequently
discounted by a rate of 17% which is the opportunity cost of funds for the
Dominican economy overall and the resulting streams sum to RD$4,046,603 in
Scenario I and RD$7,699,536 in Scenario II. Since these sums are greater than
zero, this means the project investment is earning more than the required
return of 17%. Since the cash flows are positive under both scenarios for
each project year, the net present value analysis described above was used in

i
place of the financial internal rate of return.



ASSUMPTIONS FOR FINANCIAL ANALYSIS

1, All monetary units are pesos (RD$). The assumed exchange rate RD$ to
US$ is written under each project year on the cash flow worksheet. Annual
inflation rate in the Dominican Prpublic of 24% a year is assumed. 7Year 1
refers to FY1991 and all first year figures were calculated in FY1991 pesos.

Therefore, inflation does not hegin until year 2.

2, Founders' Capital - RD$300,000 donated by the founders of FONDOMICRO
and private sector banks and businesses. Half of these funds are used for
pre-project expenses and half are placed into a CD paying 24% annually. The

accumulated interest remains in this CD. ’

3. AID Operational Expense Grant - covers 100X of FONDOMICRO's operating
expenses during years 1 and 2 of the project, 60X in year 3, 40X in year 4,

and 20% in year 5. Operational costs are calculated for year 1 in FY1991 US

dollars and then converted into pesos using the exchange rate 7.25 in Scenario

I and 13.65 in Scenario II. These costs in pesos are then inflated by 24X a

year.

4, AID grant funds for commodities are used to purchase vehicles and

equipment during the first year of the project.



" -

scenarios has reached the equivalent of US$22.6 million (dividing the total
amount of pesos by the corresponding exchange rate for that year). Assumed
portfolio inflows from all sources have totaled the equivalent of US$30
million and approximately US$7 million has been transferred to the NGOs. The
scenario indicates only a real loss of about US $400,000 due to delinquent

loans which have been charged-off.

" FONDOMICRN must build‘a’ne; worth (capital, reserves and operating
surplus) to facilitate its accessing funds from the commercial market. To
accomplish this the ratio of its income to its average net worth should be on
the order of 15% a year. Both scenarios project this ratio climbing from
14,9% in the first year of the project to 19.9% by year 7. The net worth to
total assets ratio indicates the percentage of FONDOMICRO's capital to its
total asset base. Accordingly, in year 1 of the project when a third of its
portfolio is supplied by AID g;ant and its vehicles and equipment are new,
this ratio is relatively high at 40%, However, as FONDOMICRO borrows to
increase its portfolio and the value of equipment decreases due to

depreciation, this ratio falls to 27%.

Two additional ratios, debt and liquidity, have been examined to assess
FONDOMICRO's ability to go to the local commercial market. The debt ratio
(total debt to total assets) indicates the extent to which the organization is
leveraged, that is, using debt to finance its operations. 'In year 1 this
ratio is .531 and it gradually increases to .639 over the seven year life of

the project. The liquidity ratio, interest receivable plus cash & bank



5. Depreciation is calculated over seven years on a straight-line basis.

A reserve for the replacement of vehicles and equipment is established in Year
1 of the project. Funds placed in this reserve account are equal to the
annual depreciation expense. This reserve account earns inﬁeresf at 24%
compounded annually and interest earnings fro@ this account are invested in

the loan portfolio,

6. AID grant for credit totals US$3.5 million equivalent in pesos and is
at no cost to FONDOMICRO. It is disbursed in tranches of $500,000 (in RD$
equivalent) in the first year of the project, $800,000 in the second year,

$700,000 in the third year and $500,000 annually in years 4 thrdugh 6.

7. The STP loans disbursed to FONDOMICRO are the equivalent in RD$ of
US$2,000,000 and have an interest rate of 24X%. No principal is repaid during

the seven year projected period, Interest payments are made twice a year.

8. The IDB loan is the equivalent in RD$ of US$8 million at 15% interest

to FONDOMICRO. Interest payments are made each semester.

9, Commercial bank loans are lines of credit to FONDOMICRO. They are the
equivalent of US$14 million and carry a 30% interest rate. These lines are

renewed each year and only interest is paid bi-annually.



10. Other no interest donor grants total the equivalent of US§2.5 million
and flow in during years 4 ($1 million), and years 5, 6, and 7 at $.5 million

each year.

11. All dollar amounts flowing into FONDOMICRO from various sources such as
AID and the IDB are multiplied by the exchange rate corresponding for each

year to determine the peso equivalent.

SMEPP8

W
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16.38%
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SCENARIO 1
SUMHARY FINANCIAL TABLE

RDS (000)
YEAR 1
AVERAGE PORTFOLIO 8,054
AVERAGE TOTAL ASSETS - 10,281
AVERAGE LIABILITIES 6,055
(excluding net worth)
AVERAGE NET WORTH 4,227
SCENARIO 11
SUMMARY FINANCIAL TABLE
RD$(000)
AVERAGE PORTFOLIO 15,164
AVERAGE TOTAL ASSETS 19,185
AVERAGE LIABILITIES 11,400
(excluding net worth)
AVERAGE NET WORTH 7,785
SUMMARY RATIOS
SCENARIOS I and I1
RETURN ON NET WORTH 14.9%
(income/net worth)
NET WORTH/TOTAL ASSETS 40.4%
DEBT 53.1%
(Tot. Debt/Tot. Assets)
LIQUIDITY 2.30

(Int Rec+Cash/Int Pay)

YEAR 2
26,999
32,686
20,461

12,226

50,858
61,354
38,541

22,812

15.9%

37.0%
56.2%

2.16

YEAR 3
59,553
74,078
51,210

22,867

112,907
139,240
96,439

42,800

17.6%

29.9%
59.2%

1.1

YEAR &
121,487
146,793
101,409

45,384

228,7¢6
276,088
188, 705

85,132

17.3%

31.0%
59.8%

1.81

YEAR S
203,231
262,123
170,389

7,734

382,704
455,532
320,857

134,677

16.3%

29.3%
62.1%

1.83

YEAR 6
303,283
360,502
254,622

105,880

571,126
678,370
479,489

199,030

18.2X

29.3%
62.4%

1.92

YEAR 7
435,203
519,391 -
374,989

144,401

819,573
977,483
706,170

271,353

19.9%

27.4%
63.9%

1.87



SCENARIO 1  FINANCIAL WORKSHEET

FOMDOMICRO LEWDING AT & PTS. LOVER THAN PRINE (LENOING RATE INCLUDES 2.5 PTS UP SRONT

WORKSHEET FOR CASH FLOUS BY VEAR YEAR 1

SEMESTER PAYMENTS Oct

eachange 7.25

Operating Sources

Cash ot begimning = 1]
Fourder’s Capital 150,000
AID Op. Exp. Grant ’ 815,600
AID Crant Commodities 1,160,000
AID Cred. Grant 1,812,500
STP Loan 3,625,000
Commerc. Loans o
108 toan 4]
Other Donor Crants 0

Interest Revenues Owed
Interest Revenues Owed Cum
Loan Renewsl Fee

Interest Revenues Received

Loan Origination Fees** 135,938
Reverwe: Fouxer’s Cap. (D 17,033
Interest, Res. for Equip. Replascement
Interest, Reserve for Delinguent Acct.

Loan Recuperations

TOTAL SXMCES 7,716,070

OPERATING USES

Purchase of Commodities 1,160,000
Operational Costs 815,600
Loan Disbursements to NCOs 5,437,500

Arvual Res. for €quip. Replacement
Fin. Exp. Disbursed

Reserves: Oelinguent Loans 135,938
Reinvest Fouxders’ Cap. 150,000
Reinvest int. Fourder’s Cap. @ 17,033
Reinvest Int. Res. for Del. [}
Totsl Uses of Furds 7,716,070
Sources - Uses [}
Available for Capitalization 1]
Curfent toan Portfolio 5,437,500

Apr

150,000
815,600

1,812,500
3,625,000

617,644
135,938
18,967

7,935

7,183,374

815,600
5,437,500
165,714
411,629
135,938
150,000
18,967
7,925
7,143,273

40,100
40,100

10,739,063

YEAR 2

Oct

exchange 8.64

£0,100
150,000
1,011,322

3,456,000
4,320,000
3,024,000

51,656

1,219,451
271,003
21,121

-

8,387

13,573,083

1,011,344
10,840,100

823,258
271,003
150,000
21,121
8,387
13,125,213

447,809
7,809

21,443,225

Ape

7,89
150,000
1,011,348

3,456,000
4,320,000
3,024,000

0

103,321

2,436,940
281,196
23,519
2,997
16,751

15,271,918

1,011,344
11,207,849
185,74
1,737,697
281,196
150,000
23,519
16,751
14,832,071

637,847
637,847

32,420,072

(Assumes official exchange rate)

YEAR 3
Oct Apr
exchange 10.3

437,847 735,5¢0
150, 000 150, 000
732,440 752,440
3,608,500 3,608,500
1] 2}
£,124,000 4,124,000
10,310,000 10,310,000
208,910 316,719
3,681,392 $,770,669
487,009 269,476
28,190 29,18
5,995
18,321 30,223
23,984,609 26,303,T2%
1,254,087 1,254,067
18,480,347 18,779,040
165,714
2,652,136 3,976,483
467,009 L69,478
150,000 150,000
28,190 29,16%
18,321 30,223
23,288,070 24,854,144
736,540 7,409,578
734,540 1,449,578
50,819,223 69,131, 25¢

YEAR

Oct
exchange 12.29

1,649,578
150,000
622,017

3,072,500
0
12,290,000
12,290,000
6,185,000

£98,827

7,850,052
881,177
32,475

32,128

45,313,756

1,555,043
35,267,078

5,300,790
s 77
150,000

32,475
32,128
43,198,691

2,115,085
2,115,065

103,908 855

3

Ape

2,115,065

150,000
622,017

3,072,500
0
12,290,000
12,290,000
6,145,000

677,806

1,799,149
897814
36,163
8,992

58,004 |

0,162,510

1,555,043
35,912,565
165,714
8,271,359
897,814
150,000
36,163
8,004
£7,026,662

3,115,848
3,115,828

138,940, 26¢

YEAR S

Oct

exchange 14.465

3,115,848
150,000
385,451

3,662,500
0
18,312,500
14,650,000
3,662,500

1,021,299

15,777,064
1,085,08%
40,269

62,356,

61,925,070

1,928,253
43,403,348

11,201,928
1,085,084
150,000
20,269
62,356
57,911,238

&£,013,832
4,013,832

181,465,779

YEAR
Apr Oct
exchange 17.47
4,013,832  5,19¢,1$
150,000 150,000
385,651 ]
3,662,500 ¢,367,500
0 o
18,312,500 21,837,500
14,650,000 17,470,000
3,662,500 4,367,500
1,369,573 1,792,532
20,603,689 25,511,019
1,107,533 1,330,916
L,862 £9,93&
11,989
. 76,909 82,701
68,051,519  32,153,7t6
1,928,253 7 2,301,033
44,301,332 53,236,845
165,718
15,082,791 18,923,654
1,107,533 1,330,916
150,000 150,000
44,882 £9,93¢
76,909 82,701
62,857,375 | 76,164,882
5,194,145 5,988,863
S.194, 165 S, 968,853
224,662,€27 275,793,138

[]

5,988,863
150,000

cxchange 2J.83

o -

&,367,500
c
21,837,500
17,470,000
4,367,500

2,222,236

31,430,429
1,350,784
55,604
16,987
10,548

89,355,949

2,391,033
52,031,343
185,718
23,503,850
1,350,78%
150,000
55,604
100,5¢4
€1, 748,895

7,607,053
7,607,053

329,291 85

112,682,391

’-

TEAR 7

Oct

607,053
150,000
0

0
o

57,232,500

5.

2,

0
207,500

741,006

39,774,286

1.
2,

752,426
59,984

107,567

0
160,000
o6t 881

" 70,097,053

28,084,047

1,

752,826
150,000

59,984
107,567

103,215,959

3
3

11,466,433
11,666,433

T e

Apr

11,423,&33
150,52
0

0

) 0
$7,282,563
0

5,207,500

3,263,884

¢8,072,907
1,808,911

© 68,70
17,984
137,254

127,516,102

3,060,523
73,956,433
165,718
36,417,285
1,848,911
150,000
68,730
137,25¢
115,832,809

11,711,293
31,711,293

L2, 001 240
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SCENARIO I

CASH FLOWS

INFLOWS

AID Commodities Grant

AlD Op. Exp. Grant

AlD Srant: Credit

STP Lcans

Commerc. Loans

- 1DB Loans

Other Donor Loans/Grants
Interest Revenues from NGO Loans
Loan Origination and RenewalFees
Interest: Founders Cap. CD
Interest: Reserve Del. Accts.

