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Evaluation of the Kenya Commercial Bank (KCB)
Informal Sector "Jua Kali" Loan Proyram

I. EXECUTIVE SUMMARY

A. INTRODUCTION AND PURPOSE OF PROJECT

rhe informal sector in Kenya has been receiving increasing
attention in recent years from the GOX, non-governmental
organizations, and donors alike. Not only is it seen to
provide employment oprortunities at an extremely low level of
investment per job, but it is also an excellent breeding ground
for indigenous entrepreneurs. -Informal sector activities have
demonstrated considerable potential for employment creation
because of their labor intensity and, consequently, the
development of this sector in Kenya is playing an .increasingly

- important role in absorbing a growing proportion of the labor

force. :

Parallel to this development, however, is the growing
belief that the informal sector will be unable to sustain pagst
performance unless assistance is provided to overcome
constraints imposed on it and to improve the operation of its
enterprises. fThe principal constraints currently facing
informal sector entrepreneurs are lack of financial and
physical capital combined with poor -access to credit (see the

- ILO publication, "Informal Sector Employment in Kenya'). Most

of these entreprenuers have little or no security and,
therefore, cannot be considered for loans by formal financial
institutions. Consequently, they eiither can not borrow the
money they need to improve their businesses or they must rely
on informal sources of credit which are usually accompanied by

-prchibitive interest rates ranging to more than 100%/month.

Although several government and non-government
organizations in Kenya are now beginning to assist the informal

'sector with their own credit programs, their early results have

been generally disappointing. Default rates have often been
very high and administrative costs exorbitant. '

These conditions provided the basis for the design of this
pilot project: to develop a loan program within a formal
financial institution which would target the informal sector
without jeopardizing the financing institution's profits. The
purpose of ‘the Jua Kali Loan Program at Kenya Commercial Bank
is fourfold: '

1) to7assist in the expansion and growth of informal
sector enterprises through loans to individual
entrepreneurs;
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2) to support the initiation of new jua kali' enterprises
by ‘Kenvans in fields relevant to their abilities and

€xXperience;

3) to train informal sector entrepreneurs in the skills
necessary to become successfully run and expand their
operations; and .

4) to test the feasibility of providing credit and

training to jua kali entrepreneurs through the formal
commercial banking system.

B. USAID ASSISTANCE

. In December 1986, an agreement was signed b:khween the Kenya
Commercial Bank, Limited (KCB) and the Government of Kenva, as
represented by the Ministry of Finance, to place Kshs. 5.0
million- in local- currency funds . .generated-by USAID program
assistance into a Jua Kali Account.  Kshs. 2.5 million was to
be used. as a 98% guarantee of the loans provided to informal,
sector entreprencurs, and the remaining 2,5 million was to -
cover the costs of implementing and. administering the program.
This included entrepreneur selection and training, extension
and advisory services, and loan supervisjon.

The project was designed to test the hypothesis that
commercial banks can-be used effectively to provide credit to
informal sector entrepreneurs without collateral, provided
there are some-incentives in the form of loan guarantees and
support of administrative ‘costs to ensure a no loss situation

..for the bank.

~C. PURPOSE OF THE EVALUATION

This evaluation, conducted duripg February-March 1988, is
the first evaluation of the Kshs 5.0 million pilot project.
Although.-this only represents the first year of a three-year
project, it has been observed that most of the targets will
have been reached by mid-term of the project. The purpose of
this evaluation is to evaluate the current status of the Jua
Kali Loan Proqram with the objective of utilizing the
information and lessons learned in designing a possible second
phase. It is anticipated that if it is found to be successful,
or with sufficient potential to become so, additional
counterpart funds may be devoted to its expansion.

-

The findings and recommendations found in this report are
the result of a two week period of interviews with the
following: a random seclection of thirteen Jua Kali clients at
their business sites; five out of ten participating Branch
Managers and their respective Advances Officers; all three of
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‘the participating training organizations; each member of the
Business Advisory Services staff participating in the program;
the rCB Head Office Credit Division Manager; the Chief Manager
of Marketing and Credit; and the KCB General Hanager. Further
details are found in the attached Scope of Work (Appendix A).

D. OVERALL FINDINGS, CONCLUSIONS AND RECOMMENDATIONS

Based on the findings listed below, the principal
‘conclusion of this evaluation is that the pilot program has
generally proven successful and deserves consideraticen for
expansion. oOur recommendation is that the program be expanded
tonsiderably, from Kshs. 5.0 million to Kshs. 50.0 million,
provided that the necessary staffing can be provided
accordingly and that the recommendations listed below are

. carefully considered in designing the expanded program.

The principal justifications for thisfconclusion fall into
threce categories. First, the demand for the program has been
so overwhelming that KCB is not only a year and a half ahead of
schedule in loan processing, but it has also been obliged to
put a hold on the processing of any ncw loan requests for lack’
of loan funds and staff to process applications. Moreover,
although the pilot program was focused only on the Nairobi

“area, numerous informal sector entrepreneurs in the rural areas
have inquired as to the possible expansion of the program into
the provinces. ’

Second, the repayment rate on the loans has bzen better
than anticipated (particularly better-than the bank's. )
predictions) and certainly comparable to normal bank loans., It

_was presumed in the design of the project that because banks
“provide credit as a business, they would not only have better
credit risk analysts, but they would also assess loans in a
more cost effective manner than other organizations. To date,
KCB's relative performance and caution in lending has prover

this assumption correct.

Finally, the development of the informal sector continues
to be a primary emphasis of the Goverament of Kenya. The
Ministry of Finance and the President himself have provided
consistent support and initiative in singling out the Jua Kali
area as a tarcget for employment generation and the development

of the Kenyan economy.

It is, therefore, proposed that an additicnal Kshs. 50.0
million in local currency funding generated by USAID program
assistance to the GOK be utilized in the following manner:
(for a more detailed explanation of the expansion, refer to
Appendix B) v

1) The expanded Phase II of the program should operate
over a period of threc years. '



2) The program should expand on a phased basis into three
or four provincial ¢apitals, the selection of which
should be based on consultation with relevant KCB
staff. We tentatively propose Kisumu, Nyeri, Eldoret
and Mombasa as initial targets.

3) The Nairobi program should begin expansion during the
3rd quarter of 1988, while expansion into the first
provincial capital should begimn in the first quarter
of 1989, '

4) Bank administrative and training costs devoted to the
program will continue to be covered by the Account.
It is estimated that the 8% interest, paid annually
over a period of three years on the Kshs, 50 million,
will cover Kshs. 11.5 million of the administrative
costs (estimated at Kshs., 25,0 million). Tlie
remainder should be covered by the Account. A
tentative project budget is presented in Appendix B

5) The. remmaining amount’ is proposed to be alleoccated on an
annual basis as 98% loan guarantces: Kshs., 5.0
million to Nairobi, Kshs. 2.5 million to each
provincial capital as it is phased in to the progran.
In its first year cf the expanded program, however,
each provincial capital branch is expected to lend
Kshs. 1.0 million and build up its lending to Kshs,
2.5 million per annum from the second year.

6) Tne, loan ceiling should be raised from Kshs. 20,000 to
Kshs. 50,000, fThose who have successfully repaid
their first loans under the Jua Kali Program will now
be eligible for loans up to Kshs, 100,000,

Although the Jua Kali Loan Program is not and will likely
never be self-sustainable because of the inclusion of training
and certain inherently excessive administrative costs, it is
the conclusion of this evaluation that the costs of running
such a program are lower than originally anticipated and will
diminish over time. It has been demonstruced that, as KCB
staff gain experience in processing informal sector loans and
gain confidence in their own.apility to assess the risks, less
staff time will be necessary to administer the progran.
Moreover, with an expanded program, approxima half of the
administrative and training costs will be covered by the
interest paid on the Jua Kali Account. Because the program is
designed such that the bank should incur no overall loss on
lending while it lends the Jua Kali Account funds at higher
rates than it pays into the Account, it is clear that an
expanded program can be commercially viable for KCB.
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IX. SPECIFIC FINDINGS AND RECOMMENDATIONS

A. OVERALIL PERFORMANCE (Refer to Appendix C)

1. The demand for the prégram is enormous, far exceeding
predictions made during the design of the project: KCB
received well over 1000 applications within the first year of
the project, representing over Xshs. 40 million in loan
requests, although the project was designed to provide only
100-150 loans over a period of 3-5 years. KCB has currently
decided to put a halt on the processing of any new applications
until further notice is given on the expansion of the program.

Reconmendation: The expansion of the Nairobi part of the
Jua Kali Prcqram should begin before moving the program out
to the provincial capitals. This would allow the program
to resume its original pace, removing the halt on further
processing., It 1is suggested that Nairobi begin using the
new funds in the third quarter of-1988,

(HOTE: If the Bank were to allow leveraging of the
guarantee money in the Account at an estimated default
rate of 20%, it would be able to increase its lending

~ power fivefold. This, however, would require external
support for administrative costs to increasec
substantially until such time as margin profits on

- outstanding loans cover a higher percentage of these -
administrative costs.) '

It is apparent from the significant.demand that promotion
of the expanded program in Nairobi will require minimal
efforts. Use of press, radio and television by
participation in press conferences should be sufficient.

2. Of the 1000 applicants, 170 entreprencurs have
completea training, /6 applications have been approved, ana 44
loans have.hecen disbursed. The discrepancy between those who
"have been trained and those who have received loans is due
primarily to the length of time it -takes to process the loans
and not to attrition or reiection by the bank (Appendix C-3 and
C-4). :

3. BAS estimates that approximately 200 applicants will be
receiving loans by Auqust 1988 (based on the number of :
-applicants that have been trained and evaluated): This exceeds
the target of 100-150 loans over three to five years by one and
a half years and 50 loans. This can be attributed in part to
the fact that the program focused on only one of the three
categories of loans originally designed for the progranm.




This fiqure, however, éoes not correspond with the amount of
guarantee funds availabie in the Account (Kshs. 2.5 million)
and the average size of loans to cdate (Kshs. 19,0600). 200
Joans at Ksns. 19,000 would total Kshs. 3.6 million, exceeding
the amount available under the program for guaranteeing the
‘loans.

Recommendation: Either KCB should lower its estimates for
Joan disbursal or it should lower the size of loans it is
making to reach an average of Ksias. 12,000. If the program
is expanded, the excess anticipated borrowers could be
absorbed by the new guarantee funds. In our estimates for
futuire lending, we assumed an average loan size of Kshs.
20,000, based.upon historical evidence to date.