YEAR 1

1,160,000
1,631,200
3,625,000
7,250,000
0

0

0

617,444
271,875
36,000
7,925

Interest: Reserve for Equip. Replacement

TOTAL

OUTFLOWS

Operating Costs

Purchase of Commodities
Interest Payments Disbursed

Loan Disbursements

TOTAL

CHANGE [N CASH AND BANKS

14,599,444

1,631,200
1,160,000
411,629
10,875,000

14,077,829

521,615

YEAR 2
L8

2,022,688
6,912,000
8,640,000
6,048,000
0

0
3,654,391
707,176
44,640
25,138
2,997

28,057,031

2,022,688

2,560,956
22,087,950

26,671,593

1,385,438

FONDOMICRO'S PROJECTED CASH FLOWS

YEAR 3

1,504,880
7,217,000
0
8,248,000
20,620,000
0
9,452,061
1,462,114
55,354
48,544
5,995

48,613,947

2,508,133

12,652,136
37,459,387

42,619,656

5,994,291

YEAR &

1,244,034
6,145,000
0
24,580,000
24,580,000
12,290,000
19,649,202
2,955,62
68,638
90,132
8,992

91,611,623

3,110,085

13,572,148
71,159,643

87,841,877

3,769,746

YEAR 5

771,301

7,325,000
0
36,625,000

29,300,000

7,325,000
36,380,753
4,583,489
85,112
139,264
©1,989

122,546,909

3,856,505

25,324,720
87,704,680

117,885,906

4,661,003

YEAR 6

0
8,735,000
0
43,675,000
34,940,000
8,735,000
56,941,447
6,696,468
105,539
183,248
14,987

160,026, 688

4,782,067

42,427,505
107,268,007

154,477,578

5,549,110

YEAR 7

0

0

0
114,565,000
0
10,415,000
87,847,174
9.606,315
128,714
244,820
17,984

222,825,007

6,025,404

64,501,292
144,053,486

214,580,182

8,244,825

YEAR 8

0
0

0
136,565,000
0

0
132,203,148
4,117,742
161,759
319,357
20,982

273,367,007

7,590,096

99,072,417
164,709,697

271,372,210

1,994,797



SCENARIO I
INCOME STATEMENT
INCOME
AID Op. Exp. Grant
Loan Origination and Renewal Fees
Accrued Portfolio Interest
Accrued Reserve Acct. Interest
Accrued Founder’s Cap. Rev.
Accrued Equip. Rep. Acct. Interest
TOTAL

EXPENSES

Operating Expenses
Bad Debts

Accrued Interest
Depreciation Expense s

TOTAL

NET INCOME

RETURN ON RISK ASSETS

YEAR 1

1,631,200
27,875
1,336,895
16,313
40,088

0

3,796,370

1,631,200
135,938
1,234,887
165,714

3,167,739

628,631

0.0777

FONDOMICRO'S PROJECTED

YEAR 2

4

2,022,683
707,176
6,116,332
35,072
49,709
2,997

8,933,975

2,022,688
406,940
4,389,833
165,714

6,985,176

1,948,799

0.0724

INCOME STATEMENTS

YEAR 3

1,504,830
1,462,114
13,620,721
62,351
61,639
5,995

16,717,700

2,508,133
748,205
9,277,252
165,714

12,699,305

4,018,395

0.0670

YEAR &

1,244,034
2,955,624
27,576,213
120,359
76,433
-8,992

31,981,656

3,110,085
1,350,653
19,513,287

165,714 -

24,139,740

7,841,916

0.0646

-YEAR 5

771,301

4,583,489 -

46,114,708
159,610
9,776
11,989

51,735,874

- 3,856,505
.1,982,898
34,006,445

163,714

40,011,563

11,724,311

0.0577

YEAR 6

0
6,696,468
71,204,695
208,113
115,589
14,987

78,239,851

4,782,067
2,438,449
51,587,897
165,714

58,974,128

19,265,723

0.0636

YEAR 7

0
9,606,315
109,105,439
288,134
145,264
17,984

119,163,136

6,025,404
3,103,210
81,167,650
165,714

9G,462,018

28,701,118

0.0661



SCENARIO I
SOURCES AND USES OF FUNDS

SOURCES

Change in AID Credit Grants
Change in AID Commodities Grant
Change in Net Income

Change in Borrowing

Change in Other Donor Grants
Change in Interest Payable

TOTAL SOURCES
USES

Change in Cash & Banks

Net Lending

Interest Receivable/Portfolio’
Interest Receivable/Reserve Accts
Int. Receivable/Founder’s Cap. CD
Int. Receivable/Equip. Rep. Acct.
Purchase Equipment

Change Accumulated Depreciation

TOTAL USES

YEAR 1

3,625,000
1,160,000
628,631
7,250,000
0

823,258

13,486,890

521,615
10,739,063
1,219,451
8,387
4,088
0
1,160,000
165,714)

13,486,890

YEAR 2

4
6,912,000

1,948,799
14,688,000
0
1,828,878

25,377,677

1,385,438
21,681,010
2,461,961
9,934
5,069

0

(165,714)

25,377,677

FONDOMICRO'S PROJECTED SOURCES

YEAR 3

7,217,000

4,018,395
28,868,000
0
6,625,116

46,728,511

5,994,291
36,711,182
4,168,660
13,807
6,286

0

(165,714)

46,728,511

AND USES

YEAR 4

6,145,000

7,841,916

49,160,000 °

12,290,000
5,941,139

81,378,055

3,769,746
69,808,990
7,927,011
30,227

7,796 -

0

(165,714)

81,378,055.

OF FUNDS

" YEAR S -

7,325,000

11,726,311
65,925,000
7,325,000
7,681,726

99,981,037

4,661,003
85,721,783
9,733,955
20,346
9,665

0

99,981,037

(165,714)

STATEMENTS

" YEAR 6

8,735,000

19,265,723
78,615,000
8,735,000
9,160,392

124,511,116

~

5,549,110
104,829,558
14,263,248
24,865
10,050
-0

(165,714)

124,511,116

YEAR 7

0

28,701,118
114,565,000
10,415,000
16,666,398

170,347,516

8,244,825
140,950,276
21,258,265
T 43,314
16,550

: 0

(165,714)

170,347,516



SCENARIO 1

BALANCE SHEET

ASSETS

Cash & Banks

FONDOMICRO'S PROJECTED BALANCE STATEMENTS

YEAR O

150,000

Interest Receivable/Portfolio
Interest Receivable/Reserve Accts

Int. Receivable/Founder’s Cap. CD
Loan Portfolio
Vehicles and Equip.

© 17,033

Accumnulated Depreciation

TOTAL ASSETS

LIABILITIES

Interest Payable

Borrowing

Founder’s Capital
AlD Grant Capital
other Grant Capital

Surplus*

TOTAL LIABILITIES

*Surplus =

167,033

300,000

(132,967)

167,033

profit or loss from income statement

YEAR 1

L}

671,615
1,219,451
8,387
21,121
10,739,063
1,160,000
(165,714)

13,653,923

823,258
7,250,000
300,000
4,785,000
0

495,664

13,653,923

YEAR 2

2,057,052
3,681,392
18,321
26,190
32,420,072
1,160,000
(331,429)

39,031,600

2,652,136
21,938,000
300,000
11,697,000
0
2,444,463

39,031,600

YEAR 3

8,051,343
7,850,052
32,128
32,475
69,131,254
1,160,000

(497,143)

YEAR &

11,821,090
15,777,064
62,356

© 40,269
138,940,244
1,160,000

(662,857)

YEAR 5

16,482,093
25,511,019
82,701
49,934
224,662,027
1,160,000

(828,571)

YEAR 6

22,031,203
39,774,265
107,567
59,984
329,491,585
1,160,000
(994 ,286)

YEAR 7

30,276,028
61,032,531
150, 881
76,534
470,441,860
1,160,000
(1,160,000)

85,760,111 167,138,166 267,119,203 391,630,319 561,977,834

9,277,252
50,806,000
300,000
18,914,000
.0
6,462,858

85,760,111

15,218,391
99,966,000

300,000
25,059,000
12,290,000

14,304,774

167,138,166

-]

-~

22,900,117
165,891,000

300, 000
32,384,000
19,615,000
26,029,086

267,119,203

32,060,509
244,506,000

300, 000
41,119,000
28,350,000
145,294,809

391,630,319

48,726,907
359,071,000
300,000
41,119,000
38,765,000
73,995,927

561,977,834



SUMMARY TABLES AND RATIO ANALYSIS FOR FONDOMICRO
OVER LIFE OF PROJECT

SCENARIO I
SUMMARY FINANCIAL TABLE
RD$ (000) .

YEAR 1 YEAR 2 YEAR 3 YEAR &4 YEAR 5 YEAR 6 YEAR 7
AVERAGE PORTFOLIO 8,054 26,999 59,553 121,487 203,231 303,283 435,203
AVERAGE TOTAL ASSETS 10,281 32,686 74,078 146,793 242,123 360,502 519,391
AVERAGE LIABILITIES 6,055 20,461 51,210 101,409 170,389 254,622 374,989

(excluding net worth) _

AVERAGE NET WORTH 4,227 12,226 22,867 45,384 71,734 105,880 144,407

SCENARIO 11
SUMMARY FINANCIAL TABLE

RD$(000)

AVERAGE PORTFOLIO 15,164 50,858 112,907 228,766 382,704 571,126 819,573

AVERAGE TOTAL ASSETS 19,185 61,354 139,240 276,088 455,532 678,370 977,483

AVERAGE LIABILITIES 11,400 38,541 96,439 188,705 320,857 479,489 706,170
(excluding net worth) ) .

AVERAGE NET WORTH 7,785 22,812 42,800 85,132 134,677 199,030 271,353

SUMMARY RATIO0S
SCENARIOS I and 11

RETURN ON NET WORTH 14.9% 15.9% 17.6% 17.3% 16.3% 18.2% 19.9%
(income/net worth) . }

NET WORTH/TOTAL ASSETS 40.4% 37.0% 29.9% 31.0% 29.3% 29.3% 27.46%

DEBT 53.1% 56.2% 59.2% 59.8% 62.1% 62.46% 63.9%

(Tot. Debt/Tot. Assets)

LIQUIDITY 2.30 2.16 1.7M 1.81 1.83 1.92 1.87

(Int Rec+Cash/Int Pay)






SCENARIO 11

CASH FLOWS

INFLOWS

AlD Commodities Grant

A1D Op. Exp. Grant

AID Grant: Credit

S1P Loans

Commerc. Loans

I0B Loans

2ther Conor toans/Grants
Interest Revenwes from NGO Loans
Loan Origination and Renewalfees
Interest: Founders Cap. CD
fnierest:

Resarve Del. Accts.

YEAR 1

1,160,000

3,071,154

6,825,000
13,650,000
0

0

0
1,162,498
511,875
36,000
14,921

Interest: Reserve for Equip. Replacement

ToTAL

CUTFLOWS

' Operating Costs

Purchase of Commodities
Interest Payments Disbursed
Loan Disourscments

TOTAL

CHANGE N CASH AND BANKS

26,431,448

3,071,154
1,160,000
775,998
20,475,000

25,481,153

950,295

YEAR 2

3,808,232
13,024,000
16,280,000
11,396,000

0

0
6,882,177
1,332,248
44,640
47,352
5,643

52,820,292

3,808,232

4,823,033
41,618,691

50,249,956

2,570,336

YEAR 3

2,833,324
13,587,000
0
15,528,000
38,820,000
0
17,802,979
2,753,207
55,354
91,422
11,287

91,482,572

4,722,207

4,996,077
70,524,147

80,242,431

11,240, 141

FONDOMICRO'S PROJECTED CASH FLOWS

YEAR 4

2,342,215
11,570,000
0
46,280,000
46,280,000
23,140,000
37,001,658
5,565,495
68,638
169,707
16,930

172,434,642

5,855,537

25,558,147
133,983,636

165,397,320

7,037,323

YEAR S

1,452,173
13,795,000
0
68,975,000
55,180, 000
13,795,000
68,506,851
8,631,394
85,112
262,246
22,573

230,705,350

7,260,856

49,570,800
165,171,343

222,003,008

8,702,341

YEAR 6

0
16,450,000
0
82,250,000
65,800,000
16,450,000
107,227,886
12,610,440
105,539
345,094

28,217

301,267,175

9,003,473

79,896,575
202,009,810

290,909,859

10,357,316

YEAR 7

0
0

0
215,765,000
0
19,615,000
165,430, 869
18,090,719
128,714
461,057
33,860

419,525,219

11,344,376

121,467,500
271,299,817

404,111,693

15,413,525

. YEAR 8

0
0

0 .
257,235,000
0
0
248,968,966
7,755,954
161,759
601,467
39,503

514,723,147

14,290,313

186,579,285
310,238,178

511,107,776

3,615,371



SCENARIO I1  FONDOMICRO'S PROJECTED SOURCES AND USES OF FUNDS STATEMENTS

SOURCES AND USES OF FUNDS YEAR 1 YEAR 2 YEAR 3 YEAR & YEAR S YEAR 6 YEAR 7
SOURCES . .

Change in AID Credit Grants 6,825,000 13,024,000 13,587,000 11,570,000 13,795,000 16,450,300 0
Change in AID Commodities Grant 2,184,000 .