4, 2Mlthough too early to.draw definitive conclusions, the
rate of delinquency (accounts in arrears) cof the progranm
appcars conparable to normal lencing (appX. 20%) and the
default rate is currentiy at 2s, wnen ccmpared to similar
Jending prograns throuch Non-Bank Financial Institutions and
Non-Governmental Organizations, these results are excellent
(Appendix C-7 and C-8).

] 5. The loans have reached part of the tarcget group, that
is, those wno are cstablished inform2l sector entreprencurs.
The braiches have been cautious, however, &and have actually
avoided lending to start-up enterprises ancd to ecntrepreneurs
vhich have the least “security" (e.g: chattel mortgages,
established business premises, existing machinery, ete.). The
result has been that while many worthy small entrepreneurs have
been assisted through the. program, very few start-up/no
sccurity Jua Keli entreoreneurs have been reached (those who
have no shelter, no machines and oiten nced only working
capital).

" Recormmendation:

Option 1: BXAS should make a new.push during the Phase Il
of the Jua Kali Program to get those Branches who have
already participated in the program to begin to target the
slightly riskier groups (eg. some start-up operators éravin
from polytechnic graduates). Although it is currently not
bank policy to do so, it could be argued that, given the
successful performance to date and given the 6% spread the
bank should be willing to take greater risks on the
‘start-up/no security Jua Kali applicents.,.

AROTE: While broadening the focus of the program is an
important development objective, KCB shoulad carcfully
balance this objective with that of expanding presence
in rural areas., Simultancous rural expansion -and
broadening the focus to inclucde start-up entreprises
may jeopardize the progran. Hence, a staged approach
enphasizing the rural expansion’ first would appear

. most logical.) L
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_ Option 2: As the advisors of the program, BAS should write

up a list of alternatives for the Branches in.judging the
risk of a Jua kKali client who will be using no chattel
mortgages and/or has no physical place of business. This
will provide the branches with sone guidance and an
underlying vote of confidence from the Head Office to go

ahead and take greater risks.:

6. The number of applicants to tne pruyrawm uave <2207
predominantly Kikuyu (53%), Luc (28%), and Luhya (8%), while
the distribution between scxes has been 71% male and 29%
female. OFf the approved loans these last percentages change to

6% male and .34% female. There has.been no predominant trade

"--among the applicants, although of the approved loans, tailors

made up 24%, mechanics 21% and tinsmiths 15% (Appendix C).

7. The most freguently applied-for loan amount is betveen
Kshs. 10,000 and 20,000, whereas the majority are under Kshs.
5G,000 (81%). The average Toan size appliea for is Kshs.
41,000, while the average cize of an approved loan is Kshs.
19,000 (Appendix C-1 and C-4). CoL ‘ s

Recommendation: The loan ceiling should be raised form

" Xshs. 20,000 to Kshs, 50,000 to ‘incorporate some of the
more diverse needs of the clients. Extreme caution should
be taken, however, to ensure the viability of loans over

Kshs., 20,000, particularly in the rural areas. Those who

will have successfully repaid their first loans under the

program should then ber eligible for léans up to Kshs.

100,000.

B. MANAGEMENT AND ADMINISTRATION (See appendix D)

. 1. The burden of initial processing of each of the
applicants was too areat for BAS: Tt was obliged to allocate
the applicants to ten Nairobi area Branches for initial
screening. Even with this allocation, hovever, the burden of
subsequent processing remained excessive and consumed more
staff time than was envisaged in the project design.

Recommendation: Although it is very early to determine
Vhether or not the current steps required to process loans
are too cxcessive, there are a number of minor '
modifications that could be made immediately. These
suggestions are provided in AappendiX D. It is also
recommended that a second evaluation take place in
September 1989, after which the program could begin
experimenting with giving more authority to the Branches.,
This would cut down considerably on the processing steps
and BAS staff time devoted to prograa adninistration, but
presents too much risk at present.




2. Although the initial Grant Aqreement provides for the
employment of two full-time consultants, one to work at BAS and
the other at the single Branch designated for the program in
the design, only one such consultant has been administering the
program. Conseqguently, this single BAS staffer has been '
extremely overburdened with the very high administrative
requirements of processing and monitoring the loans
(essentially due to larger than anticipated volumes of
applicants). It should be noted, however, that this staffer
was supported by the efforts of the Branch staff on a regular
basis and by other BAS staff, parLlculavly in the start-up
phase of the Program,

3

Recommendation: If the program is expanded, two additional
full-time consultants should be hired to help cover the
Nairobi program. 1t is further recommended that one KCB
staffer be hired to cover the Jua Kali Program in each
rural Branch included in the expansion. Each of these new
people should undergo training in Nairobi with the current
Jua Kali Officer before being assigned to their respective
branches. 1In all, it is estimated that, by the end of the
expansion phase, there will be five to six new people
employed by KCRBR and devoted to the Jua Kali Loan Progranm.

The pros and cons of enmploying the additional staff on
contractual or regular terms should be carefully
considered., It 1is our suggestion that most of the new
staff be hired as reqgular FKCR personnel and then be
provided with informal sector training., Our reas onlng is
that KCB staff will be trained as bankers and it is this
gualification which appears to have contributed to the
current success of the program. If the recruiting process
proves too cifficult for KCB, a private consulting firm
could be hired to do a search and the Jua Kali Rccount
could provide funding for the appropriate training.

3. Currently there is only one secretary in the BAS office
to take care of all BAS activities including the Jua Kali
Program, the Loan Guarantee Schene and all other consulting
responsibilities. Consequently, the current Jua Kali Officer
spends an inordinate anmount of time entering data into the
computer, typing schedules and letters, and is unable to do
more important activities (like the final selection of loan
applicants) in a timely manner.

Recommendation: If the program is to be expanded, an
additional clerk should be hired to cover Jua Kali
activities only. In addition to relieving the clerical
_burden from the Jua Kali Officer(s), this would contribute
to the overall efficiency of the office by allowing the
other secretary to concentrate on BAS's other: activities.
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4. BAS has not yet worked out a reqular system to monitor
the numbers and amounts of loans disbursed from the Branches
from the Head Office (although each individual branch maintains
its own records in a satisfactory manner). In order for BAS to
obtain this information, it must reach each individual branch
separately. The Grant Agreement provided 3 forms (Annexures 6,
7 and 8) to be sent to each branch to £ill out on a monthly
basis, but it was decided unilaterally by BAS that these forms
were too complicated and placed an undue burden on.the branches
that they did not have with "normal" loans.

Recommendation

Option 1: Upon consultation with the branch users,
redesign, if necessary, the forms in Annexures 6, 7 and 8
in such a way that branches will be able to complete them
as rapidly and easily as possible. Send the forms to the
branches immediately and indicate that they are required to
complete them on a monthly basis.

(Comment: This will reguire a constant monitoring effort
from BAS and contribute to the already extensive "paper
burden" generated by the program).

option 2: Establish a system through KCB's central
computer whereby the branches are required to enter a code
for each Jua Kali Loan they make. This would allow the
Information Processing Dept (IPD) to print out Jua Kali
Loans separately from the regular loans on a weekly or
monthly basis. This option will only partly alleviate the
need for completing the forms mentioned above. The
information necessary to prepare debits to the Jua Kali
guarantee Account will still be lacking.

(Comment: The Manager of BAS, has already presented this
jdea to IPD and they appeared very willing to cooperate. A
problem arises, however, with the fact that this suggestion
can be easily implemented for loans but not for

overdrafts. Consequently, a separate system must be
devised to monitor overdrafts until that point in time when
the new, more comprehensive computer system is installed).

5. There is no reward or avard system set up to recoqnize
those branches who ate going above and beyond the call of duty
in the Jua Kali program. The only motivation for the schene
soems Lo be the knowledge that they are helping the "little
man" and that the program has shown very positive returns to
date.

Recommendation: 1) Branches who perform exceptionally
should be recognized either through a personal letter frou
the Chairman commending their efforts or through an artaicle
in the Ken-Com Digest describing their achievements.
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2) Branches should be selectively assigned credit authority
for approval of Jua Kali: loans as recognition for superior
performance. :

6. Many of those interviewed have said that if it were not
for the Jdedication and effort of the principal BAS officer for
the program, the Jua Kali Loan Prograim, from the BAS
standpoint, would collapse. Most of the others at BA4S are
extremely occupied with their own projects and have little time
or motivation to work on Jua Kali; no one's job description
specifically includes the Jua Kali Program and no one's overall
job performance will be judged on the basis of the performance
of the program, .

Recommendation: If the program is expanded, one person
(suggest the current BAS staffer working on Jua Kali)
should be given responsibility as Officer in Charge of Jua
Kali, answering to the BAS Manager. It should he
explicitly understood that this person will have no other
BAS responsibilities and/or distractions other than those
of administering the program. In addition, this person
will have authority over one {or two, depending on the
extent of expansion) administrative assistant(s) and at
least one secretary/clerk., If possible, this person's
contract should include the targets of the program and the
schedule to meet them. In addition, it should be made
clear by XCB management that evaluation of job performance
will be based on those criteria and that job responsibility
will be adequately considered in grdading the Jjob.

7. Various branches have expressed frustration with the
amount of time it takes to process a loan once they have given
their recommendation to BAS. They also feel that they must
refer to BAS if any changes are to be made in a loan once it
has been recommended.

Recommendation: See Appendix D for detailed suggestions.

C. FINANCIAL (See Appendix B)

1. There is no system set up to calculate the
administrative costs of the Jua Kali Program from the
perspective of: person-hours devoted to the scheme.
Consequently, ho money has been debited from the Account for
these costs and there is no official way of estimating what the
potential administrative costs under an expanded program might
be. Some tentative estimates are possible and are provided in
Appendix B,

Recommendation: Either BAS should design such a system
themseclves or, if time and work constraints are such that
this cannot be completed before the proposed expansion, BAS
could hire an outside accounting firm for a one-time
assessment and implementation of a system which could |
estimate the direct administrative costs accurately ana o
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flexible enough to meet whatever level of program _
requirements are deemed necessary in the future.  The costs
of this assessment should be covered by the Jua Kali - .-
Account. The reports of such a firm would be for internal
use only .at KCB. Both overall and individual branch
"profit center" accounting statistics should be obtainable

from the system.

2. our fentative estimates of administrative costs

suggest that actual costs are somewhat lower than those

budgeted in the original project cesica. This, in part,

Teflects tne fact tnat the design budcated two full-time
consultants to the Jua Kali Program, one for BAS and one for
the sole branch targeted in the project design. In practice,
KCB only used one consultant and targeted 10 branches. - The
actual cost estimates also reflect .that gaining—experience in
this type of progranm gradually recduces administrative costs

over time and that the original estimates were somewhal. high.

Recommendation: KCB should use the estimates in this
report, with -whatever.  modifications they deem necessary {in
consultation with the USAID/Treasury evaluation team), to

_claim reimbursement on the pilot project (phase I) from the

Account. If the program is expanded, however, KCcB should

“wait for an auditor's costing system to be in place before

USAID/Treasury can agree to debits to the Account.

3. KCB has not yet' resolved the issue-of leveraging the

funds in the Jua Kali accouni:. It is Bank policy to leverage

o 1oans which have no security, but this does not take into
consideration that the Account provides a 98% guarantee on all
.portfolio losses in Jua Kali lending. BY leveraging the
Account on the assumption of a 20% default rate, the amount of
funds available for lending could increase fivefold. '

D.

Recormendation: The issue of leveraging the Account should

be sceriously considered by KCB managerent in order to take
full advantage of the funds available for Jua Kali

lending. If it can be agreed that the 98% guarantee on all
Jua Kali loans is sufficient to allow leveraging of the
Account, the proposal should then be cleared with Treasury.

CLIEKT RELATIONS AND TRAINING.

1. The lenath of time to process a Jua Kali client rrom

the time of the initial applicaticn to the point at which

he/she receives the first installment of a loan is too lond

(anywnere up to one year).

Reconmendation: Each of the various steps involved - in

processing a Jua Kali loan (approximately 15) should be
carcfully reviewed by BAS to reduce the process time

vherever possible., It may even be possible to eliminate

]
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-certain relatively redundant steps. Some suggestions are
provided in Aprendix D which contains a detailed outline of
all the steps involved. It should be noted that as KCB has
gained experience in processing these loans, the amount of
rocessing time has' gradually decreased, and that both
ecentralized loan evaluation and increased staffing will
help in this regard. '

"2, Although the two institutions (Undugu Society and
Vintage) which have been training the Jua Kali applicants to
‘date have been doing a satisfactory job, the fact remains that
the International Labor Organization (ILQ) -can provide & .
similar prodram rfor anout one half the cost. Currently the ILO
provides tvo training sessions per year, but BAS is not kept
aware or is not in regular contact with themn.

Recommendation: BAS should approach the ILO with the
stiggestion of a continuous joint effort in providing-
training for the Jua Kali Program. Even if the ILO will
only provide 2 or 3 training prodrams per year, the cost
savings could be very dgreat. -While increased utilization
of the ILO prograin is cost effective,. however, development
-of private initiative such as that of Vintage is o
commendable and it is recommended that all three training
groups continue to be utilized in an.evenly distributed
tanner. ’ ’

. 3. M)l the clients interviewed respunded very vositively
to Lhe training they received from the Jua Kali courses.
liovever, the scope of this evaluation Gic not parmit a thorough
comparison of the three training groups, nor was a complete
~analysis of the real benefils of the training possible,.

Recomnendation: Although the competition generated by
Using tnree orcanizations to provide training is healthy
and should be continued, BAS should also further the
development of the training program by combining the
positive aspects of existing prograims and obtaining
modifications from each according to the results.

4. -For first-time applicants, XC3 has designed a very

.simple form to provide the branches and 3AS with baseline

- information. ~Aithcugh the form is very complete, KCB has
discovered that it is also important to know the level of
education of an applicant -in order to provide him with the
proper level of training. In addition, the foim does not
provide for-"a telephone number where the applicant can be
reached. Althouch many of -the applicants do not have their own
phones, they often know someone who does.

Recommendation: Redesign the simple form to include a
space for education level and telephone number where an

applicant can be contacted. 1In addition, the form should
be arranged in cuch a way as to correspond with. current
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computer readout organization {This would include adding a
‘space for sex. of applicant). Finally, for additional
‘analytical purposes, it would be useful to include an
indication of the size of the business (eg: number of
employees and approxXximate value of business assets).

. 5. The Jua Kali Loan Program currentlv aliosws no grace
period for clients to pay their first installment; they must
pay within a montn of the loan disbursement. Although this
does not present a problem for ‘all clients, many of those-who
have bought machines with the loan in order to increase their
Production have felt that one month is toec scon to eupect
returns on their investment. Those who are mot buying machines
often end up paying the loan off with the same money they
borrowed. . ’

Recommendation: The branches should be given the
flexibility to determine whether or not a client needs a
certain grace period before being réquired to pay the fist
installment. A maximum of three months' grace period may
be allowed. ' ) .

. 6. Many of the branches are reouiring the client to-
purchase insurance on the machines they are obtaining under the
loan as a form of "security" or guarantee ¢n the loan. Some
clients have had to pay as much as 1500/= on loans as small as
'Y0,000/=. The insurance money must be paid out of their own-
pockets. '

Recommendation:

Option 1: BAS should negotiate a contract with an insurance
company (eyg. Kenya Assurance Company) similar to that which
they have maintained with their lawyers, thal is, to give a
reduced rate for Jua Kali in return for exclusive business
rights on the Jua Kali program. ‘

Option 2: The price of insurance should be covered in the
loan'so as not to force the client to pay out of pocket.

Option 3: If the cost of insurance is too high as compared
.With the protection offered to.KCB, insurance requirements .
may be waived.

E. FOLLOW UP ACTIVITIES

). Creait suvervision -and management assistance are.
virtually absent in the program process, although these were
only intended for ‘C' type loans in the original Project
Agreement, While early record of repayments nas been highly
commendable, potentially large bad debts may have remained
undetected due to lack of supervision and inmformation on these
Joans. Moreover, becausce of limited time/staff and high
-administrative costs, there has been very little follow-up done
on training results and no additional training,
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Recommendation: While it is expensive in terms of
administrative costs to supervise small loans, the tradeoff .
may yet prove to favor supervised loans. Branches with
more than ten loans should organize post disbursement
visits with monthly frequency for the first three months
.and quarterly visits thereafter. Activity in the client's
current account should be regularly monitored to judge
business activity. Observations should be briefly but
reqularly noted in each individual client's file.

"VWith respect to management assistance, although some
additional follow-up activities may be provided by the nev
BAS staff, the high administrative costs may not permit BAS
to pursue them to the extent necessary. Consequently, IPC,
USAID and KCB should discuss the desired focus of the
program -- providing credit to the tarcget group Vs. general
development of the target group -- and incorporate the
conclusions into the expanded progran's design.

IIY. CONCLUSION _ - ' o,

Based on the findings of this report and the continued
support by the Government of Kenya for the development of the
informal sector, it is recommended that  the current pilot phase
of the Jua Kali Loan Program be expanded tenfold. Discussions
between USAID and the Kinistry of Finance in Karch 1888 have
alrcady indicated that both are willing to commit Kshs. 50
million in local currency funds to the expansion of the
program, ’

il If actual results are extrapolated, it is anticipated that

Phase II could provide from 1300 to 1700 new loans to the
informal sector in five regions of the country over the next
three years. At the end of that period, we have estimated that
a total of Kshs. 40,000,000 will remain in the Jua Kali Account
(assuming a 20% default rate and 8% interest per annum paid to
the Account by KCB, see Appendix B). These funds could be
utilized in a number of ways to continue to develop the
informal sector, although it is expected that the program's
continued success will justify a Phase III. .

A tentative desian of Phase II is included in this report
in Appendix B along with the assumptions used in caliculating
budget estimates. If KCB ugrees to expand the program, this
draft will be used as a basis for drawing up a final project
follow-on agrecment with KCB, the Treasury, and USAID.. The
proposal for expansion has already been introduced to the
General Manager of KCB, Mr. Hamilton, as well as other senior
bank staff, all of whom have tacitly agreed to the concept. It
is suggested that the final design of Phase Il be completed by
end of May 1988. : , o :



APPENDIX A

SCOPE OF WORK

Evaluation‘of'the USAID Counterpart-Funded "Jua Kali"
Loan Program at the Kenya Commsrcial Bank

I. Objective:

-IX,

To evaluate the current status of the Kenya Commercial Bank
Informal Sector (or "Jua Kali") Loan Program with the
purpose of utilizing the information and lessons learned in
designing a possible second stage. "The current Ksh 5.0
million program i3 a pilot project and it is anticipated
that if the program is found to be successful or with
sufficient potential to become so, additional counterpart
funds may be devoted to its expansion.

Background:

" In Decenber 1986, an agreement was signed bhetween the Kenya

Commercial Bank Limited (KCB) and the Government of Kenya
as represented by the Ministry of Finance (MOF) to place
Ksh 5.0 miilion in local currency funds generated by USAID
program assistance into a Jua Kali Account. This account
vas established to fund an informal sector loan program at

XCB which would provide financial and technical assistance

to.Kenyans cngaged in commercial and. imdustrial. activities
in the informal sector.

The purpose of the program is to assist in the expansion
and growth of informal sector enterprises, support
jnitiation of new enterprises by Kenyams in fields relevant
to their abilities and ezperience, and to train these
self-employed entreprencurs in the skills necessary to
become self-reliant through commercially..wiable activities.

An initial funding of Ksh 5.0 million was budgeted to
provide training, financial support and management
assistance to approximately 100 to 150 entrepreneurs over
an estimated period of three to five years or until the
grant funds were fully.utilized. The program was to be
concentrated in and around Nairobi in its pilot phase
because of constraints of manpower. C

Ksh 2.5 million was to be devoted to the making of loans_ .

with technical assistance provided by the KCB Business
Advisory Services (BAS) or other consultants contracted by
KcB for this purpose. The fee of the consultants/BAS and
the salary of a credit officer wvere to be paid from the
Account along with the additional tasks of promotion,
entrepreneur selection and training, extension services and
loan supervision. .
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Discussions are currently underway between USAID and the
GOK with respect to the programming of additional
counterpart funds for the Jua Kali Loan Program. Before
"allocating any of these funds under a new grant agreement,
however. it has been established that an evaluation of the
current pilot program is of primary importance.

III; Specific Tasks

A.

PROCESS

The evaluation team w111 con51st of one representatlve from
. the .Investment Promotion Center and one from USAID who will
conduct the evaluation during the last two weeks of
February, 1988. The team shall assess and report on the
adequacy and appropriateness of the systems in place} the
program compliance with the grant agreement provisions, and
the degree to which program implementation matches the
written policies and procedures. Because this program is a
pilot schene, the results of this evaluation will determine
the extent to which the program may be expanded and the
appropricte modifications which may be.necessary for that
expansion. ' o

The. evaluvation will be conducted Lﬂyougn thie follOW1ng
channels: - - :

),

Review systers and questionnaires involved in client
selection and screening, includiqg loan application
forms and any )chLLo on approving leans.

Interview members of the BAS staff inwolved in the Jua..

-Kali Loan program, both as a-group-and-on- an:..-. -« -« e -

individual basis.