Change in Net Income 1,148,173 3,627,045 7,512,950 14,699,951 21,995,588 36,179,425 53,922,480
Change in Borrowing : 13,650,000 27,676,000 54,343,000 92,560,000 124,155,000 146,050,000 215,765,000 -
Change in Other Donor Grants 0 0 0 23,140,000 13,795,600 16,450,000 19,615,000
Change in Interest Payable 1,549,997 3,446,080 12,475,761 11,186,164 14,666,813 17,251,111 31,388,515
TOTAL SOURCES 25,357,170 47,773,125 87,923,711 153,156,115 188,207,401 234,380,536 320,690,995
USES

Change in Cash & Banks 950,295 2,570,336 11,240,141 7,037,323 8,702,341 10,357,316 35,413,525
Net Lending 20,219,063 40,852,116 69,115,095 131,440,620 161,437,380 197,417,621 265,455,586
Interest Receivable/Portfolio 2,295,933 4,638,875 7,848,218 14,925,460 18,331,678 26,860,724 40,035,753
Interest Receivable/Reserve Accts 15,791 18,729 25,97 56,918 38,336 46,824 81,581
Int. Receivable/Founder’s Cap. CD 4,088 5,069 6,286 7,794 9,665 10,050 - 16,550
Int. Receivable/Equip. Rep. Acct. 0 0 0 0 0 o - - 0
Purchase Equipment 2,184,000 : :
Change Accumulated Depreciation (312,000) (312,000) (312,000) (312,000) (312,000) (312,000) (312,000)

TOTAL USES 25,357,170 47,773,125 B7,923,711 153,156,115 188,207,401 234,380,536 320,690,995



SCERARIO i

INCOME STATEMENT

INCOME

AID Op. Exp. Grant

Loan Origination and Renewal Fees
Accrued Portfolio Interest

Accrued Reserve Acct. Interest
Accrued Founder’s Cap. Rev.
Accrued Equip. Rep. Acct. [Interest
TOTAL

IXPENSES

Operating Expenses
Sad Debts

Accrued Interest
Depreciation Expense

TOTAL

NET INCOME

RETURN ON RISK ASSETS

YEAR 1

3,071,154
511,875
3,458,430
30,713
40,088

0

7,112,260

3,071,154
255,938
2,324,995
312,000

5,964,087

1,148,173

0.0754

YEAR 2

3,808,232
1,332,248
11,521,052
66,081
49,709
5,643

16,782,965

3,808,232
766,575
8,269,113
312,000

13,155,920

3,627,045

0.0715

YEAR 3

2,833,324
2,753,207
25,651,196
117,39
61,639
11,287

31,428,045

4,722,207
1,409,052
17,471,837
312,000

23,915,096

7,512,950

0.0665

FONDOMICRO'S PROJECTED INCOME STATEMEXT

YEAR &

2,342,215
5,565,495
51,927,118
226,625
76,433
16,930

60,15%,814

5,855,537
2,543,015
36,744,311
312,000

45,454,863

14,699,951

0.0643

YEAR 5

1,452,173
8,631,394
86,838,530
300,583
94,776
22,573

97,340,029

7,260,866
3,733,963
64,037,613
312,000

75,344,642

21,995,588

0.0575

YEAR 6

0
12,610,440
134,088,610
391,918
115,589
28,217

147,234,773

9,003,473
4,592,189
97,147,686
312,000

111,055,348

36,179,425

0.0634

YEAR 7

0
18,090,719
205,466,621
542,638
145,264
33,860

224,279,103

11,344,376
5,844,231
152,856,015
312,006

176,356,623

53,922,480

0.0659



SUENARIO L

BALANCE SHEET

ASSETS

Cash & Banks
Interest Receivable/Portfolio

Interest Receivable/Reserve Accts

Int. Receivable/Founder’s Cap. CD
Loan Portfolio

Vehicles and Equip.

Accunulated Depreciation

TOTAL ASSETS

LIABILITIES

Interest Payahle
Borrowing

Founder’s Capitat
AlD Grant Capital
Other Grant Capitat
Surplus*

TOTAL LIABILITIES

YEAR O

150,000

17,033

167,033

300,000

(132,967)

167,033

*Surplus = profit or loss from income statement

NS

YEAR 1

1,100,295
2,295,933
15,791
21,121
20,219,063
2,184,000

(312,000)

25,524,203

1,549,997
13,650,000
300, 000
9,009,000
0
1,015,206

25,524,203

YEAR 2

3,670,632
6,934,808
34,520
26,190
61,071,179
2,184,000

(624,000)

FONDOMICRO'S PRUJECTED BALANCE STATEMENTS

YEAR 3 YEAR 4

14,910,773 21,948,095
14,783,025 29,708,485
60,491 117,409
32,475 40,269
130,186,274 261,626,895
2,184,000 2,184,000
(936,000) (1,248,000)

YEAR S

30,650,437
48,040, 164
155, 746
49,934
423,064,275
2,184,000

(1,560,000)

YEAR 6

41,007,753
74,900,883
202,570
59,984
620,481,896
2,184,000

(1,872,000)

YEAR 7

56,421,278
114,936,640
284,151
76,534
885,937,483
2,184,000
(2,184,000)

73,297,328 161,221,039 314,377,154 502,584,555 736,965,091 1,057,656,086

4,996,077
41,326,000
300,000
22,033,000
0
4,642,251

73,297,328

17,471,837 28,658,001
95,674,000 188,234,000
300,000 300,000
35,620,000 47,190,000
0 23,140,000
12,155,202 26,855,153

161,221,039 314,377,154.

43,124,814
312,389,000

300, 000
60,985,000
36,935,000

* 48,850,740

502,584,555

-

60,375,926
460,439,000
300,000
77,435,000
53,385,000
85,030, 165

736,965,091

91,764,441
676,204,000
300,000
77,435,000
73,000,000
138,952,645

1,057,656,084
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Economic Analysis

A. Macroeconomic Environment

1. Overview

The Dominican Republic is one of the poorest countries in the Western
Hemisphere. 1In U.S. dollar terms, official World Bank calculations show that
per capita Gross National Product (GNP) declined from $1,330 in 1982 to $680
in 1988. During this period, average annual economic growth averaged 2.3% a
year in peso terms, but population growth averaged 2.9% a year, and the market
value of the Dominican peso in terms of U.S. dollars depreciated, on average,
21.0%4 a yeart GNP growth and exchange rate depreciation (parallel market) in
1989 were similar to averages for these indicators during the 1982-1988

period. Population growth, however, 1s estimated to have fallen to 2.2% a

year.

In 1982, the economically actlve population was 39.4% of the total

population. Unemployment was 22,0% of the work force., Over the period
1982-1989, population growth averaged 2.9% a year, and the economically active
population increased, on average, 3.6% a year., By 1989, the country's work
force was some 40% of the population, and unemployment exceeded 25% of the

. work force. The employed population rose, on average, 2.3% a year during the
; period. Non-traditional activities such as tourism and free trade zones have

absorbed the bulk of net new Jobs in recent years,
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Gross domestic capital formation has averaged a strong 22.0% of gross domestic
product (GDP) since 1982, rising to 25.0% for the three year period,
1987-1989. Over the seven year period, 1982-1989, capital investment spending
increased 5.0% a year in real terms. Three quarters of new investment

spending over the past seven years has been in the private sector.

High investment levels resulting in modest economic growth points to serious
efficiency problema. These problems include recurrent destabilization of
macroeconomic financial structures as indicated by periods of high inflation
and exchange rate depreciation; government centrols on interest rates and
other key prices; paucity of trained management personnel and appropriate
technologies in key economic activities; entrenched legal blases favoring
inefficient import substitution activities over non-traditional agriculture
and export activities; and massive deterloration of basic services such as

electricity.

Evaluated at market exchange rates, the Current Account deficit of the Balance
of Payments averaged 5.9% of GDP over the period 1982-1989. The best
performance was in 1988 and 1989 when the deficits amounted to significantly

less than 5.0% of GDP.

Over the three year period 1982-1984, the Current Account deficit of the
Balance of Payments averaged 8.5% of GDP, and resulted in massive accumulation
of external debt arrears that totalled $527 million by the end of 1984, 1In
1985, under the aegls of a stand-by arrangement with the International

Monetary Fund (IMF) and an A.I.D. ESF program, the GODR made cash payments of
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$126 million and rescheduled $303 million of accumulated external debt
arrears, reducing the stock of external debt arrears at the end of 1985 to
just $138 million. 1In 1985, net external loans and grants to the GODR and the
Central Bank, including IMF resource flows and rescheduling, amounted to $619

million.

Net financial flows in 1985, includiﬁg interest payments, amounted to $326
million. During the period 1986-1989, net financial flows have averaged
negative $329 million per ;ear, on an obligation basis. Accordingly, despite
lower cur}ent account deficits in)recent years, adequate financing has not
been available, resulting in a new bulld-up of external debt arrears. The
stock of éxternal debt arrears by the end of 1989 were on the order of $800
million. Projected net financial flows for 1990 are on the order of negative
$500 million. The balance of payments financing gap in 1990, including
elimination of external debt arrears, is estimated at $1.2 billion, equivalent
to 75% of projected exports of goods and non-factor services, or 16% of

projected GNP,

2, Inflation Trends

Official Central Bank estimates of inflation (basis: CPI, December over
December) indicate an annual average of 25.2% during the period 1981-1989 as

per the following:

/\‘}
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1981 7.5
1982 7.2
1983 7.7
1984 38.8
1985 28.4
1986 6.5
1987 25.0
1988 57.6
1989 41,2
Average 25,2

For project design purposes, inflation has been projected at 42%/yr for 1990

and 1991; and 24%/yr after 1991, U.S. dollar inflation is projected at 4%/yr.

3. Exchange Rate Trends

During the period 1981-1989, the peso-U.S. dollar exchange rate depreciated
85%, an average annual depreclation of 20.6%/yr (based on average exchange

rates in December of each year), as follow:

December Exchange Rates and
Annual Depreciation

1981-1989
Free Market Rates Official Rates -

Appreciation(+) Appreciation(+)

Pesos/Dollar or Depreciation(-) Pesos/Dollar or Depreciation(-)
1981 1.31 -6.1 1.00 0.0
1982 1.50 -20.7 1,00 0.0
1983 2,55 -41,2 1.00 0.0
1984 3.09 -17.5 1,00 0.0
1985 2.94 +5.1 2.94 -66.0
1986 3.06 -3.9 2.96 -0.7
1987 4,84 -36.8 4,84 -38.8
1988 6.41 -24.,5 6.35 -23.8
1989 8.33 -23.0 6.35 0.0
-20.6

Period Ave. 3.38 -20.6 2.90
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" The official exchange rate was devalued tb RD$7.60/dollar sell and'
RD$7.25/dollar buy at the end of April, 1990. The market exchange rate has
averaged about RD$10.50/dollar since devaluation, indicating over—vaiuation of

the official rate on the order of 38%.

For project design and budgeting purposes, the official buy rate of RD$7.25
has been assumed to persist through A.I.D. FY 1991. Analyses done under this
assumption correspond to a "worst case" low portfolio alternative. For
comparison purposes, a "best case" scenarlo, designated the high portfolio
alternative, has been developed to fllustrate the impact on/of the project
were market exchange rates, rather than an over-valued official exchange rate

available to the project.

The Project Paper exchange rate assumptions, corresponding to an over-valued
official rate and market rates based on the Mission's inflation assumptions,

are as follow:

A.I,D, Fiscal Years Low Portfolio Assumption High Portfolio Assumption
1991 7.25 13.65
1992 8.64 16.28
1993 10.30 19.41
1994 12.29 23.14
1995 14.65 27.59
1986 17.47 _ 32.90
1997 20.83 39.23



4, ome and Employment ends

According to a 1984 study, income distribution in the Dominican Republic was
not unusually skewed, compared to those of other developing countries. In
1984, the poorest 20% of households earned 5.4% of total income; the best-off

20% earned 49.8% of total income,
Income distribution has likely become somewhat more skewed since 1984. The
minimum wage for public sector employees, for example, has declined 25% in

real terms since 1984, as the folioWing table indicates.

Minimum Monthly Wage

1980-1989

(December of each

year-1989 prices)

Public Sector Private Sector*x

Pesos U.S.Dollars(*) Pesos U.S.Dollars(*)

1980 812.41 97.53 812.41 97.53
1981 756.84 90.86 756.84 90.86
1982 706.23 84.78 706.23 84.78
1983 655.99 78.75 655.99 78.75
1984 665.21 79.86 665.21 79.86
1985 740.44 88.89 740.44 88.89
1986 695.03 83.44 695.03 83.44
1987 556.16 66.77 778.46 93.45
1988, 564.63 67.78 705.79 84.73
1989 (**%) 500.00 60.02 650.00 78.03

(*) U.S. Dollar values calculated at free market exchange rate (December
average).

(**) Larger companies,

(***) Includes increase in minimum wage implemented in June, 1989, but does
not include additional amounts agreed to in October, 1989: large
private sector companies - RD$700; Free Trade Zones, Agroindustry -
RD$650; medium size private sector companies - RD$500; small companies
- RD$450; and daily agricultural wage - RD$15.