Interview branch managers or.other bamk staff who have
been asked to assist BAS in the Jua K&ali Loan Program.
IntOLVlCJ cllean who have re001ved ¥oans with the aim
of assessing their response to the loan process, the
training program, and the management assistance.

Interview clients who have already defaulted on the

- payment of.loans at least once.

Conduct a financial review of funds expended to date
from the grant, Particularly review accounting
records; payment procedures from the Jua Kali Loan

-Account to BAS, the training consultants, the loans

and clients themselves; and the.reasanableness of
costs for purchases of supplies and services. o
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Inteiview KCB management to assess their views of the
Jua Kali Program within the. broader scope of bank

,activities.

‘Review documentation of approved loans, training
programs, repayment rates, and disbursed loans.

‘B. SUBJECTS TO BE ADDRESSED

The specific areas to be investigated, assessed and
reported on as necessarly by the. evaluation fall. into the

following categories:

l. OVERALL PERFORWMANCE

a)

o

b)

General Statistics of the Program

CeEm et L e e e — st "

Total number of -applicants (breakdowns by branches
trade, sex, location size of enterprise, age), total
shilling amount of loan applications, .total number of
applications approved (breakdown by trade, sex, etc.),
total amount of loans approved (breakdown by trade),
sex, ctc.), total number/amount of loans disbursed.

Rumber of Jua Kali trained (breakdown of number who

began training and number who completed as well as by
trade, sex, etc), training costs, number of Jua Kali
receiving management assistance.

Largest/smallest loan approved, distribution of loan
sizes, average loan size, smallest overdraft, longest -
repayment period, shortest repayment period.

Program Targets vs, Actual Achievenents:

Compare the actual achievements of the program with---
those targets which were stated in the project

docunent/grant agreement. Include cach of the above
categories as well as funding breakdowns between

administrative, training, 'management assistance, and

" other costs. If there is a discrepancy, state reasons

why. What areas should be modified, as a result, in
the future?

2. CLIENT INTERACTION: Examine the various process modules

that have been adopted in practice in each of the following
categories and compare them to the process described in the
project docunent/grant agrcenent. :
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b)
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Selection of Clients:

What criteria is used in the selection of the Jjua Kali
clients? Who establishes criteria an who evaluates?

‘What types of‘questionnaires are utilized? what types

of interviews, site visits or other forms of contact
are there? Are these techniques viewed as sufficient
by the staff? Cumbersome? shat changes, if any could
be made to make them more tailored to the needs of the
bank staff and those of the clients?

what hurdles, unnecessary steps, or prejudices, does &
Jua Kali client initially face when applying for a
loan under the Program?

How has the Jua Kali client found out about the
Program? Does he/she go on her/his own initiative?
po the branches have enough information for them or
must they go to Lhe sentral office?

What are the specific stages of sereening? Where 4o’
they take place (i.e. in the branch offices, in BAS, -
ctc.)? hre they adequate? Vhat is the KCB stafi's
opinion of them? : T .

‘Is the workbook adequate? Is there too much/too

l1ittle information asked of the clients? What
modifications should be made to the current forms?
what training has'been given the branch staff in terms
of what types of questions shouid be asked to Jua Kali
clients? 1Is there a guestionnaire that all
interviewers follow? Which questionnaires are given
at what time? ' B

Training:

How many Jua Kalis.began training and low many
actually completed? Why is there a difference? ~What’
problemns wvere encountered during the training
sessions? Is there cnough staff for this type of
training? Are they adegquately prepared? - Do they have
the necessary materials, environment and location?

.How is the client response measured? Do the clients

fec¢l the training was helpful? If not, what .are the
reasons? What is the relationship between training
and borrowing? Who is respoasible for training?
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What is the breakdown of training costs in terms of

_the consultant, the housing, the food, the training

site, etc.? How are the consultants selected-and -by
whom? 1Is this done on a competitive basis? What is
their cost? What is the KCB staff opinion of the
consultants which have been used to date? What are
the advantages and disadvantages of using them?

-What is the 1mpact of training on the clients? Did

all the clients actually need the training? If not,
why? What is the screening process for training?
Could other organizations do the training less
expensively or more effectively?

Credit authorization and supervision

Who approves credit? Why were they selected to do

so? What criteria are used to approve or disapprove a
potential Jua Kali client? How is information
obtained from the client to fulfil this criteria? . How
is the finai credit decision intimated to the client
(letter of commitment, verbal ‘exchange, etc.)?.

How long does it take for the client to get approved?
How are the disbursements recorded? How long does it
take for the client to actually reccive money? What
is the average length. of time between the beyginning of
tralnlng and the.time when the client acLually
lGCGlVOS t he loan?

What is the follow-up -on collection of payments? Are
visits made to customers? Are loan cards revieved
periodically? By whom? Has it become necessary to
seek oulside help to trace a delinquent customer?

What kind of attitude is taken towards recovery by the
bank staff? By the clients?

Are Jua Kali loans seen by the branches as their own.
risk or as grant money that is not their
responsibility? Do the clients perceive the credit as
commercial or as a handout? 'Have the branches
assigned the Jua Kali responsibility to one person or
is it done on an and hoc basgis? What kind of
experience do these people have in credit collectlon°
Do they put in as much effort as they would normally
with reqular loans?
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Management Assistance:

How many Jua Kalis have received management assistance
in their enterprises from BAS? How many have received
outside assistance? What has been their response?

How is that response reasured? How is the need for
management assistance deternired? 1Is there ‘adequate
staff for this task? Do they have adequate '
preparation and time for this? Wwho is responsible for
management assistance?

MAKAGE HENT

A)

O

O

Bank

Administrative Perforrance and Costs:

what is the breakdown of administrative costs? Where
can costs be trimmed in the future? Will.these costs
be dininished once the program has been firmly
sgstablished?

What is containad in the quarterly reports? Have they
been completed on time? what problems have been
encountered in completing them? '

What are the start-up costs of the program as compared
to the operational costs?

Wwhat are the person-hour costs of keeping records and
statistics and in administering the program?

that are the travel requirements under the current
program? What problens have been encounr:tered?

Personnel:

——

Are currcnt staff levels, benefits, and qualifications
appropriate? Are they adeguate? What needs are
expressed by the stafi? Is there a need for staff
training in any area of the program?

Relations:

What is the relationship between the Business Advisory
‘Services and the Bank?- Has this relationship changed
since the Agreement? Vhy? How does the Bank .
Administration perceive the Jua RKali Program? Ahre
~there any plans to modify the BAS/Bank relationship?
How? -
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What are the opinions of Branch Mangers on the Jua
Kali Program? What is their role in the Program? 1Is
it sufficient or too involved? What are the
motivations which exist or should exist to ensure
genuine involvement of branch personnel?

4. FINANCIAL

a)

°

Financial Performance:

Conduct a financial review of funds expended to date .
from the grant. Particularly review accounting
records; payment procedures from the Jua Kali Account
to BAS, the training consultants and courses, the
loans and clients themselves; and the targeted
breakdown of funds vs. the actual breazkdown (i.e.
administrative, training, management, loan approval,

etc.).

5. FOLLOW UP

a)

o

b)

Documentation:

How are the records on the clients kept? What
problems have been encountered? Is the existing
system viewed as sufficient by the staff?

.
Are files maintained on individual borrowers? What is

_the difference between branch records and central -

of fice records? How much of the documentation is
computerized? Is this sufficient? '

Follow-up Activities:

To vhat extent does the BaS keep in contact with the
borrowers once the loans have been disbursed? Is this
seen as adequate by the BAS staff? By the Jua Kali

client themselves?

IV REPORTIMG

The evaluation team will submit a' draft report to USAID, the
IPC, and to the KCB Business Advisory services after the

twvo-week

acssessment. This report will include findings and

recornendations based on the above guestions and will attenpt
to answer the following: .

l.

-
-

If the Jua XKali Loan Program is to be expancded, what
shouléd be the extent of that expansion (i.e. time
period and amount of funding required) and-what
modifications should be made to the existing program
to make the expansion more effective in terms of
reaching the target beneficiarics?
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" How can administrative amd training costs be reduced

in ‘the future?

Can a commercial bank be made a viable inétituéion for

.-implementing this type of informal sector loan

program? If not, what would be a better alternative?
Program pass to achieve a more profjtable, -
self-sustaining program?

‘Which elements of the program justify concessionality

of donor funds and to what eztent? Which elements can

T eventually achievg'self—sustainabilityyand how?

A final report, will be submitted to USAID, KCB Business
‘Advisory Services, and the IPC once each of these organizations
has had the opportunity to review the draft GCOLt and Lhezc

“comments have been taken into account.
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Appendix B

FINANCIAL ANALYSIS OF THE-JUA KALI LOAN PROGRANM
AND AGSUMPTICNS UMDERLYING FUTURE ESTIMATES
OF D33ITS 70 THE GUARANTEZ FUND ACCOUNT

1. Number of Loans

Only category ‘A' loans were made under Phase I (1986-88)
of the Jua Kali Loan Program as compared with the three
different types of loans which had been projected in the
project design (i.e. categories 'a', 'B', and '‘C'). The reason
for the deviation was the huge demand for loans when compared
to funds committed to the project. For better distribution of
funds among the la-gest possible number of borrowers, the Al
-Joan category was considered to. be the appropriate instrunment

~ by Kcs.

KCB expects a total of 200 loans to be committed by August
1988, althouch this does not coincide with the average size of
loans to date (Kshsl19,000) and the amount of money in the
Guarantee Account (Kshs 2.5 million). We therefore estimate
that approximately 130 loans will be committed by that date_ and
reccommend that the remaining epplicants bé assumed under the
proposed Phase II of the project. The original pilot project
anticipated 103 'A' loans, 56 'B' loans and 10 'C' loans (for a
total of 169 loans) over a period of three and a half years (up
. to December 1989), while the actual lecans will have been
committed in one and a half years.

For Phase II of the project, it is suggested that emphasis
continue to be placed on the 'A' category of loans, although a
few 'C' loans may be made to those borrowers of 'A' loans under
“Phase 1 who have successfully repaid their first loan and show
a strong promise of expansion. It is projected that the
" average size of a loan will be Kshs. 20,000 for -'A' category
.loans (rouchly equal fo the average size of the loans in Phase
I) as conpared with the average size of Kshs. 10,000 which was
originally projected for Phase I. Finally, we recommend that
the cepacity of the Naircbi program be doubled to lend Kshs.
5.0 million per annum in view of the large demand evidenced in
the pilot project.