W
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Government employment accounts for about 10% of total employment. In 1989,
fully 75% of the government workforce earned only the minimum wage. This
reflects the fact that the public sector is often an employer of last resort,

and the very high unemployment that has exceeded 25% of the workforce the past

several years,

Estimates of GDP Growth Rates by Sources

GODR Planning

Central Bank Office(ONAPLAN) World Bank USAID IMF
Year 03/89 _09/89 03/90 . 1/90 10/89 02/90Q(**xxxx) 12/89 12/89
1984 0.3 0.3
1985 -2.6 -2.6
1986 3.2 3.2 3.2 3.2 3.2 3.2 3.2 3.2
1987 8.1 7.2 7.9 7.2 8,1 7.2 8.1 7.2
1988 0.5 1.1 0.7 1.1 0.5 1.9 0.5 1.1
1989 3.1% 3.9% 4.2 3.8 3.5% 5.8 1.0% 2.2
Average
1984-1989
(**) 2.2 2.1 2.7 2.1 2.1 2.6 1.7 1.9
Average '
Per Capita
Growth .
(**%) -0.3 -0,2 0.4 -0.2 ~0.2 -0.2 0.6 -0.4
‘Average
Household
Income
(RkkX) 0.0 0.1 0.7 0.1 0.1 0.6 -0.3 -0.1
* Projection
* % Central Bank estimates used for all sources for 1984 and 1985,

Average includes 1984 over 1983.

*ok Kk 2.3% /year.
Kk kX 2.0% /year.
Kk XAk Unofficlal; based on an unauthorized draft published in Listin

Diario, a local newspaper in March, 1990; includes Free Trade Zone
activity not included in official national accounts estimates.
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As the foregoing table indicates, consensus estimates of economic growth since
1983 are on the order of an average 2% a year, Growth in household incomes,
however, has been approximately zero. On the other hand, there is somewhat
less concensus on growth during the three year period 1987-1989. World Bank
estimates made in February, 1990, indicate average GDP growth of 4.,9% a year
(2.6% per capita; 2.9% for households). USAID December, 1989 estimates for
the period are much more conservative: GPD growth of 3.1%; per capita income

growth of 1.1% and income growth of households, 1.4%.

In any event, the numbers clearly)indicate that lower income groups are
receiving significantly less of the total income pie, since these groups
comprise the bulk of the large pool of unemployed and persons earning only
minimum wage.,

5. Economic Growth Progpects

Recent scenarios for economic growth prospects over the medium term are set

forth in the following table.

GDP Growth Rates(%)

Optimistic Pessimistfc
IMF World Bank USAID USAID
12/89 10/89 12/89 03/90
1990 2.2 3.5 2.5 -1.0
1991 2.8 4,5 2.9 0.0
1992 3.0 5.0 3.5 1.0
Ave.1993/94 3.8 5.6 4,5 1.0
Annual Average
1990-~1994% 3.1 4.8 3.6 0.4

* \ve, includes 1990 over 1989,
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&he USAID optimistic scenario and the scenarios outlined by the IMF and the
World Bank are predicated on continued improvements in economic policy
implementation. This would include rapid progress on reducing inflation to
single digit levels. Otherwise,’the USAID pessimiétic.scenario of

approximately zero or even negative growth is likely.

B. Demand and Supply of Sector Credit

1. Demand for Credit by Microentérnrises

The MSI study (see Bibliography) estimates that there were about 145,000
microenterprises in the Dominican Republic in 1988, and reports on the
characteristics of microenterprises in Santo Domingo and Santiago, estimated
to total 107,000 microenterprises, The MSI study did not include middle class
neighborhoods and so did not include about 100,000 enterprises located in
'these areas, and near-by areas. The demand for credit will be estimated
assuming that the characteristics of microenterprises throughout the country
are generally similar to those for which sales and employment data were
developed using MSI data. Value added estimates assume that value added by
broad type of microenterprise in the Dominican Republic is not significantly
different from that developed in sector studies elsewhere. The estimated
100,000 enterprises located in middle class nelghborhoods are not taken into

account,
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The breakdown of sales data for the three types of microenterprise described

in the MSI study is roughly as follows, based on mean annual sales data for

1988:
NON-LABOR
INPUTS
TYPE OF
ENTERPRISE
Services 5,211

Commercial 104,436
Manufacturing 34,251

Total(ave.) 61,043
% of Sales 52,1

DOMINICAN PESOS

VALUE_ADDED

ADDL.OWNER  TOTAL

SALARIES COMPENSATION VALUE

OWNER EMPLOYEES TOTAL AND PROFIT  ADDED
13,2983 12,762 26,055 3,474 29,529
16,835 35,373 52,218 17,406 69,624
16,872 36,951 53,823 9,786 63,609
15,748 28,648 44,396 11,716 56,112
13.4 24,5 37.9 10.0 47.9

TOTAL
SALES

34,740
174,060
97,860

117,155
100.0

\Q&
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Basing calculations o:. median annual sales data, representing a typical
company of the three types, provicas more conservative estimates:

DOMINICAN PESOQS

NON-LABOR VALUE _ADDED TOTAL
INPUTS ADDL.OWNER TOTAL  SALES
TYPE OF SALARIES COMPENSATION VALUE
ENTERPRISE OWNER  EMPLOYEES  TOTAL AND PROFIT  ADDED
Services 2,855 7,283 6,991 14,274 1,903 16,177 19,032
Commercial 15,602 2,517 5,285 7,802 2,600 10,402 26,004
Manufacturing 4,568 2,235 4,896 7,131 1,297 8,428 12,996
Total(ave.) 9,664 3,944 5,743 9,687 2,150 11,837 21,501
% of Sales 44,9 18.4 26.7 45.1 10.0 55.1 100.0

Permanent working capital "requir?ments" can be calculated in termé of wage
bill and non-labor input needs by type of enterprise. Working capital needs
assume one week of salaries for services and commercial enterprises and one
month of salaries for manufacturing operations; plus one week of non-labor
inputs for services enterprises and two months of non-labor inputs for
commercial and manufacturing operations. The following table indicates
permanent working capital requirements based on mean and median sales survey

results by type of enterprise:

DOMINICAN PESOS

BASIS: MEAN DATA (HIGH) BASIS: MEDIAN DATA (LOW)
TYPE OF ENTERPRISE SALARIES OTHER TOTAL SALARIES OTHER TOTAL
Services 501 100 601 274 55 329
Commercial 1,004 17,406 18,410 150 2,600 2,750
Manufacturing 4,485 5,708 10,193 594 761 1,355
Total 1,475 9,936 11,411 268 1,480 1,748
Perm.,WC as % of sales 1.3 8.5 9.8 1.2 6.9 8.1

\\b
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The foregoing data provides a basis for estimating the ability of microenterprises
to service credit were it to be made available to them in the context of credit for
financing permanent working capital, independent of survey results indicating

levels of desired financing.

Assuming maximum credit on the order of 70 percent of permanent working capital
requirements, the range of total potential credit demand, by type of enterprise in

1988 can be established:

MILLIONS OF PESOQS

LOW TOTAL HIGH TOTAL

NUMBER OF DEMAND DEMAND

TYPE OF ENTERPRISE ENTERPRISES ESTIMATE ESTIMATE
Services 44,950 10.3 18.9
Commercial 73,950 142.4 953.0
Manufacturing 26,100 24.8 186.2
All microenterprises 145,000 177.5 1,158.1

NOTE: Excludeslcredit needs for capital investment and temporary working
capital,

'As can be seen, the range of potential demand is extremely wide. Moreover,
the MSI survey results were not tabulated to easily facilitate reducing this
range, Nevertheless, potential credit demand is on the order of 6 percent of
sales, and available tabulations of sales data indicate that about 83 percent
- of microenterprise sales are less than the calculated mean sales, Many of the
larger énterprises that pull up the mean salas estimate may not, in fact, be
microenterprises, and may qualify for formal sector credit. Excluding the

four percent of surveyed enterprises with sales exceeding RD$50,000 a month,

the high total demand estimate is reduced to RD%$695.7 million. The survey
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indicates that only 60% of surveyed enterprises indicated a desire for credit,
averaging RD$8,000.00 each. Although this yields RD$696 million, it includes
the credit requirements of relatively large enterprises. Assuming that the
percentage of all enterprises desiring credit is distributed proportionately
among all enterprises, the potential demand estimate can be further reduced to

RD$417.4 million,

A portion of the demand for loans of RD$8,000 (1988 pesos) or more'can
probably be obtained from finance companies, suppliers, and even commercial
banks., Were the credit indicated}fbr these ente 1ses reduced by, say, 50%,
then total credit demand of microenterprises for 1988 amounted to RD$276

million, equivalent to some RD$548 million in 1990 pesos.

Only about 48% of the 155,000 microenterprises estimated for 1990 can be

expected to qualify for NGO credi;, were it available. This demand is roughly

as follows:

SIZE OF LOAN AVE. SIZE TOTAL

(PESO0S) ' NUMBER OF LOANS (PESOS) (MILLIONS OF PESOS)
Less than 3,000 26,800 1,500 40.2
3,000 - 4,999 22,300 4,000 89.2
5,000 - 9,999 12,400 7,500 93.0
10,000 ~ 19,999 5,700 15,000 85.5
20,000 or more 8,000 30,000 240.0
TOTAL 75,200 7,285 547.9


http:RD$8,000.00
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Demand for loans of less than RD$3,000 constitutes over one-third of the total
demand for credit. However, the cost of servicing loans of this size is
prohibitive; accordingly , this demand is expected to be met only for

microenterprise projects of exceptional quality and potential,

Tables 1 and 2 indicate high and low demand projections, and the distribution

of demand over the life of the project, ..I.D, Fiscal Years 1991-1997.

2, With and Without Project NGO Credit Availabllities

)

Tables 3 through 10 summarize NGO capabilities to meet the demand for credit
to microenterprises with and without the project during the period 1991-1997.

Without the project, the system's potential portfolio would be limited to real

annual growth on the order of 3% /yr,, rising from abut RD$79 million in 1991

to RD$343 million in 1997, expressed in current pesos. In constant 1990
pesos, NGO portfolios without the project would be constrained to RD$56

million in 1991 and RD$66 million in 1997, With the project, including the

expected improvement in NGO technical and administrative canabllities due to
the technical assistance component of the project, as well as substantially

increased availability of credit resources expected to be mobilized by

FONDOMICRO, the potential abjility of the NGO system to effectively deliver and

administer credit is expected to increase by a factor of ten, compared to the

without project alternative.




By 1997, actual system portfolios with the project under the low portfolio
alternative is shown to be 80% higher than potential without the project, and

135% higher under the high portfolio alternative. Without the project, the

NGD system would be able to meet only about 9% of system demand by 1997,

compared to 10% in 1990, With the project, by 1997 the NGO svstem will be

capable of servicing 25% of projected demand under the low portfolio

assumption and 40% of projected demand under the high portfolio assumption,

Credit available due to the project in 1997 is projected at 16% of projected

demand under the low portfolio assumption and 31% under the high portfolio

assumption.

Of the additional credit provided due to the project, direct credit
represented by the end-of-project FONDOMICRO portfolio will meet 13% of total
demand under the low portfolio assumption and 24% of total demand under the
high portfolio assumption. The remaining credit availabilities due to the
project will be from the build-up of NGO portfolios indirectly transferred by
FONDOMICRO based on the built-in concessional eleﬁent of FONDOMICRO credit

policies to NGO's and the assumption that none of this concessional element

will be passed on to end-users of system credit, By 1997, for example, 22% of

project related financing will result from these intra-system transfers.

The digtribution of credit to end-users by type . _enterprise is expected to
be initially similar to portfolio composition without the project, In 1989,

analysis of the sector's portfolios indicated that 51% of all credit

corresponded to manufacturing enterprises, even though these enterprises
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constituted only about 18% of al; sector businesses. Some 30% of NGO
portfolios were made up of businésses engaged in service activities, which
corresponded roughly to the incidence of this kind of business‘in the sector
as a whole (31%). Only 19% of total NGO lending was found to correspond to
commercial enterprises, compared to an over-all sector incidence of commercial
enterprises of 51%, due to 1) the greater loan risk resulting from very high
turnover in the sub-sector, 2) the relatively low employment generation
history of this type of enterprise compared to manufacturing activities, and
3) the relatively low value added to sales characteristic of commercial

activities, compared to other activities.

Due to scale considerations, the distribution of NGO portfolios in 1997 for

the low and high portfolio alternatives will differ, Under the low portfolio

assumption, the distribution will change little from relative portfolio
compositions before the project. But under the high portfolio assumption, the
1997 distribution will change, resulting in a relative increase in credit to
commercial enterprises, to 34% (vs. 19%) and a decrease in services to 15%
(vs. 30%). This will occur because the demand for credit from the services
sub-sector is significantly less than that of other sector activities and an
effective cap on NGO credi* to the sector corresponding to about 40% of total
demand due to 1) the high cost of servicing very small loans, and 2) the

difficulty of physically lending to services enterprises in all locations.
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C. Employment Due to the Project

Microenterprise sctivities employ relatively labor intensive technolbgies.
Credit to microenterprises is a fast, economically efficlent way to stimulate'
the creation of néw Jobs and productive economic activity. Studies of the
impact of credit on creating new jobs in the microenterprise sector for the
period 1985-1987 indicate that roughly US$1,000 (i§86 p}ices) in new credit

resulted in one new, permanent job, In 1990 prices, this is equivalent to

about US$1,150, or RD$11,500.