Ve estimate that approximately thirteen 'C' category loans
wil} be made per annum in Phase II of the project. 1In the
originsl design, the average loan size projected for this
catecory was Kshs. 150,000. 1In light of KCB3 experience,
Chowever, it.-has been found that smaller leoans allow RCB to
reach the tarqét group more effectively. It is therefore
stggested that a maximum limit of Kshs. 100,000 be placed gn
"¢ “cateagory loans, and it is anticipated that the average size
will be Kshs. 80,000. If thirteen 'C' loans of Kshs. 80,000
aro_nade per annum to absorb Kshs. 1 million, the renainder of
project funds for lairobi (®shs. 4.0 million) will be available
to make approximztely 200 'A' category loans. -

.7f
Y,



=2 -

In addition to expanding the program in Nairobi, we
recommend further expansion into four provi. rial. capitals (to
be selected in consultation with KCB). The provincial programs
could duplicate the Phase I level of the Nairobi pilot program
(i.e. Kshs. 2.5 million p.a. for 130-200 'A' category loans).
It is assumed that a one year grace period will be necessary
‘for each of the provincial capitals to reach the full level of
Kshs. 2.5 million. Conseguently, in the first year of any
provincial program, only Kshs.l.0 n11110n is prOJeCted to be
lent (appx. 50~-80 loans).

Appendix B-6 to B-20 provides estimates for the overall
program loan schedule, the balances outstanding, the average
repayment based on a loan life of one to three vears, and the
default risk costs in each of the three years of Phase II
(1988 89, 1989- 90, 1990-91).

2. Admlnls¢rat1ve Costs

2,1 B.A.S. Staff Time:

The estimates of administrative costs during Phase I of the
project {sce Appendix B-19) were developed from information
gathered during interviews with B.A.S, staff. General
calculations of time spent on loan evalucation during the
pre-disbursenent phase of the loan were possible from these
interviews and are as follows:

1) Direct staff time spont on adininistering the program is on
average 4.6 days per loan, as compared with a budget of
2.0 days in the original project design. The deviation can
be explained by the following:

4. The large number of applications that needed to be
processed without necessarily being able to lend to
all the applicants because* of limited loan funds
(Kshs. 2.5 million);

b. The start- -up costs involved in gaining experience
in a relatively new type of lending and establishing
an experimental program;

c. Although the original project design assumed lower
days per loan, it nevertheless provided two full-time
direct staff for the program to ensure adequate starff

“commitment. If days ‘per loan had been calculated from
the person-hours of two full-time staLL, they would
far exceed the actual 4.6 days '

?. Extra staff time was made available by overtime put
in by the only B.A.S. cfficer specifically assigned to
the program, ’

A



Based on the fact that BAS has now gained significant
experience in this type of loan program, it is estimated that
in Phase IT it will be possible to administer and process 'A'
category loans on average in 3 days per loan. For the 'c!
loans, five days per loan have been projected because of the
greater time required for evaluation of enterprise viability.
It should also be noted that the Phase II budget provides for a
total of three BAS staff to work on the Jua Kali Program in
Nairobi and an additional officer for each provincial center.

2) Time spent supervising the B.A.S. Jua Kali Officer is on
average 1/2 day per loan as compared with a budget of 1 day
per loan in the original project design (See Appendix B-18,
supervisory plus Head Office staff time). This reflects
better than projected staff quality and can also be
explained in part by the greater than expected direct staff
time devoted to the program.

. ‘
In Phase II, it has been estimated that 1/4 day per loan will
be sufficient for supervision of direct staff now that BAS has
gained experience in administering the program and will have
additional staff. This supervision includes the combined
efforts of the the BAS Manager and the principal Jua Kali
Program Officer. The total amount of time that the.Head Office
Credit Department will devote to the Jua Kali loans in Phase II
is estimated to double as collection problems begin to arise
with the maturity of loans.

2.2 Branch Time:

The original budget for Phase I was based on a one branch
operation, whereas in practice, ten branches participated in
the program because KCB decided that the volume of applications
was too great for one branch. Actual branch time devoted to
loan processing, then, was greater than projected at 3.5 days
per loan (including loan evaluations, site wisits, and branch
manager time). It should be noted that the branch manager time
was not projected in the original budget, although actual
experience indicates that approximately 1/5 day was devoted per
loan by the branch managers. Actual experiemce has been
extrapolated for Phase II estimates. (See Appendix B-7)

2.3 Overheads:

In our estimates of Phase I costs (Appemndix B-7,8,19), a
provision has been made for overhead costs, whereas no such
provision was made in the original budget. Because Phase I was
considered a pilot project, these costs were not included, but
any subsequent expansion of the project requires that KCB meet
jts full costs. Therefore, we recommend that the overhead
costs for Phase II be financed under the project budget. These
costs consist of office space, depreciation of equipment, e%c.,
and the estimates are provided in the budget for Phase II ©

the project.



‘2.4 Training Costs:

The training costs are estimated at Kshs. 485,000 for Phase
1 as compared with a budget of Kshs. 575,000 (see Appendix
B-8). The savings reflect the negotiating skills of KCB and
the use of the ILO's subsidized training course "Improve Your
Business". The costs of photocopying, stationary supplies and
advertising, however, were not included in the original project
budget. Actual findings show that they total Kshs. 75,000 for
Phase I. Our estimates for Phase II are extrapolated from the
actual costs and include the latter under "general costs" (see
Appendix B-10).

2.5 Vehicle Running Costs:

The vehicle running costs are based on travel estimates
provided through interviews with BAS and Branch staff., The
costs for Phase I are estimated at Kshs. 93,200, assuming 50
kilometers per day covering 3 business sites, and Kshs. & per
kilometer (See Appendix B-18). This constrasts with a budget
of Kshs. 420,000 in the original budget, resulting iu a
substantial savings. For Phase II, the actual .costs have been
extrapolated and the possibility of purchasing a Jua Kali
Program vehicle has been considered.

4

2.6 Monitorihg of Loans .

The original project included a provision for monitoring of
'A'-loans at a rate of 3 1/2 days per loan, In practice,
however, no time has been devoted to monitoring due to the work
load imposed by the larger volume of loan applications and the
relatively encouraging repayment rates to date. In Phase II,
we recommend budgeting one day per loan for monitoring 'A'
loans and five days per loan for monitoring 'C' loans. The
latter require more time because of the greater risk involved
in lending larger amounts and the dgreater complexity of
managing the loan from the entrepréneur's standpoint.

One of the reasons for the smaller projected time for 'A°’
loans in Phase II is that start-up enterprises, which require
much more supervision and monitoring, are -.ot being included in
our recommendations for expansion., Additionally, the pilot
project demonstrated a very encouraging default rate,
indicating a smaller need for monitoring and supervision.

3. PROJECT EXPANSION AND FINANCIAL PLAN

A financial plan for the Phase II three-year expansion,
beginning September 1988, is depicted in Appendix B-6 through
B~19. The plan indicates that an incremental sum of Kshs. 25
million could be used for making loans over a period of three
years, as a total of Kshs., 53,575,000 is likely to.be available



in the Jua Kali Guarantee Account at the beginning of the
expansion phase (B-6). This includes Kshs. 3.575 million
carried over from the end of Phase I. The balance at the end
of Phase I has been estimated by allowing debits of Kshs. 1.8
million for administrative costs (B-7 and B-8) and Kshs.
225,000 as default risk costs (B-6 and B-15).

Default risk costs have been estimated at Kshs. 540,000 for
Year 1, Kshs. 1,185,000 for Year 2, and Kshs.1,915,000 for Year
3 by applylng the assunptlons described in Appendlx B-15,

Total default risk costs are estimated to be Kshs. 3,640,000
(Kshs. 4,140,000 including Phase I) as described in Appendlx

B-6.

A total of Kshs. 25,910,000 (Kshs. 27.7 million including
Phase I) has been earmarked for admninistrative costs, of which
Kshs., 10,930,000 (Ksnhs. 11,530,000 including Phase I) can be
obtained from the 8% p.a. interest on the Jua Kali deposit
account (B-6). This permits KCB to utilize up to Kshs. 14
million directly from the Jua Kali Account to cover
administrative costs.

Under these assumptions, it is estimated that Kshs.
34,680,000 will be available in the Jua Kali Account at the end
of three years (B-6). Outstanding loans will be more than
sufficiently covered by th¢ balances in the deposit -account.
This indicates that loan losses from default could far exceed
the estimated 20% of what falls due, and KCB can continue to be
fully covered inspite of these losses.

.

There are several options for the utilization of these
funds at the end of the three-year period of Phase I1I. They
are as follows:

a. Return the funds to the Treasury;

b. Reassign them to a Phase III;

c. Increase lending in Phase II*by leveraging the Jua Kali
Guarantee Account and allocating higher funds for
administration costs; or’

d. Absorb the funds in Phase II by expanding into all
provincial areas simultaneously in Year I.

Leveraging of the funds should be considered to expand the
lending capacity of the program; but only after receiving
better information on default risk costs (Year 2) and on a
higher demand for Jua Kali loans which could justify h*gher
lending.” The best option at present is to plan to reaaswgn the
funds into a Phase III,


http:25,910,0.00

APPENDIX B-6

JUA KALT DROGRAM

GUARANTEE DEPCSIT ACCOUNT
PROJECTED DEBITS/BALANCES

{Amounts in Shs 000's)

YEAR 0 YEAR 1 YEAR 2 YEAR 3 SUB-TOTAL GRAND TOTAL
_ YEAR 1 TO 3
(a) Opening Balance 5,000 53,575 51,560 - 46,535 50,000 55,000
"(b) Debits for Admin. Costs . 1,800 - 5,340 7,510 13,060 25,910 27,710
(c) Debits for Default risk 225 175 , 100 - - 500
costs-phase I )
(d) Debits for Default costs- : - ’
phase II - 540 1,185 1,915 3,640 3,640
(e) Sub-total (Debits) 2,025 6,055 8,795 14,975 29,825 31,850
(£f) 1Interest @ 8% (Crédits) 600 . 4,040 3,770 - 3,120 10,930 11,530
(g) Closing Balance 3,575 51,560 46,535 34,680 31,1¢C5 . 34,680

(h) New Funds Injected 5,000 . 50,000 - - 50,000 55,000



a.
‘b
c.
c.
e.

ESTIMATES OF HISTORIC COSTS FOR PERICD JUNE

JUA KALI LOAN PROGRAM

1986 TO JUNE 1988

MANPOWER COSTS

Branch Staff

Visi

Rejected Apblications

Branch Evaluation

Branch Manager

Orientation (Start-up)

BUSINESS ADVISORY SERVICES (B.A.S.)