This paper uses these findings to project new jobs with and without the
project. Projections also assume that reflows, which largely sustain a new
activity, as opposed to actually generating it, are assumed to create'further
jobs at about 17% of the efficlency of new credit, based on the assumption
that project beneficiaries will accumulate capital roughly at a rate
equivalent to the opportunity cost of capital implicit in the incremental
capital-output ratio of ICOR=6 characteristic of the economy as a whole;
thereby freeing up one sixth of reflows for completely new activities. The
éycle for a given amount of credit is assumed to repeat at six year intervals,

less a modest 2.5% reduction for bad debts and other system losses.

In addition to efficiently generating new jobs, credit also allows for
employing technologies that raises labor's marginal product, thereby
increasing output per unit of labor employed. A modest improvement in labor
productivity on the order of 2.0% /yr has been assumed. For a given amount of

credit, this reduces new jobs created in return for higher incomes to labor
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and increased profits to the businesses affected. Accordingly, by 1997, the
cost of a new job in terms of credit provided will rise about 15% to RD$13,250
(1990 prices). This means that new jobs generated by new infusions of system
credit will be 13% less than a scenario with no change in productivity, but
will result in increASed average value added by financed activities
commensurate with the increased cost, in credit terms, of a new job; that is,
15%, Over a 20 year period, actual new jobs created will be one-third fewer,

but average incomes will be 50% higher.

Table 11 through 15 detail with aﬁd'without the project new job creation based
on the foregoing assumptions. Without the project, NGO credit programs can be
expected to create about 875 jobs/yr, or 6,100 jobs during the period
1991-1997. Additional jobs due to.the project under the low portfolio

assun, "ion are indicated at 1,776 jobs/yr, or 12,435 during the period
1991-1997. Under the high portfolio assumption, job creation rises to 3,345
new jobs/yr, and totals 23,417 new jobs during the period 1991-1997. For the
NGO sector over-all, nearly 30,000 new jobs will be generated during the

period.

D. Impacﬁ of Project Credit on Sector Sales and Value Added

Value added 1s projected as a function of saies, based on the sub-sector
relationships indicated in the text of Section B where the parameters for

estimating credit demand are discussed. These relationships are:

i

LAY "\
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Value added in commercial activities - 40% of sales

Value added in manufacturing activities - 65% of sales

Value added in service activities - 85% of sales.

Tables 16 through 24 show with and without project forecasts of sales and
value added by type of microenterprise and project portfolio size assumption.
The potential impact of the project on sales and value added during the life
'of the project, 1991-1997, is dramatic. Under the low portfolio assumption,
total sector value added is expected to grow 3.8% /yr, compared to 5.5% /yr
without the project. Value added from services activities will grow 4.2% /yr
with the project low portfolio compared to 3.5% without the project;
negligible impact on commercial activities is indicated; and manufacturing
output will grow 3.7% /yr with the project low pcrtfolio compared to 3.0% /yr

without the project.,

Under the high portfollo assumption, total sector value added is shown to grow
4,1% /yr over the period 1991-1997, compared to 3.5% without the project:
services activities 4.4%, compared to 3.5%; commercial activities 3.9%,

compared to 3.7%; and manufacturing 4,5%, compared to 3.0%.

E. Economic Vfability of the Project

- The design framework for the project, the financial and economic analyses, the
technical analysis and the social analysis were all developed simultaneously.

The benefits and costs projected in the economic analysis are based strictly

\.
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on the credit portfolios analyzed in the purpose level financial analyses,
with additional projections at the goal level over a 20-year period au
compared to the 7-year life-of-project analysis that pertains to the purpose
level analyses. The economic and financial costs are identical for ‘the high
portfolio alternative, since the financial analysis of the high portfolio
alternative assumed competitive, market exchange rates. The economic and
financial costs corresponding to the "worst case'" low portfolio assumption,
however, are different. All U.S, dollar funded project components were priced
at market exchange rates, rather than the assumed over-valued official
exchange rate. In addition, the cost of the import content of project
financed investment, additional self-financed investment, and inputs of raw

materials and supplies were adjusted to reflect market exchange rates,

Tables 25 through 36 detall all economic benefits and costs, and the basis for
their development., Net benefits are projected through A,I.D. Fiscal Year
2011. The Economic Internal Rate of Return for the "worst case'" low portfolio
alternative is just under EIRR=18%, which is roughly equivalent to the
opporcunity cost of capital in the Dominican Republic. The high portfolio -
alternative ylelds an Economic Internal Rate of Return greater than 50%.
Conclusion: the project is economically viable, ylelding benefits
substantially greater than alternative uses of the inputs employed with any
outcome better than the assumed "worst case" low portfolio alternative. Even
the "worst case" scenario ylelds economic benefits sufficlent to justify the

project based on the opportunity costs of the inputs employed.
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1991

1992

1993

1994

1995

1996

1997

Table 1

Demand for Credit
by Microenterprises

Low
484
500
)
515
530 ¢
546
561

577

Millions of 1990

Pesos

Eigectéd High

570.

593

617

641

667

© 693

721

656

686

719

752

788

825

865

Note: demand projections are independent of whether the project goes

forward., A viable project may have the effect of increasing demand by the
mid-1990s. Low/High estimates, + 15% in 1991;
rate for: projected expected value, 4.0%;
projections, 4.7%.

+ 207 in 1997,

Assumed growth

low projections, 3.0%; high



Table 2
Estimated Credit Demand by

Type of Microenterprise Beneficiary
- 1991 37

Millions of constant 1990 pesos

Services Commercial Manufacturing Total
1991 70 277 223 570
1992 72 291 230 593
1993 74 306 237 617
1994 76 321 ¢ 244 641
1995 80 336 251 667
1996- : 82 352 259 693

1997 86 368 267 721



Table 3
Percent of Credit Demand Met

Due to the Project by
Type of Microenterprise Beneficiary

Percent of Sector Demand

Low Portfoljo Assumption High Portfolio Assumption

vear Services Commerc, Manufact. Total Services Commerc. Manufact. Total
1991 2.9 0.7 1.8 1.4 5.7 1.1 3.1 2.5
1992 8.3 1.0 4.3 t 3.2 13.9 2.4 7.4 5.7
1993 13.5 2.3 14,3 5.5 24.3 3.6 13,1 9.7
1994 22.4 3.4 . 11.9 8.9 36.8 5.6 19,7 14,7
1995 28 .7 4.5 15.9 11.7 38.8 | 11.0 27.9 20.7
1996 35.4 5.4 | 19.3 14,1 39.0 16.5 36.3 26;6

1997 39.5 6.2 22.5 16.2 39.5 20.4 42.7 30.9
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Tatie A

Source of

86D Flnancing

Low Portfolls Assumption

Own Capltal and
Jther Non-Project
Sour ces

56

Portfollo
Transfers

Millions o

1997 Pesos

Direct
FONDOMICRO
Credit

8
18
32
51
67
P

91

Total
64

75

162

181



Tible 9

Source ,f NGO Financing
High Par.i-1{no Assumptinn

Millions of 1990 Pewos

Project Sources

Ten Capital and Portfolio Ofrect

Other Non-Projec: Transfers FONDIMICRO
fear Sources® {raz FONDOMICRO Credit Total
1991 56 - L4 79
1992 55 1 34 91
EN B} 3% 4 He 119
1994 49 10 97 15%
1315 3% 20 ] 201
1776 64 35 149 254
1337 ub 51 i 2Ry

rRaduced, relative to low portfolis aisumption, due to FUNLMICRO activitlas

arnd purtiolio transfers, 1900=1007,



Table 10
Distr!{ *{on of Systenm
Sources inds for NCO's
Percent of Total

1991 1992 1993 1994 1995 1996 1997

Lovw Portfolio Assumption 100.0 100.0 100.0 109.0 100.,0 100.0 100.0
rwa Capital and Other

Non-Project Sources 87.5 715.0  63.4 51,7 447 39.5 36,1
Indfrect FONDOMICRO

Portfnlio Transfers - 1.3 2.2 5.1 7.8 11.7 14,2
Ofrect FONDOMICRO Credft 12,5 23,7 364 3,2 47.5 48, E 49,7
Hizh Portfolln Assumption 16,0 100.0 100,0 100,72 100.0 100.0 !90.0
Tren Caplital and Other

Non=Project Sources An.0 61,5 46,2 31.0 27,4 25K 22,4
‘ndlrect FONDOMICRO

Prrifalfs Transfers - 1.1 3.4 4.5 10,0 141 17,4
Dlrect FLNOOMICRO Crelit 20,9 37.4 N4 2.6 62.6 60,1 59,




1991

1992

1993

1994

1995

1996

1997

R/0 Profect

No Change
{n

fruduction
922
1,876
2,855
3,868
4,907
5,980

7,060

2T Annual
Incr.
froductton

BRI
1,802
2,687
3,568
4,430
5,297

6,129

Table 11

Sumaary:  New Jobs froa NGO Ciedit Programs:

With and “ithout the ¥ruject

Pue to the Prolect

low Portfolio High Portfollo
No Chaage 27 Annual No Change 27 Annual
{n Incr. ta in Incr. (n

Production Production Production Production

696 682 1,237 1,212
1,766 1,696 3,174 3,048
3,338 3,142 5,923 5,575
5,818 5,366 9,745 8,988
8,449 7,637 14,929 13,495

11,290 10,001 20,925 18,536
14,324 12,435 26,974 23,417

Cunulative Number of Johs

Total
Low Portfolfo High tort
No Change 2% Annual %o Change
In Incr. in in

Production Productfon froductiva 7

1,618 1,586 2,159
3,642 3,498 5,050
6,193 5,829 8,778
9,686 8,934 13,613
13,356 12,073 19,836
17,270 15,298 26,905
21,384 18,564 34,034

4
folfu

-

Incr.

ruduct {us

2,116
4,850
8,262
12,556
17,931
23,833

29,546

2% Annua!















Table 16

Forecast Microenterprise Sales: 1990

Number of Enterprises Average Sales Total Sector Sales
Type (thousands) (thous. of Pesos) (millions of Pesos)
Services 48,2 ' 69.5 3,349.9
Commercial 79.5 348.1 27,674.0
Manufacturing 27,7 I 195.7 5,429.9
Total 155.4 ¢ 234.5 36,444.8

o



Table 17

W/0 Project Sales Projections by
Type of Microenterprise

1991-2010
Millions of constant 1990 pesos
Services Commercial Manufacturing

Year (3.5%/Yr.) (3.7%/¥r.) (3.0%/Yr.) Total
1991 3,467 28,698 5,584 37,749
1992 3,588 29,760 5,751 39,099 °
1993 3,714 . 30,80i ‘ 5,924 40,439
1994 3,848 31,941 6,101 41,890
1995 3,979 33,123. 6,284 43,386
1996 4,118 34,348 6,473 44,939
1997 4,262 35,619 6,667 46,548
1998 4,411 36,937 6,867 48,215
1999 4,566 38,304 7,073 49,943
2000 4,725 39,721 7,285 51,731
2001 4,891 41,191 7,504 53,586
2002 5,062 42,715 7,729 55,506
2003 5,239 44,295 7,961 57,495
2004 5,422 45,934 8,200 59,556
2005 5,612 47,634 8,446 61,692
2006 5,809 49,396 8,699 63,904
2007 +6,012 51,224 8,960 66,196
2008 6,222 53,119 9,229 68,570
2009 6,440 55,085 9,506 71,031

2010 6,666 57,123 9,791 73,580



Year

1991

1992

1993

1994

1995

1996

1997

Table 18

Impact of Credit Due to Project
on Sales by Microenterprises:
Low Portfolio Assumption
1991-1997

Millions of constant 1990 pesos

Services Commercial Manufacturing Total
9 8 ‘ 17 34

27 15 43 85

52 28. 80 160

88 52 138 278

128 75 202 405
171 . 102 269 5642
214 132 345 689



Table 19

Impact of Credit Due to Project
on Sales by Microenterprises:
High Portfolio Assumption
1991-1997

Millions of constant 1990 pesos

Year Services Commercial Manufacturing Total
1991 19 12 29 60
1992 48 30 75 153
1993 92 52 142 285
1994 148 85 234 467
1995 201 170 368 739
1996 228 303 543 - 1,079

1997 251 455 720 1,426



Table 20

W/0 Project Sector Value Added Projections
by Type of Microenterprise

1990-2010 .
Millions of constant 1990 pesos
Year Services Commercial Manufacturing Total
1990 2,847 11,070 3,524 17,441
1991 2,947 11,479 ° 3,630 18,056
1992 3,050 ll,90§ . 3,738 18,692
1993 3,157 12,320 3,851 19,328
1994 3,271 12,776 | 3,966 20,013
1995 3,382 13,249 4,085 20,716
1996 1,500 13,739 4,207 21,446
1997 3,623 7 14,248 4,334 22,205
1998 3,479 14,775 4,464 22,988
1999 3,881 15,322 4,597 23,800
2000 4,016 15,888 4,735 24,639
2001 4,157 16,476 4,878 25,511
2002 4,303 17,086 5,024 26,413
2003 4,453 17,718 5,175 27,346
2004 4,609 18,374 5,330 28,313
2005 4,770 19,054 5,490 29,314
2006 4,938 19,758 , 9,654 30,1350
2007 5,100 20,490 5,824 31,424
2008 5,289 21,2.8 5,999 32,536
2009 5,474 22,034 6,179 33,687