No.
No.
No.
No.
No.

of direct staff

of participatory staff
of Support Staff

of Supervisory staff
cf Drivers

HEAD OFFICE

Mana

ger credit

dead Office credit officer
Chief Manager, Credit

SUMMARY COSTING

Cost’

Nos. 700 Days
Nos. 300 Days
Nos. 150 Days
Nos. 130 Days
Nos. 10 Days
1 .
2 (2 additional
1
1
1,
1
1
1
Total days
5

86
1,083

60

116

per

per
per

per

Visit
Rejection
Accounts-
Account

Account

at start-up)

Cost per day*

1/3
1/8

1/5

1,000
© 800
600
300
100

Cvmrheads a3 related to direct manpower cost @ 50%

Total
Total
Total
Total

Total

Total
Total
Total
Total
Total

Total
Total
Total

Total

Days
Days
Days
Days

Days

Days
Days
Days
Days
Days

Days
Days
Days

233

40

150

26
10

57
60
60
30

116

20
30

Cost Category

C

Cc
- C
B
B

Mmoo

>Ow

direct costs (Shs)

Sub-Total

5,000

68,800
649,800
18,000
11,600
/153,200

376,600



LS 1 -

» *

3.

c.

APPENDIX: B-8
Total Manpower Costs: Shs.1,129,800

TRAINING COSTS:

Actual . Shs.429,761

Additional Till June 1988: Shs. 55,000

No. of Coﬁrses: 1 Cost Per Course Total Cost
55,000 ' 55,000

Total Training cost Shs.485,000 (Approximately)

VEHICLE RUNNING COSTS: (Based on 3 visits per dey for 700 total visits)

K!iS/DAYS NO. OF DAYS TOTAL KNS COST PER KM TOTAL COST (KSHS)
50 ' 233 11,5650 Ksh 8/=** 93,200

CENERAL COSTS:

Cost of Photocopying Kshs. 50,000

Cost of Stationery and Supplies Kshs .\ 20,000

Cost of Advertisement Kshs;l 5,000

TOTAL PROGRAM COSTS: Kshs.1,783,000 or Approximately Kshs.1,800,000
' * - Based on prevailing KCB salary scale -and related costs

** - Appendix B-13 .
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JUA KALI FROGRAN

APPENDIX: B-9

ESTIMATES OF FUTURE COSTS PER ANNUM FOR PERIOD 1988/89 - 89/90

NAIROBI

Branch Staff Loans "A"

Visits

Rejections

. Evaluation

Branch Manager's Review
Monitoring
lct

Loans Evaluation

Loans 'C' Monitoring

Nos. 1000

Nos. 430
Nos. 225
Nos. 200
Nos. 400
Nos. 15
Nos., 12

Business Advisory Services (B.A.S.)

No. of
No. of
llo. of
No. of
No. of

direct staff

support staff
drivers

" Head Office

lanager credit
& participatory staff

Chief Manager, credit and

marketing

participating staff
supervisory staff

=N W

Days
Days
Days
Days

Days

Days

Days

Days
Days
Days
Days
‘Days

Days

Days

per

per

visits
account
account
account
account
account
account.,

staff p.a
staff p.a.
staff p.2a.
staff p.a.
staff p.a.

staff p.a.

staff p.a.

1/3,
1/8,
1,

1/5,

1,
5,
5,

~ 200,
15,
15,

200,
200,

40,

5,

Total
Total
Total
Total
Total

Total

" Total

Total

Total
Total

Total
Total

Total

days:. 333
days: 54
days: 225
days: 40
days: 400
days: 75
days: 60
days: 600
days: 30
days: 15
days: 200
days: 200
days: 40

Totals days 5

Cost category

c

aO a0 o w O 0

nowOaQ



SUMMARY COSTING

APPENDIX: B-10

Cost Category Total Days - Cost per day. Total Direct Cost (Shs)
A S | 1,000/= 5,000
B 95 800/= 76,000
C 1,782 600/= 1,069,200
D 200 300/= 60,000
E 200 100/= 20,000
Sub-Total 1,230,200
4. Overhead @ 50% of direct Cost 615,100
5. Total manpower cost 1,845,300
6. Training costs:
No. of Courses Cost per Cqurse Total Cost
10 $hs.55,000 Shs.550,000
7. Vehicle Running Costs: (includes business visits and menitoring)
Xus/Day ﬁos of days Total KMS cOét per KMS | Total Cost
50 466 23,300 Shs 8/= 186,400
8. General costs: 100,000/= .

2. Total Program Cost for Nairobi: Kshs 2,581,700 or Approximately Kshs.2.6 million p.a.'



PROVINCIAL CENTER (EACH PER ANNUM)

1.
a)
b)

c)

Branch Staff Loans 'A'

Visits

Rejections

[YRY

Evaluation

Branch Manager's Review

Monitoring

" Program Staff

No. of direct staff
No. of support staff
B.A.S. Nairobi Supervison

Head Office Staff

Manager Credit
Participatory staff

Chief Manager credit
ané Marketing

SUMMARY COSTING

Cost Cateqory

A

B

Nos. 700 bays per visit
Nos. 300 Days per account
Nos. 150 Days per account
Nos. 1320 Deys per account
Nos. 260 Days per account
2 Days per staff
1 Days per staff
1l Days per staff
1 Days éer staff
1 Days per staff
1 Days per staff
Total Days Cost rer Day
5 1,000
46 e00
1,143 6500
60 300

1/3
1/8

1/5

200

60

30

20
30

Total

Total

Total’

Total

Total

Total
Total

Total

Total

Total

Total

Total Cost

5,000

36,800

685,800

13,600
745,500

days
days

days

days

days

days
days

days

days
days

days

APPENDIX: B-11

233

40

150
26
260

400
60

30

20
30

Cost Category

C

C



Overheads e 50% of direct staff costs

Total Manpower cost

Training Costs

Nos. of Courses Cost per Ccurse
Boarding & Lodging

.APPENbIX: B-12

Sub Total 745,600
372,800
1,118,400

Total Cost

7 Shs.62,000

Vehicle Running Costs

KMS/DAY No. of Days Total KMS
50 320 16,000
General Costs Shs.100,000/=

TOTAL ANNUAL COST FOR EACH PROVINCIAL CENTRE: Xshs.1,801,400 or Approx. Ksh, 1.8 million p.a.

T T T T T T Tn 4 5 i iy e S Y T T S e S S S G e - T G —— —— - —
kS i e A 2 T 1+ 1 %]

Shs.455,000

Cost per KM Total éost

Shs 8/= Shs.128,000

]



l.

JUA KALI PROGRAM

PROJECTED LOAN SCHEDULE - PERICD 1988/89 TO 19920/91

No. of Léans ‘A’
(a) Nairobi

(b) Eldoret

(c) Kisumu

(d) Nyeri

(e) Mpmbasa

Average loans 'A' (Appro%x. Shs)

Amount of New 'A' loans made (Shs)

No. 'C!' loans made in Nairobi

Average size of loan 'C' (shs)
Amount of 'C' loans (Approx. Shs)

Total amount of New loans

YEAR 1

200

50

350
20,000
5,000,000
v 12
80,000
1,000,000
6,000,000

- YEAR 2

200
50
130

D e

80
20,000
7,500,000
12
80,000
1,000,000
8,500,000

YEAR 3

200
130
130
S0
50

00
20,000

11,000,000

12
80,000
1,000,000
12,000,000

APPENDIX: B-13

TOTAL

600
180
310

50

50
1,190

20,000
23,500,000
36
80,000
3,000,000
26,500,000



8.

10.

Loans Repaid

(a) Year 1
(b) Year 2 *

(c) Year 3
Sub-total "

Default Risk Costs

(a) Year 1 Loans
(b) Year 2 Loans

(c) Year 3 Loans
Sub~total

Loans Outstanding
END OF THE YEAR

(a) Year 1 Loans

(b) Year 2 Loans

(c) Year 3 Loans

Sub-total

2,160,000

2,160,000

540,000

540,000

3,300,000

3,300,000

1,680,000
3,060,000

4,740,000

420,000
765,000

\ -

1,185,000

1,200,000
4,675,000

5,875,00(

960,000
2,380,000

4,320,000

7,660,000

240,000
595,000
1,080,000

1,915,000

1,700,000
6,600,000

8,300,000

APPENDIX B-14

4,800,000
5,440,000 -
4,320,000

14,560,000

1,200,000
1,360,000
1,080,000

3,640,000

8,300,000



BASIS OF LOAN REPAYMENTS AND DEFAULT RISK COMPUTATIONS

1. The loans are assumed to have the following maturities.

(a) 1 year - 20% of loans
(b) 2 years - 30% of loans
(c) 3 years - 50% of loans

2. Repayment schedules are assumed as follows:-

Year 1 Year 2 Year 3

{a) One year loan 20%

(b) Two year loan 15% 15% -
(c) Three year loan 10% 20% 20%
45% 35¢" 208

3. Default Risk Costs are estimated at 20% of outstanding loans
i.e. as follovs:-

Year 1 Year 2 Year 3
(a) Default Risk
. Cost , 9% 7% 4%
(b) Repayments 36%. 28% 163

JUA KALI PROGRAM

DEFAULT RISK COST ESTIMATES -~ PHASE: I

(amounts in 000's)

YEAR 1 "YEAR 2 YEAR 3 TOTAL
LOANS OUTSTANDING 2,500 1,375 500 2,500
Repayments 900 700 400 2,000
Balance 1,375 500 - -

Default Risk Cost 225 175 100 500



APPENDIX: B-16

JUA KALI PROGRAM

PROJECTIONS OF ADMINISTRATION COSTS
A CONSOLIDATED STATEMENT
PERIOD: 1988/89 - 1989/90*

Year 1 Year 2 Year 3 Total

(a) Nairohbhi 2,860,000 3,150,000 3,460,000 9,470,000

. (b) Eldoret - 2,180,000 2,400,000 4,580,000

(c) Kisumu 1,980,000 2,180,000 2,400,000 6,560,000

() Nyeri | - - 2,400,000 2,400,000

(e) Mombasa - - 2,400,000 2,400,000
4,340,000 7,5i0,600 13,060;000 25,410,000

Start-up Costs

(a) Training of New Officers 150,000 - - 150,000
{b) Purchase of a vehicle 350,000 - - 350,000
Sub-total 500,000 - - 500,000
TOTAL 5,340,000 7,510,000 13,060,000 25,910,000

* Annual inflation @ 10%

-~

s‘\
.

—— — v o —— —



APPENDIX: B-17

JUA KALI PROGRAM

ESTIMATES OF COST PéR KM FOR TRAVEL

l. Cost of a car: Shs. 350,000
2, Interest @ 14%: 49,000

3. Insurance Cost: 12,000

4, Maintenance: 30,000

‘5., Sub-total Shs. 91,000

6. Estimated Travel in Km. p.a. 12,500

7. FIXéD COST PER KHM. 7.28

8. Petrol Cost: ' Shs 8.60 per litre
9. Mileage per Litre Shs 11 k;m.

'10. VARIABLE COST PER KM | Shs 0.78

11. TOTAL TRAVEL COST PER K.M.: Shs 8.06



JCA KALI PROGRAM

MANPOYIER ANALYSIS - HISTORICAL

Loans proceséed are 170 (may reach a figure of 200) whereas
view of fund constraint. Analysis is provided below,
loans, 170 loans and 200 loans) for the same level

130 Loans

i. Branch time per loan (days) 3.5
(442/130)
2. B.A.S. time for direct staff 4.6
(days) :
(600/130)

3. Supervisory Tinme

- (¥gr. B.A.s., Mgr. Credit and 0.56(1/2)
Mgr. Credit & Mktg)

(75/130)
4. " Participatory and support
staff for B.A.S. as a % of
direct staff time . 21%

(120/570)

170 Loans

2.6
(449/170)

.3.53
(600/170)

0.44(2/5)

(75/130)

loans possible to
assuming three 4if
of effort as described above,

ferent level

APPENDIX: B-18

200 Loans

2.25
(449/200)

3.0
(600/200)

0.37(1/3)
(75/200)

21%

make are 130 in
s of output (130



JUA KALI PROGRAM

MANPOWER ANALYSIS - BUDGET 1988/89 to 1990/91

(Times in Days per Loan)

A. NAIROBI

1.

7.

Branch Time ‘'A' Loans:
B.A.S. Direct Staff Time:

Supervisory Time

' Loan Monitoring Time:

pParticipatory and support
staff at B.A.S. as a ¢ of
direct staff: :
Loan 'C' Evaluation

Loan 'C' Monitoring

B. PROVINCIAL CERTERS

1.
2,

Branch Time 'A' Loans:

-B.A.S. Direct Staff Time:
(Program Staif)
Supervisory Staff: _
(including B.A.S. Nairobi

and Head Offices)

Loan Monitoring Time:

Participatory and Support

staff for Program Staff

3.3 days
3.0 days
0.3 days
1.0 day

(652/200)
(600/200)
(60/200)

38% (230/600)

5 days
5 days

3.5 days
3.1 days

0,65 days

1 day
0.15 days

(449/130)
(400/130)

(85/130)

(60/400)



INFORMAL SECTOR PRCERAMKE

§. Muecber of applicants

2. Total 2sount of loans applied for
fverzge Loan Size

"3, Applications:

- -

-Kales
Fesales

TOTAL

£0 +
Ungiccloszd

ToiAL

By Loan Ascunts
Upto - 10,080
10,000 - 20,069
20,001 - X,000
30,001 - 40,099
£0,001 - $.000
50,001 - £0,0300
b9,001 - 70,800
70,001 - 62,600
BO,0DF - §0,00d
90,001 - 100,50
100,008 - 110,400
$10,003 - 120,90
fibove - 120,000

TaTAL

STATISTICAL EVALUATIGN

APPENDIX C

TOTAL

198 1987
60 357 380
23,379,506 16,812,301 10,191,807
31,521 17,09 1,012
FREUENCY FREQUEALY 1 FREBUEKCY 1
2 &1 . T 857 71
197 3% Bb 21 283 291
628 1001 397 0o - 589 100%
23 %% B 2241 310 31
MW 3 387 LB
B 12.5n IR WAt 128 151
19 305 % o441 82 51
y o oaE ; 1,124 7 T
59 9,471 0 Ban 105 1
623 1001 3 1662 580 1065
W 2241 12 3,382 153 Bex
4% 2.5 0 25.21 #3 2
BS  15.801 8 16,251 144 151
3 5. 821 ¥ 10,641 73 n
% . 15.891 R 2.7 191 1ex
n 3.8 2 5.601 T @
m 2.571 b Lem 2 2n
1 273 10 2,601 2 3
6, oam ' 1120 10 i
10 3.1 12 3,360 32 1
i o.m 1 120 B IR
3 0,451 i 1128 1 It
19 3,051 v 4780 3 u
623 1001 37 1908 %80 bt



DIFORNAL SECTCY PRDSRARNE

C=-2

3. fipplicaticase FREBUEKCY 2 FRESUENCY 1 - FRE@UZNCY .
By Tribe:
Kituvu 300 48,151 2 $2. 187 $22 b X4
Luo 208 33.3%5 8% 18.21% r{N %61
Lubya 1] 7.06% 3 8.681 75 £
Kisii 14 2.25% 7 1.981 21 red
Kasba 13 2.031 13 3. 841 25 3t
Suba 20 3211 20 2t
Enbu b 0.981 [ 114
Others - 18 2.891 14 392t 32 kY]
ulin,d\i’sclose:! ) 1.401 % 1X
J0TAL 623 - 1001 387 1002 920 §00%
By Locaticn:
Shauri Noyo ] 13,441 BS i
Bikocba 7% 11.68Y N 2.521 103 111
Umojz 45 7.221 7 §.967 82 )
Kitera 28 4.49 10 2,801 33 134
Eastleigh 28 4.4%1 24 5. 881 43 )3
Dandora 15 T Z2.44 4y 13.73% -84 7
Fenyattz ¥it, 15 2.411 . 15 2%
Jericho KL, 2% 4,453 1. 1,961 36 e
Industrial Arsz 15 ‘2,411 : 15 X
Jogoo Foad fikt. 1l 1.7711 1 1.961 18 Y4
Kasubunji [} 11,408 ’ -1 11
Karicbanoi 19 3.092 A 6.721 43 47
Kawenguare B 1.201 . g 11
Kariakor ¢ s ] X
Purusa 7 1.68} ? 11
hathare | 2,521 B 11
Pangani ? 1.961 7 1
Uhuru Kkt., . ] 1.401 y 12.
Undisclosed : 20 3.601 2% 3%
Others 180 25,891 14l 39.501 321 kXY
T0%AL 623 100t ° 351 1602 989 1001
Ry Trace:
Tailoring B b n 1) 181 21 211
Tinseiths 52 Bl . 52 52
Kechanics i 61 - 48 131 94 10T _
Carpenters 3 81 R 81 131 ) ¢
Rlackeeiths 3 51 8 21 3¢ &3
Drus Sellers g2 13 : 111 9%
Brocers - 26 i Ry 5. .58 81
Ketal borle 18 3 i) er . 45 R0
Printing 10 2% 10 i1
Food kiocks ' ) 23 y{l
Vegetable Vandors 10 21 10 1
Others 167 r)8 124 385 291 pdud

1074l : 623 1005 357 R 17 580 i



INFORKAL SECTOR FROGRAHNE

1986 1987 T0TaL
- §, Trained Applicants:
Nuaber of trained applicants 170
Training costs (Kshs) 407,720
Trained cpplicants as
percentage cf total applicants 172
By Location
Dandora 3 1,784
Eastleigh 7 4,121
Bikoeba 29 12,062
Industrial frea ] 2.941
dericho Kkt 10 -0.08)
Jo900 Read Fikt. ) -2.94%
Karukunji 33 19.41%
Kenyatte Hkt. [ 3.53%
Kibera g (B}
kiver Raad ) 2,941
Shawri Koyo L] 2,351
fanja 10 5. 08t
Dthere 45 26,471
TOTAL 170 100%
By Trade
Tailering {1 23,11
linsciths - 26 15.3
Fechanics 35 20.6%
{arpenters 1 4.1%
Flackseiths R .94
Hetal Varks 10 5.9L
Electroenics L 2.4%
brocers 4 2.41
Dthers 3 19.41
T0TAL 170 100%
\ﬁy Sex
Kales 121 ni
Fecales 49 291
T0TAL 17 10
By hge
20 - 30 " 25,91
3 - 40 64 37.61
4 - 50 26 15,11
SI - 80 3 1.61
60 ¢ | 0.81
('ndisciosed 32 18.61
. T 1AAY



_INFORAAL SECTDR PROSRANNI

1986

5, Recesaendad and Approved anplications:

1.

Nucker of applications 2ppreved
Approves applicaticas 2s percentage
of total epplicatione
Approved -applicaticns as percantige
of trained applicants
Total 2eouat of loans approved
{fs at 12th Janvary, 1923) Kshs
Average tize of appreved Yoans (Kehs)
Largest loen (Xshs)
Sgallest lean (Kshs!
Tota! pverdrafts epproved
Lergest overcraft {kehs}
Sa:llest overaraft (K:ns)
ppprovals by Loan Racunts

Upto . - 10,008
10,600 - 20,000
20,008 - 30,009
fhove - 39,080

T0TAL

By Sex
Kales
Fesales

TOTAL

by fge:
20 - 30

31 - 40

41 - 50

51 - &0

60 ¢
Undisclozed

T0TRL

Dicbureed Loans

- - = a0 ot

Nueder of lpane disbursed

“the at. 17th Jervary, 1363)

firount of loans disbursed
(s at J2th Jenuary, 1562) KEHS

fiverage size of lean dishuersed
{hs at 12th danwery, 1983 KEAS

Loazest repayazat pericd
Shertest repayrent pericd

1587
1
8l
451
1,445,731
19,023
81,500
1,600
207,500
5,000
2,500
] 11.81
3¢ 1.3
19 25.0%
9 11.0%
2% 1001
50 - 5.0
26 M. 21
75 . 100% -
b1 21,31
32 .13
Y 18,41
| 1.31
13 17.41
76 1001
862,000
19,591
3 Years
J Vear