2010 5,h66 22,849 6,364 34,879



Table 21
With Project Sector Value Added Projections

by Type of Microenterprise
1990-1997

Millions of Constant 1990 Pesos

Low Portfolio Assumption High Portfolio Assumption
Year
Services Commerc. Manufact. Total Services Commerc. Manufact. Total

1990 2,847 11,070 3,524 17,441 2,847 11,070 3,524 17,441
1991 2,955 11,482 3,641 18,078 2,963 11,484 3,649 18,096
1992 3,094 11,910 3,795 18,749 3,091 11,916 3,787 13,794
1993 3,201 12,331 3,903 19,435 3,234 12,341 3,943 19,518
1994 3,346 12,797 4,056 20,199 3,397 12,810 4,118 20,325
1995 3,491 13,279 4,216 20,986 3,553 i§,317 4,324 21,194
1996 3,645 13,780 4,382 21,807 3,h94 13,862 4,560 22,116
1997 3,805 14,301 4,557 22,663 3,836 14,430 4,802 23,068
Average

Annual

Growth (%): w/o

Pro ject 3.5 3.7 3.0 3.5 3.5 3.7 3.0 3.5

w/project 4.2 3.7 3.7 3.8 4.4 3.9 4.5 4.1



Table 22

Impact of Credit Due to Project
on Value Added: Low Portfolio Assumption

1991-1997
Millions of constant 1990 pesos
Year Services Commercial Manufacturing Total
1991 81 3 11 22
1992 23 6 28 57
1993 b4 17 - 52 107
1994 75 21 90 186
1995 109 30 131 270
1996 145 41 175 361

1997 182 53

[ 2%
o
~

458



Table 23

Impact of Credit Due to Project
on Value Added: High Portfolio Assumption

1991-1997
Millions of ccnstant 1990 pesos
Year Services Commercial Manufacturing Total
1991 16 5 19 40
1992 41 12 49 102
1993 77 2n 92 190
1994 126 3 152 312
1995 171 68 239 478
1996 194 123 353 670

1997 213 182 468 863



Year

1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2Q07
2@08
2009

2010

Low Portfolio Assumption

Annual

22
57
107
186
270
361
458
511
564
616
668
720
772
823
874
925
976
1,026
1,076

1,126

Table 24

Sector Value Added Due to Project

Cumulative

22
79

186
372
642
1,003
1,461
1,972
2,536
3,152
3:820
4,540
5,312
6,135
7,009
7,934
8,910
9,936
11,012

12,138

1990-2010

High Po
Annual

40
102
190
312
478
670
863
966

1,069

1,171

1,273

1,374

1,475

1,575

1,675

1,770

1,869

1,967

2,065

2,163

Millions of constant 1990 pesos

rtfolio Assumption
Curnulative

40

142
332
644
1,122
1,792
2,655
3,621
4,690
5,861
7,134
8,508
9,983
11,558
13,233
15,003
16,872
18,819
20,904

23,067

e



Table 25

U.S. Dollar Value of A.I.D. Grants to Project
' 1991-1997

“Thousands of Current U.S. Dollars

A.1.D. Non—Credit A.I1.D. Credit Total
Year Grants Grants A,I.D, Grants
1991 756.1 500.0 1,256,1
1992 805.0 , _ 800.0 1,605.0
1993 707.0 . 700.0 1,407.C
1994 554.9 . 500,0 1,054.9
1995' 371.2 500,0 871.2
1996 124.0 500.0 624,0
1997 279.2 - 279.2

Total 3,597.4 3,500.0 7,097.4

.
(el



Table 26

Dominican Peso Value of A,I.D. Grants to Project

1991-1997

Thousands of Current Pesos Evaluated

at Average Market Exchange Rates

Ave. Mkt.
Year Exchange Rate A.I.D. Non-Credit A.I.D. Credit Total
Pesos/Dollar Grants Grants A.I1.D. Grants

1991 13.65 10,320.8 6,825.0 17,145.8
1992 16.28 13,1&5.@ 13,024.0 26,129.4
1993 19,41 13,722.9° 13,587.0 27,309.9
1994 23.14 12,840;4 11,570.0 24,410.4
1995 27.59 10,241.4 13,795.0 24,036.4
1996 32.90 4,079.6 16,450.0 20,529.6
1997 39.23 10,953.0 - | 10,953.0
Total 21,21 75,263.5 75,251.0 150,514.5



Table 27

Inputs to Project of Other Donor Dollar Funded Re

sources
1991~1997
Thousands of Current
Thousands of Ave., Mkt. Dominican Pesos Equilvalent
Year Current U.S. Exchange Rate at Average Market
Dollars Pesos/Dollar Exchange Rate
1991 13.65 -
1992 16,28 -
1993 2,000.0 19.41 38,820.0
1994 3,000.0 23.14 69,420,0
199% 2,500.0 . . 27.59 68,975.0
1996 2,500.,0 32.90 82,250.0
1997 500.0 39.23 19,615.0
Total 10,500.0 26,58 279,080.0




Table 28

Counterpart Inputs of Local Currency by FONDOMICRO

Founders, GODR and Commercial Lenders:

Low Portfolio Assumption

1990-1997
. Thousands of Current Pesos
FONDOMICRO Commercial

Year Founders GODR Lenders Total
1990 300.0 . - 300.0
1991 - 7,250.0‘ - 7,250.0
1992 - 8,640.,0 6,048.0 14,685.0
1993 - - 8,248.0 8,245.0
1994 - - 24,550‘0 24,580.0
1995 - - 36,625.0 36,625.0
1996 - - 43,675.0 43,675.0
1997 - - 114,565.0 114,565.0
Total 300.0 15,890.0 233,741.0 249,931.0

)



Table 29

Counterpart Inputs of Local Currency by FONDOMICRO
Founders, GODR and Commercial Lenders:
High Portfolio Assumption

1990-1997
Thousands of Current Pesos
FONDOMICRO Commercial

Year Founders GODR Lenders Total
1990 300.0 L - 300.0
1991 - 13,650.0° - 13,650.0
1992 - 16,280;0 11,396.0 27,€76.0
1963 - - 15,528.9 - 15,528.0
1994 - -  46,280.0 46,280.0
1995 - ' - 68,975.0 68,975.0
1996 - - 82,250.0 82,250.0
1997 - - 215,765.0 215,765.0

Total 300.0 29,930.0 460,194.0 470,424.0




Table 30

Unfunded Operating Costs

1991-1997
Thousands of Current Pesos
NGOs* Total
Low Portfolio High Portfolio Low Portfolio High Portfolio
Year FONDOMICRO Assumption Assumption Assumption Assumption
1991 - 2,576.9 4,851.8 2,576.9 2,576.9
1992 - 7,959.6! 14,993.8 7,959.6 7,959.6
1993 1,888.9 17,719.2 33,368.4 19,608.1 21,497.0
1994 3,513.3 36,826.3 69,346.1 36,831.9 40,345,2
1995 5,808.7 62,578.1 117,842.4 68,386.8 74,195,5
1996 9,003.5 97,803.4 184,177.9 106,806.9 115,810.4
1997 11,164.3 147,873.1 276,087.4 159,037.4 170,201.7

* 247 of project related portfolio.

excluded,

Costs assoclated with non-project portfolio



Table 31

Total Project Inputs: Low Portfolio Assumption*

1990-1997
Millions of Pesos
CURRENT PESOS Constant
' ' Counterpart "+ Unfunded 1990 Pesos
Year A.1.D, Other Donor & Commercial Operations
Funding Funding Funding Costs Total Total
1990 - - 0.3 0.3 0.3
1991 17,1 - b 7.2 2.6 26.9 18.9
1992 26,1 - ‘ 14,7 8.0 48.8 27.7
1993 27.3 38.8 8.2 19.6 93.9 43.0
1994 24,4 69.4 . 24,6 36.8 155.2 57.3
1995 24,1 69.0 36.6 68.4 198.1 59.0
1996 20.5 82.3 43,7 106.8 253.3 60.8
1997 11.0 19.6 114.6 159,0 304.2 58.9
Total 150.5 279.1 249,9 401,2 - 1,080.7 325.9

Excludes non-project inputs provided by project beneficiaries.

_r.-,.wtw.ﬂv R
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Table 32

_Total Project Inputs:
1990-1997

High Portfolio Assumption*

Millions of Pesos

CURRENT PESOS Constant
Counterpart Unfunded 1990 Pesos
Year A.1.D, Other Donor & Commercial Operations

Funding Funding Funding Costs Total Total
1990 - - 0.3 0.3 0.3
1991 17.1 - 13,6 2.6 33.3 23.5
1992 26.1 - 27.7 8.0 61.8 35.1
1993 27.3 38.8 15.5 21,5 103.1 47.2
1994 24,4 69.4 46.3 40.3 180.4 66.6
1995 24,1 - 69.0 €9.0 742 236.3 70.4
1996 20.5 82.3 82,2 115.8 »300.8 72.3
1997 11.0 19.6 215.8 170.2 416.6 80.7
Total 150.5 279.1 470.4 432.6 1,332.6 396.1

I3
L3

Excludes non-project inputs provided by project beneficiaries,



Table 33

Sales, Value Added and Costs of
Project Beneficiaries: 1991-1997

Millions of constant 1990 pesos

1991 1992 1993 1994 1995 1996 1997

iow Portfolio Assumntion

Sales 34 85 160 278 405 542 689
Value Added 22 57 107 186 270 361 458
Raw Mtls & Supplies 11 25 48 83 121 163 208
- Local Origin (5) , (10) (19) (33) (48) (65) (84)
- Import Content (6) (15) (29 (50) (73) (98) (124)
Capital Consumption 1 ‘3 5 9 14 18 23
High Portfolio Assumption
Sales 60 153 285 467 739 1,079 1,426
Value Added 4o’ 102 190 ' 312 478 670 863
Raw Mtls & Supplies 18 46 87 139 237 375 520
- Local Origin (7 (18) (36) (55) (104) (181) (263)
- Import Content (11) (28) (51) (84) (133) (194) (257)
Capital Consumption 2 5 8 16 24 34 43

Note: Assumgtions

Capital consumption equivalent to 5% of value added; import content of
raw materials and supplies, 18% of sales, unadjusted for Market
Exchange Rates. Table excludes capital investment and permanent
working capital requirements.



Table 34

Non-Project Inputs and Costs: Low

Portfolio Assumption

1991-1997

Millions of constant 1990 pesos

Add'l Capital Exchange
Exchange Rate Investment Exchange Rate Rate
Adjustment and Working Ad justment Add'l - Adjustment
Year  Project Capital not Capital and W/C Raw Mtls. Raw Mtls,
Financed Project Financed not Project and Supplies and
Inputs * (at actual cost) Financed (at actual cost) Supplies Total
1991 3 8 3 11 5 20
1992 6 12 6 25 12 61
1993 9 18 9 48 25 109
1994 13 28 13 83 42 179
1995 14 31 14 121 61 241
1996 15 33 15 163 82 208
1997 19 43 19 208 104 394
*To reflect market exchange rates for import content:
capital investment and
workling capital - 50%;
Raw matls and supplies - see Table 33
N



Table 35

Non-Project Inputs and Costs: High
Portfolio Assumption
1991-1997

Millions of constant 1990 pesos

Additional Investment Raw Mtls,
Year and Working Capital and

not Project Financed Supplies Total
1991 14 18 32
1992 22 46 68
1993 31 87 118
1994 43 39 182
1995 59 237 296
1996 67 375 442
1997 81 520 601



Project Cash Flows:

Table 36

Econonic Benefits and Costs

19590-2011

Millions of constant 1990 pesos

Low Portfolio Assumption

Hieh Portfolio Assumption

Year Annual Non-Project Net Annual Non Project Net:

Value Project Inputs and Cash Value Project Inputs and Cash

Added Inputs Costs Flow Added Inputs Costs Flow
1990 - - - - - - - -
1991 22 19 20 -17 40 24 32 -16
1992 57 28 61 -32} - 102' 35 68 -1
1993 L 107 43 109 =45 - 190’ 47 118 25
1994 - 186 57 179 -50° -312 67 182 53’
1995 - 270 59 241 -30 1478’ 70 296 112
1996 - 361 61 308 -8’ 670 72 442 156
1997 458 59 394 5 863 81 601 262
1998 ' 511 24 434 53 966 32 676 258
1999 564 24 479 61 1,069 32 759 278
2000 616 24 524 68 1,171 32 831 308
2001 668 24 568 76 1,273 32 910 331
2002 720 24 612 84 1,374 32 989 353
2003 772 24 656 92 1,475 32 1,069 374
2004 823 23 700 100 1,575 31 1,150 394
2005 874 23 743 108 1,675 31 1,231 413,
2006 925 23 786 116 1,770 31 1,310 429
2007 976 23 830 123 1,869 31 1,383 455
2008 1,026 23 872 131 1,967 31 1,475 461
2005;9 1,076 23 915 138 2,065 31 1,559 475
201§> 1,126 22 957 147 2,163 30 1,644 489
2011 1,178 22 1,001 155 2,265 30 1,732 503
ID:1039G

N
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INITIAL ENVIRONMENTAL EXAMINATION

Project Location: Dominican Republic

Project Title: Micro and Small Business Development
Project Number: 517-0254

Funding: US$7.0 Million Grant

US$4.025 Miliion Equivalent Local
Currency Counterpart

Life of Project: , 7 years - FY 90 - 97

Environmental Action Recommended: Categorical Exclusion Sought
(Section 216.2 (c)(2)(x) of 22 CFR
Part 216)

IEE Prepared by: Peter W. Amato
USAID/DR
Project Development and
Implementation Support

Office
% Date:_3/r¢ /72
~Signatyse 77

;\&/@&\ Date;_2/2¢ /%0

Raf®el Genao, M ‘Mission
Environmental Officer

‘Justifica ¢ The propcsed project seeks to increase employment and incomes
of the poor by improving access to credit and technical assistance by the
‘informal micro and small business sector of the Dominican Republic. The
purpose of the Project is to develop the Fund for the Financing of C
Microenterprise (FONDOMICRO) into a viable, financially self-sustaining
organization directly servicing the informal micro and small business sector.
‘The project will include technical assistance ‘and commodities and provide
operational support and lending capital to FONDOMICRO which will channel
‘project resources to its client organizations who in turn provide technical
services and credit directly to amall/microbusinesses. The project should be
considered for a categorical exclusion in accordance with 22 CFR Section
216.2(c)(2)(x) which relates to, "support for intermediate creodit institutions

when the objective is to assist in the capitalization of the institution or
part thereof and when such support. does not involve reservation of the right
to review and approve individual loans made by the institution."

N
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A major objective of the project is to capitalize FONDOMICRO and at the same
time strengthen its clients who will sublend funds obtained by FONDOMICRO to
small/micro businesses., Due to the large number of loans contemplated, A.I.D.
will not review or approve individual loans FONDOMICRO makes to its clients or
the subloans the clients make to the small/mic¢ro businesses. Further, it is
not expected that the loans/subloans financed under the project will
negatively affect the environment to any extent. The majority of the
small/micro-business targetted under the project are in the service

subsector. Approximately one-half of these loans will go to street/food
vendors, with most of the remainder divided among beauty shop owners, cabinet
makers, tailors and "piublicos" (public service buses/cars) for vehicle

repair. A few subloans may go to small, cottage-industry type businesses.

The principal use for the subloans will be for working capital. Such loans
will average $400-500 in size and be given for periods of four-six months.
Some subloans will be provided to finance production machinery such as
electric generators and sewing machines in amounts up to $30,000. During.
preparation of the Project Paper, guidelines to protect the environment will
be developed for the approval of such loans., These guldelines will include
provisions to ensure that the subloans do not finance activities which
negatively impact on the environment. For example, due to the overall size of
the project, it already has been decided that construction of new plants or
similar physical infrastructure will be excluded, Also, due to the nature of
the intended target groups, procurement of pesticides will be excluded as an
eligible subloan purpose under the project, Finally, although reviews of
individual loans/suploans will not be made, A.I.D. will: (A) as part of its
overall prolect monitoring responsibilities observe the types and kinds of
loans financed under the project to assure that none are provided for
activities that will have a negative environmental impact; and (B) include in.
each project evaluation a review of the client organizations' sublending
practices to determine both how effectively project funds were utilized and to
assure that the subloans have not funded any activities that may be
detrimental to the environment. It 1s, therefore, recommended that this
project be categorically excluded from further consideration of environmental
impact in accordance with the Agency's Environmental Procedures as stated in
22 CFR Section 216.2 (c)(2)(x). .

CONCURRENCE: Raymond F. Rifenburg, Acting Mission Director

@'\IMM!AQ ) QZJ“J@'!N-} | Dat;e MWL 2231?30

Clearance:

.l.’ED:ABeasley OO  Dpate QHQIHG.
Doc.0976F Q\r/"j '

PDS:RPMathia:pg:3-15-90



5C(2) - PROJECT CHECKLIST

Listed below are statutory criteria applicable
to projects., This section 1s divided into two
parts. Part A includes criteria applicable to
al. projects. Part B applies to projects funded
from specific sources only: B(l) applies to all
projects funded with Development Assistance;
B(2) applies to projects funded with Development
Assistance loans; and B(3) applies to projects
funded from ESF.

CROSS REFERENCES: IS COUNTRY CHECKLIST UP TO
DATE? HAS STANDARD ITEM
CHECKLIST BEEN REVIEWED FOR
THIS PROJECT?

A. GENERAL CRITERIA FOR PROJECT

1. Y1 A ations Act Sec 23;
Sec 4A., If money 1s sought to
obligate for an activity not previously
Justified to Congress, or for an amount
in excess of amount previously justified
to Congress, has Congress been properly
notified?

2, FAA Sec, 611(a). Prior to an
‘ obligation in excess of $500,000, will.

there be (a) engineering, financial or
other plans necessary to carry out the
assistance, and (b) a reasonably firm
estimate of the cost to the U.S. of the
assistance?

-3, AA Sec a)(2)., If legislative
action is required within recipient
country with respect to an
obligation in excess of $500,000,
what is the basis for a reasonable
expectation that such action will be
completad in time to permit orderly
accomplishment of the purpose of
the assistance?

Annex J rage -1~

Statutory Checklists

Micro & Small Business
Development

Project Paper No. 517-0254

The required country
checklist for FY 1990
1s attached as Annex C
to the Private
Initiatives in

Primary Education
Project Paper

(Project No. 517-0251).

YES

YES

YES

N/A



4.

A Sec b); 1 opriatjons
Act Sec, 501. If project is for water or

water-related land resource construction,
have beriafits and costs been computed to
the extent practicable in accordance with
the principles, standards, and procedures
established pursuant to the Water
Resources Planning Act (42 U.S.C. 1962,

et seq.)? (See A,I.D. Handbook 3 for
guidelines.)
FAA Sec, 611(e). If project is capital

assistanc¢e (e.g., construction), and
total U.S. assistance for it will exceed
$1 million, has Mission Director
certified and Regional Assistant
Administrator taken into consideration
the country's capability to maintain and
utilize the project effectively?

FAA Sec, 209. Is project susceptible to

execution as part of regional or
multilateral project? 1If so, why is
project not so executed? Information and
conclusion whether assistance will
encourage regional development programs.

FAA Sec, 601(a). Information and

conclusions on whether projects will
encourage efforts of the country to:

(a) increase the flow of international
trade; (b) foster private initiative and
competition; (c) encourage development
and use of cooperatives, credit unions,
and savings and loan associations;

(d) discourage monopolistic practices;
(e) improve technical efficiency of
industry, agriculture and commerce; and |,
(f) strengthen free labor unions.

FAA Sec, 601(b). Information'and

conclusions on how project will encourage
U.S. private trade and investment abroad
and encourage private U.S. participation
in foreign assistance programs {(including
use of private trade channels and the
services of U.S. private enterprise)

Annex J Page -2~

Statutory Checklists
Micro & Small Business
Development : .
Project Paper No. 517-0254

-----

N/A

N/A

NO

" Project will eqcourage
' development and use of

credit unions and savings
‘and loan associations "~
for lending to NGO's
through FONDOMICRO for on
lending to informal

small and micro
enterprises. As such

the Project also will
foster private initiative
and competition,

Project will

indirectly encourage U.S.
private trade and
investment to the extent
that the Informal Small
and Micro Enterprise
(ISME) sectors demand
U.S. goods and products
as a result of increased
capacity under the
Project.



9.

10.

11,

12.

13.

A Secs 2(b), h).'' Dedcribe steps
taken to assure that, to the maximum
extent possible, the country is
contributing local currencies to meet the
cost of contractual and other services,
and foreign currencies owned by the U.S.
are ut}l;zed in lieu of dollars,

FAA Se 2(d). Does the U.S. own
excess foreign currency of the country
and, if so, what arrangements have been
made for its release?

FY 1989 Apprecpriations Act Sec, 521. If

assistance 13 for the production of any
commodity for export, is the commodity
likely to be in surplus on world markets
at the time the resulting productive
capacity becomes operative, and is such
assistance likely to cause substantial
injury to U.S. producers of the same,
gimilar or competing commodity?

FY 1990 Appropriations Act Sec, 547.

Will the assistance (except for programs
in Caribbean Basin Initiative countries
under U,S. Tariff Schedule "Section 807,"
which allows reduced tariffs on articles
assembled abroad from U.S.-made
components) be used directly to procure
feasibility studies, prefeasibility
studies, or project profiles of potential

investment in, or to assist the

establishment of facilities specifically
designed for, the manufacture for export
to the United States or to third country:
markets in direct competition with U.S.
exports, of textiles, apparel, footwear,,
handbags, flat goods (such. as wallets or
coin purses worn on the person), work
gloves or leather wearing apparel?

Sec 4)= & « Will the
assistance (a) support training and
education efforts which improve the

capacity of reciplent countries to

prevent loss of bilological diversity;
(b) be provided under a long-term
agreement in which the recipient country
agrees to protect ecosystems or other

Annex J rage -3-

Statutory Checklists

Micro & Small Business
Development

Project Paper No. 517-0254

The Project Agreement
will require that
counterpart contributions
(GODR and FONDOMICRO) be
used in the
implementation of

project activities.

There 1s no excass U.S.
owned local currency
avallable for this
project.

N/A

N/A

N/A

W



14,

15,

16.

17.

wildlife habitats; (c) support efforts
to identify and survey ecosystems in
recipient countries worthy of

protection; or (d) by any direct or
indirect means significantly degrade
national parks or similar protected areas
or introduce exotic plants or animals
into such areas?

FAA Sec, 121(d). If a Sahel project, has

a determination been made that the host
government has an adequate system for
accounting for and controlling receipt
and expenditure of project funds (either
dollars or local currency generated
therefrom)?

. opriations Act e
under head "Agenc o) ternatjona
Development." If assistance is to be

made to a United States PVO (other than

a cooperative development organization),
does it obtain at least 20 percent of its
total annual funding for international
activities from sources other than the
United States Government?

ropriations act § . If
assistance is being made available to a
PVO, has that organization provided upon
timely request any document, file, or
record necessary to the auditing
requirements of A.I.D., and is the PVO
registered with A.I.D.?
FY 1990 Appropriations Act Seec, 514. If

funds are being obligated under an
appropriation account to which they were;
not appropriated, has the President
consulted with and provided a written
Justification to the House and Senate
Appropriations Committees and has such
obligation been subject to regular
notification procedures?

Annex J Page -4~

Statutory Checklists

Micro & Small Business
Development ,
Project Paper No. 517-0254

N/A

N/A

WA

N/A

Wik
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19.

20.

21,

. State Authorization Sec, 139 (as

interpreted by conference report). Has
" confirmation of the date of signing of
the project agreement, including the

smount involved, been cabled to State L/T

and A.I.D. LEG within 60 days of the

agreement s entry into force with respect

to the United States, and has the full
text of the agreement been pouched to

those same offices? (See Handbook 3,

Appendix 6G for agreements covered by

this provision),

Trade Act Sec, 5164 (as interpreted

by conference report), amending

Metric Conversjon Act of 1975 Sec, 2.
Does the project use the metric system
of measurement in its procurements,
grants, and other business-related
activities, except to the extent that
such use is impractical or is likely
to cause significant inefficiencles

or loss of markets to United States
firms? Are bulk purchases usually

to be made in metric, and are
components, subassemblies, and
semi-fabricated materials to be
specified in metric units when
economically available and technically
adequate? ]

FY 1990 Appropriations Act, Title II,

Under head "Wome ‘Development,"™

Will assistance be designed so that the

percentage of women participants will be
demonstrably increased?

FY 1990 Appropriations Act Sec, 592(a).
If assistance is furnished to a foreign
government under arrangements which
result in the generation of local
currencies, has A.I.D. (a) required that
local currencies be deposited in a
separate account established by the

recipient government, (b) entered into an

agreement with that government providing
the amount of local currencies to be
generated and the terms and conditions
under which the currencies so deposited
may be utilized, and (c) established by
agreement the responsibilities of A.I.D.
and that government to monitor and
account for deposits into and
disbursements from the separate account?
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N/A

a) NO
b) N/A

Women constitute

more than half of

the ISME séctor and

will be direct
beneficiaries of credit
made available under the
project.

N/A

u
g



Will such local currencies, or an
equivalent amount of local currencies,
be used only to carry out the purposes
of the DA or ESF chapters of the FAA
(depending on which chapter is the
source of the assistance) or for the
administrative requirements of the
United States Government?

Has A.I.D. taken all appropriate steps to
ensure that the equivalent of local
currencies disbursed from the separate
account are used for the agreed

purposes?

If assistance is terminated to a country,
will any unencumbered balances of funds
remaining in a separate account be
disposed of for purposes agreed to by
the recipient government an. the United
States Government? '
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B. FUNDING CRITERIA FOR PROJECT
Development Assistance Project Criteria

1.

a.

FY 1990 Appropriations Act Sec, 546
(as interpreted by conference report
for original enactment). If
assistance is for agricultural .
development activities (specifically,
any testing or breeding feasibility
study, variety improvement or
introduction, consultancy,
publication, conference, or
training), are such activities (1)
specifically and principally designed
to increase agricultural exports by
the host country to a country other
than the United States, where the
export would lead to direct
competition in that third country
with exports of a similar commodity
grown or produced in the United
States, and can the activities
reasonably be expected to cause
substantial injury to U.S. exporters
of a similar agricultural commodity;
or (2) in support of research that is
intended primarily to benefit U.S.
producers?

FAA Sec, 107. 1Is; special emphasis
placed on use of appropriate technology

(relatively smaller, cost-saving,
labor-using technologies that are
generally most appropriate for the
small farms, small businesses, and

small incomes -of the poor)?
' {

FAA Sec, 281(b). Describe extent to

which program recognizes the .
particular needs, desires, and
capacities of the people of the
country; utilizes .the country's
intellectual resources to encourage
institutional development; and
supports civil education and training
in skills required for effective
participation in governmental
processes essential to
self-government,
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N/A

YES

The Project recognizes
the particular needs,
desires, and capacities
of the D.R. by
concentrating on
providing credlt to the
ISME sector through
existing NGO's. It aims
to increase the NGO's
technical capacity and
to assist them to be able
to borrow funds from
private banks for on-
lending to their clients.

3y
4
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EAA_ggQA;lgli_l. Does the activity

give reasonable promise of contributing YES
to the development of economic resources,

or to the increase of productive

capacities and self-sustaining economic

growth?

2 11 2 a).
Describe extent to which activity
will (1) effectively involve the poor
in development by extending access to
economy at local level, increasing
labor-intensive production and the
use of appropriate technology,
dispersing investment from cities to
small towns and rural areas, and
insuring wide participation of the
poor in the benefits of development
on a sustained basis, using
appropriate U.S. institutions;
(2) help develop cooperatives,
especially by technical assistance,
to assist rural and urban poor to
help themselves toward a better life,
and otherwise encourage democratic
private and local governmental

institutions; (3) support the self-help

efforts of developing countries; (4)
promote the participation of women in
the national economies of developing
countries and the improvement of
women's status; and (e): utilize and
encourage regional cooperation by
developing countries.

FAA Secs, 103, 103A, 104, 105, 106,
=21; 1 Appropriations t

Title II, under heading "Subgaharan ‘!
Africa, DA," ‘(Development Fund for
Africa). Does the project fit the
criteria for the source of funds
(functional account) being used?

The fundamental problem
addressed by the project
is the high unemployment
in the D.R. The project
will increase employment
in the ISME sector by
providing credit to small
and micro enterprises
which can then expand
production,

N/A

W,



under heading "Sub-Saharan Afr a, DA."
Have local currencies generatea by the
sale of imports or foreign exchange

by the government of a country in
Sub-Saharan Africa from funds
appropriated under Sub-Saharan

Africa, DA been deposited in a

speeial account established by that
government, and are these local
currencies available only for use, in
accordance with an agreement with the
United States, for development
activities which are consistent with
the policy directions of Section 102
of the FAA and for necessary
administrative requirements of the
U.S. Government?

FAA Sec, 107. Is emphasis placed on
use of appropriate technology

(relatively smaller, cost-saving,
labor-using, technologies that are
generally most appropriate for the
small farms, small businesses, and
small incomes of the poor)?

FAA Secs. 110, 124(d). Will the

recipient country provide at least 25
percent of the costs of the program,
project, or activity with respect to
which the assistance .1s to be T
furnished (or is the latter :
cost-sharing requirement being waived
for a "relatively least developed"
country)? :

FAA Sec, 128(b). If the activity .  ;
attempts to increase the
institutional capabilities. of private
organizations or the government of
the country, or if it attempts to
stimulate scientific and
technological research, has it been
designed and will it be monitored to
ensure that the ultimate
beneficlaries are the pppr.majonity?
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N/A

See b,
above

‘YES

YES



k.

FAA Sec, 281(b).. Describe extent to
which program recognizes the particular
needs, desires, and capacities of the
people of the country; utilizes the
country's intellectual resources to
encourage institutional development;
and ‘supports civil education and
training in skill required for
effective participation in
governmental processes essenti.. to
self--government.

FY 1990 Appropriations Act, under

ea " ulation DA", and Se .
Are 'any of the funds to be used for the
performance of abortions as a method

Annex J Page -10-
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See c.
above

NO

of family planning or to motivate or coerce

any person to practice abortions?

Are any of the funds to be used to pay
for the performance of involuntary
sterilization as a method of family
planning or to coerce or provide any
financial incentive to any person to
undergo sterilizations?

Are any of the funds to be made available

to any organization or program which, as
determined by the President, supports or
participates in the management of a
program of coercive abortion or
involuntary sterilization?

Will funds be made ~vailable only to
voluntary family blanning proJects which

NO

N0

/A

referral to, or 1nformation about access to,

a ahroad range of family planning - «
methods and services?

[
In awarding grants for natural family
planning, will any applicant be
discriminated against because of such
applicant's religious or conscientious
commitment to offer only natural
family planning? S

Are any of the funds to be used to pay
for ‘any biomedical research which
relaLes, in whole or in part, to methods
of, or the performance of, abortions or
involuntary sterilization as a means of
famlly planning?

N/A

,NO



FAA Sec, 601(e). Will the project

utilize competitive selection
procedures for the awarding of
contracts, except where applicable
procurement rules allow otherwise?

FY 1990 Appropriations Act, Sec. 579.
What portion of the funds will be

available only for activities of
economically and socially
dissdvantaged enterprises,

will behistorically black colleges and
universities, colleges and
universities having a student body in
which more than 40 percent of the
students are Hispanic Americans, and
private and voluntary organizations
which are controlled by individuals
who are black Americans, Hispanic
Americans, or Native Americans, or
who are economically or socially
disadvantaged (including women)?

FAA Sec., 118(c). Does the assistance

comply with the environmental
procedures set forth in A.I.D.
Regulation 16? Does the assistance
place a high priority on conservation
anid sustainable management of
tropical forests? Specifically, does
the assistance, to the fullest extent
feasible: (1) stress the importance
of conserving and sustainably
managing forest resources; (2)
support activities which offer
employment and income alternatives to
those who otherwise would cause
destruction and loss of forests, and;
help countries identify and implement
altérnatives to colonizing forested
areas; (3) support training
programs, educational efforts, and
the establishment or strengthening of’
institutions to improve forest
management; (4) help end destructive
slash-and-burn agriculture by
supporting stable ‘and productive
farming practices; (5) help conserve
forests which have not yet been
degraded by helping to increase
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YES

No funds are specifically
set aside. However,
inclusion of such
minorities and
disadvantaged groups
encouraged during the
project's procurement
process.,

N/A

Al
L
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production on lands already cleared
or degraded; (6) conserve forested
watersheds and rehabilitate those
which have been deforested; (7)
support training, research, and other
actions which lead to sustainable and
more environmentally sound practices
for timber harvesting, removal, and
processing; (8) support research to
expand knowledge of tropical forests
and identify alternatives which will
prevent forest destruction, loss, or
degradation; (9) conserve biological
diversity in forest areas by
supporting efforts to identify,
egtablish, and maintain a
representative netvork of protected
tropical forest ecosystems on a
worldwide basis, by making the
establishment of protected areas a
condition of support for activities
involving forest clearance or
degradation, and by helping to
identify tropical forest ecosystems
and species in need of protection and
establish and maintain appropriate
protected areas; (10) seek to
increase the awareness of U.S.
government agencies and other donors
of the immediate and long-term value
of tropical forests; and
(11)/utilize the resources and
abilities of all relevant U.S.
government agencies?.

FAA Sec. 118(¢)(13). If the
assistance will support a program or
prolect significantly affecting <y
tropical forests (including projects
involving the planting of exotic
plant species), will the program or
project (1) be based upon careful

‘analysis of the alternatives

available to achieve the best
sustainable use of the land, and
(2)/take full account of the
environmental impacts of the proposed
activities on biological diversity?
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N/A
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FAA Sec, 118(ec)(]l4). Will assistance

be used for (1) the procurement or
use of logging equipment, unless an

" environmental assessment indicates

that all timber harvesting operations
involved will be conducted in an
environmentally sound manner and that
the proposed activity will produce
positive economic benefits and
sustainable forest management
systems; or (2) actions which will
significantly degrade national parks.
or similar protected areas which
contain tropical forests, or
introduce exotic plants or animals
into such areas?

FAA Sec, 118(c)(15). Will assistance
be used for (1) activities which

would result in the conversion of
forest lands to the rearing of
livestock; (2) the construction,
upgrading, or maintenance of roads
(including temporary haul roads for
logging or other extractive
industries) which pass through
relatively undergraded forest lands;
(3) the colonization of forest lands;
or (4) the construction of dams or
other water control structures which
flood relatively undergraded forest
lands, unless with respect to each
such activity an environmental
assessment indicates that.the
activity will contribute
significantly aqd directly to
improving the livelihood of the rural
poor and will be conducted in an - ¢
environmentally sound manner which
supports sustainable development?

FY 1990 Agggog:ig;igﬁs Act Sec, 534
(a). If assistance relates to

tropical forests, will project assist
countries in developing a systematic
analysis of the appropriate use of
their total tropical forest resources,
with the goal of developing a national
program for sustainable forestry?
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NO

NO

N/A

i
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FY 1990 Appropriations Act Sec, 534(b).

If assistance relates to energy, will
such assistance focus on improved
energy efficiency, increased use of
renewvable energy resovrces, and
national energy plans (such as
least-cost energy plans) which
include investment in end-use
efficiency and renewable energy
resources? ‘

Describe and give conclusions as to
how such assistance will: (1)
increase the energy expertise of
A.1.D. staff, (2) help to develop
analyses of energy-sector actions to
minimize emissions of greehouse gases
at least cost, (3) develop
energy-sector plans that employ
end-use analysis and other techniques
to identify cost-effective actions to
minimize reliance on fossil fuels,
(4) help to analyse fully
environmental impacts (including
impact on global warming), (5)
improve efficiency in production,
transmission, distribution, and use
of energy, (6) assist in exploiting
nonconventional renewable energy
resources, including wind, solar,
small-hydro, geo-thermal, &and
advanced biomass systems, (7) expand
efforts to meet the energy needs of
the rural poor, (8) encourage host
countries to sponsor meetings with
United States energy efficiency
experts to discuss the use of
leagt-cost planning techniques, (g) «
help to develop a cadre of United
States experts capable of providing
technical assistance to developing
couritries on energy issues, and (10)
strengthen cooperation on enevrgy
issueg with the Department of Energy,
EPA, World Bank, and Development
Assistance Committee of the OECD.

’
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DA." (as interpreted by conference
report upor original enactment).

If assistance will come from the
Sub-Saharan Africa DA account, is it
(1) to be used to help the poor
majority in Sub-Saharan Africa
through a process of long-term
development and economic growth that
is equitable, participatory,
environmentally sustainable, and
self-reliant; (2) being provided in
accordance with the policiles
contained in section 202 of the FAA;
(3) being provided, when consistent
with the objectives of such
asasistance, through African, United
States and other PVOs that have
demonstrated effectiveness in the
promotion of local grassroots
activities on behalf of long-term
development in Sub-Saharan Africa;
(4) being used to help overcome
shorter-term constraints to long-term
development, to promote reform of
sectnral economic policles, to
support the critical sector
priorities of agricultural production
and natural resources, health,
voluntary family planning services,
education, and income generating
opportunities, to bring about
appropriate sectoral‘respructuring of
the Sub-Saharan African economies, to
support reform in public.
administration and finances and to
establish a favorable enyironment for
indjvidual enterprise and

' gelf-sustaining development, and to

take into account, in assisted policy
reforms, the need to protect
vulnerable groups; (5) being used to
increase agricultural production in
ways that protect and restore the
natural resource base, especially
food production, to maintain and
improve basic transportation and
communication networks, to maintain
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and restore the renewable natural
resource base in ways that increase
agricultural production, to improve
health conditions with special
emphasis on meeting the health needs
of mothers and children, including
the establishment of ‘self-sustaining
primary health care systems that give
priority to preventive care, to
provide increased access to voluntary
family planning services, to improve
basic literacy and mathematics
especially to those outside the
formal educational system and to
improve primary education, and to
develop income-generating
opportunities for the unemployed and
underemployed in urban and rural

.areas?
v. a eve nt t Sec
711, FAA Sec, 463. If project will
finance a debt-for-nature exchange, N/A

describe how the exchange will
support protection of: (1) the
world's oceans and atmosphere, (2)
animal and plant species, and (3)
parks and reserves; or describe how
the exchange will promote: (4)
natural resource management, (5)
local conservation programs, (6)
conservation training programs, (7)
public commitment to.conservation,
(8) land and ecosystem management,
and (9) regenerative approaches in
farming, forestry, fishing, and
watershed management.

w. FY 1990 Appropriations Act Sec, 515.

¢

If deaob/reob authority is sought to N/A

be exercised in the provision of DA
assistance, are the funds being
obligated for the same general
purpose, and for countries within the
same general region as originally
obligated, and have the
Appropriations Committees of both
Houses of Congress been properly
notified? R A

For purposes of this project, which is completely DA grant-funded, Sections 2,
"Development Assistance Project-Criteria (Loan Only)" and 3, "Economic Support
Fund Criteria'" are not applicab1e¢
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