INFORHAL SECTDR FROSRaNiE

A. DISTRIBUTION OF APPLICANTS TO BRANCHES

1 B.AS

2 City Centre

3 Eastleigh

4 Industrial frea

S Yenyatta Avenue

6 Yipande 'louse
7. 0ECC

8 Hashariki

9 Hoi Evence

. 10 Huindi Koingu
1l River Road

12 Sarit Centre

13 Tos Xooya

B. TRAIKED RFPLICANIS BY ERANCHES

1 B.AS
2 City Centre
3 Eastleigh

4 Industrial Area
9 Kenyatte Avenve

b Kipande House
7 K.1.C.C

8 Mashariki

9 Koi Avenue

10 Kuindi Mbingu
1 River Road

12 Sarit Centre

13 Tee Kboya

FREQUENCY

165
1%
0
3%
30
3
13
-0
122
12
48
10

-— - - o——

1986

1

kllocaticns

To Pranch

185
12
56
1
8
N
¥
27
"
2
8
2
9

1997
FREQUENCY 1
0 -0.01
5t 1831
56 15.71
1Ll
V10,41
0 1.2
% 13
27 1.6
% Lo
1 4.5
16 4.5
1 451
3% 10,97

101AL
FREGUENCY 1
165 16,61 -
126 12.92
% SN
i 1.1
b?  b.31
" 7.8
3% L0
21 2.6
17 15.
28 2N
K 6.3
2 2.1
b1 I PR 4

357 100,0%

‘Rusber,
Trained

W
i

)
10

980 100.01

Eoaber Trained

fron Eranch

ks percentage of
Tetal fgplicents

Trained

7.4
12,42
.0
5.51
L
3.5
2.9
. 0.0
20,01
2.4
W
2.4

Rusber Trained
Froe Braack
hs percentege of

Bpplicents zllocated
To Branch

30.31
16.71
0.0L™
14,51
1.9
8. 1%
12.81
0.0
5.1
14,51
12,51
15.41
2.0

mn

&



INFORNAL SECTCR PRCGRAMHE

c. ﬁPPRDfED APPLICATICHS BY ERANCHES

1 B.A.S

2 City Cenire

3 Eastleigh

4 Industrizl Ao

5 Kenyatte Avent

& Kipande House

7 K.1.C.C

8 Kashariki

§ Koi fivene
40 Kuindi Fdingu
11 Rivzr Road

12 Sarit Centre
13 Tco Kboya

FREBUSNCY 1
0 0.0%
11 1.5
0 Q.OZ) ~\
7 ;21
4 5.3%
3 3.91
3 3.5
0 L0.62) N\
22 2891
1 1.3%
7 9.22
2 2,61
16 2111
76 1002
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Appendix D
PROCESSING OF A Jun KALI LOAN

Stage 1

(a) present Status

option 1: Applicant comes to BAS and is asked to £ill out .
the simple one-page form

oDption 2: ppplicant comes to a given granch office and is
asked to fill out the simple one—-page form or is instructed
to go to BAS. .
_some branches then cchedule a time for the applicant
to return for an interview
—some branches send the completed simple form to BnS
fFor "allocation® to the proper Branch o
—-at present, most of the applicants are either turned
auwlay or are told that their applications will not be
considered for & long time because of Lthe limits of

(k) pecommendation

Ideally (and what BAS 18 now considering), the cimple forms
should be filled out at the branch. and processing,shou]d
begin immediately at that level., 0N copy of the form should
be sent to BRS for centralized infoermation purposes and
subscquent monitoring of pranch performance.

Stage 2

(a) Present Status

tthen RRAS initially received the forms from the Branches,
they decided to divide them up into roughvgeographical
areas for na1location” to the franches. Once the
allocation WaS made, BAS sent each branch a computer
printout of the applicants assigned to Lhoem, but did not
tell them what happened to the Lotal of applicants.

gt the same time, BAS cent a letter to each one of the
applicants informing them which 8ranch they should go to
forr further processing.

(b) Recommendation

1. BNS should update the status of &ll the applications an
circulate the information to the pranches to enable them t
~-be bettor informed on the applications cubmitted to
BAS; '
-hé able to provide the right answers ta applicants;
and
-be able to plan futurc processing of applications.



2. In the future, applications received directly by the
branches should be assigned to the branches receiving
them.” When a change (relocation to a different branch, for
example) is considered desireable on the client's request
or because of load registribution, the relevant branch
should be promptly informed by BAS.

Stage. 3

(a) Present Status

The client comes to the Branch for further processing.

. . —gome branches give them the first questionnaire
(Annexure 1) to complete with the instructions to
return it to the branch as soon as it s filled out.
—é¢ame branches conduct dinterviows with the c¢lients and
then ask them toe complete the questionnaire.

—<ome branches schedule & time for an intervicw with
the client. . '

—come branches fill out the questionnaire during the
interview with the client.

“Once the Branch advances officer has roeviewed the first
questionnaire and has had the apportunity to interview the
‘¢lient, he then decides to visit the busincss site.
—some branches ask the client to complete the workboaok
(hnnexure 2) before the cite visit. '
—same branches visit the client and present him/her
with the workbook during the site visit in order to
assist them with any questions they might have.
‘_eome branches give the workbook only to thosc clients
they deem acceptable after the site visit.

(b) Recommendation

The most effective use of these forms scems to be the
following: 1) Give the appligant Anpexurc 1 immediately
following the initial dnterview if he/she is found
acceptable. Ask the applicant to return the questionnaire
to the branch as soon as it is completed. When @ client is
unable to complete the form' on his/her own, the branch
sLAff should complete it based on an interview with the
client. 2) Following the business vigit, if the bank

of ficer feels the need for additional ipformation, s/he may
use Anncxure 2 as a gquide for further questioning. If not,
the applicant should only 111 out Nnnexure 2 upon
complaetion of the training course, This will allow the
applicant to apply the skills learned during training and
will cut down on the current waste of- photocopied materials.



Staqe &

(a) fresent Status

.Once the Branch advances officers have collected and
reviewed the questionnaire and the workbook, have completcod
an initial client intervicw, and have made a site visit,
each. client's application packet is passed through the
Branch Manager for final ¢eclection. Those who are approved
by the Branch Manager are then sent to BAS for training

‘selection.

(b) Recominendation

. The branches could be given the authority and
responsibility to approve the loans and make any. changes
they deem necessary without referring to BAS. nlthough
this runs the risk of encouraging Rranch managers to favor
certain types of clients at the expense of others (eg:

relatives or ‘ribal preferences), most have indicated &

thorough understanding and support of the Jua Kald
objectives. This would cut back considerably on the time
and admwinictrative costs currently shouldered by BAS and
frustrating many of the clients.

The BAS rolce, then, would be as coordinator of Che training
programs and as pariodic monitor of the dindividuxl
branches. The BAS role as final decision-maker in «ll
aspects of the program was essential in the proaram's
initial stages and will wgain be essential if the progran
is expanded, but once the branghes'understand the Jua Kali
objectives and their dwn responsibilitics, that authority
should be daspersed.

Staqe 5

(a) Prescnt Status

BAS waits for enough applicants to be compiled in thedr
office to make up a full training session (approximately 20
participants cach). Once compiled, [AS then sends lettors
ta each individual applicant informing thom of the
scheduled training scssion and asking them to respond. It
then arranges for a consulting firm to put on & training
session. Responses must be received from a large enough
group before the training can be carricd out,

(b) Recommendation

Training programs may be scheduled in advance once
sufficient response for the program is cstablished in each
arca. Ns and when an applicant is selected to be sent for
training s/he may be assigned & slot in the carlicest
training coursce possible.

"/
OV
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Stéée 6

(a) Present Sitatus

Clients qgo to the two-week training ¢tource. During the
course, many of the clients' businesses uare visited by the
trainers. Vintage visits each of the participants at their
busincss sites and gives individual recommendations for the
improvemant of their business. Undugqu only visits a few
selected participants, but has other participants accompany
them so as to solicit their recommendations and comments as

w&ll .

pt the end of the course, the participants are usually
informed of the next step, which is to return to 6nsS for
inctructions on obtaining pro-forma invoices, contacting
suppliers, and any othor steps which will be necessary in
obtaining a loan.

(b) Recammendation:

1. flthough the competition gencrated by using three
organizations to provide training is healthy and should be
continuced, BAS should also further the development of the
training program by combining the positive aspects of
existing programs and obtain madifications From each
according to the results.

2. Require each training course to report on each

individual participant, as is currently being done by
Qintage.

3. The training courses should inform each participant of
the need to contact the Branch again for follow-up of their
applications and other stoeps required to obtain the loan.

4. The training course should*inform the participants that
their participation in the course does not automatically
fead to their obtaining loans.

Stage 7

(a) Present Status

Clients must go to BAS &nd obtain instructions on obtaining.
a1l neccassary papers and information for purchasing
equipment., Once theso arc collcected, they must return Lhem
to BAS for examination. If there are any probloms with
supplicrs or the pro-forma invoices, it is usually Mea. Dawa
who trics to solve them.

$


http:participati.on
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(b) Recommendation

This task will be difficult to reassagn to prancnes, ,
although it would appear that reassignment would be more
time and cost effective, In view of its critical
importance in the disbursemernt procedures, this task should
be performed by Jua Kali Program staff at BAS or in the
provincial capitals, as applicable. : '

-Stage 8

(a) Present Status

Once all the problems have been ironed out in a given
training group, the BAS Approval Committee convenes to go
over cach loan application package (pro-forma invoice,
questionnaire, workbook, branch recommendation, training
report, et al). Nt this stage, there arce usually two or
three applicants who are deferred for various rcasons (the
supplicr didn't provide the right machine, the client has
another loan pending, etc.)

(b) Recommendation

The present system should continue until the Branches can
‘be assigned credit authority based on exceptional
performance. By assigning credit avthority to the
Branches, this step could be climinsted. The Branches
could then form committees at the Branch level to undertake

this task.

Stage 9

(a) Present Status

The application packets are sent to Head Credit Office for
final approval. Head Credit Office reexamines all of the
above for cach applicant and then recerds its firnal
approval in & central book. It should be noted that there
have been no rejections to date ¢of any of the application
packels sent to Head Credit Office, :

(b) Recommendatian

The obscervations made in Stage,8 are applicable.

Staqe 10 -

(a) Present Status

Application packets are sent back te BAS to'thcn distribute
to the respective Branch offices. )

"



Stage'll
(a) Present Status

Branch Offices contact the client to inform them of the
approval and explain the terms of the loan.

(b) Recommendation

This step should continue and branches should at this stage
explain in detail the commitments the client is entering
into —— working of an overdraft sccount and a loan

account. .Further steps necessary to complete daocumentation
prior to disbursement should alse be explained.

Stage 12

(a) Present Status

Loan documentation is completed with the assistance of
internal lawywers. At times, the cliemt is unable to.
provide a chattels mortgage and the Iatwyer may delay the.
preparation of loan documents. ’

(b) Recommendation

1. As alrcady mentioned ecarlier in this report,'the
alternatives to chattels mortgages shauld be explored at
the initial stages of the loan process

2. fny documentation which is standard should be completed
internally to save time. . _

3. For working capital loans, a mere loan agrecment may be
adequate.

" Stage 13

(a) Present Status

The lcoan is disbursed directly'to suppliers wherever
possible to ensure that the funds are used for intended

purposes.

(b) Recommendation

Presént system should be continued.

~



Stage 14

(a) Present Status

Visits are not gonerally made to the cllenL'° premiscs
‘after loan disbursement to observe the impact of the loan
on sales, capacity, stock levels, cmployment generation,
and auailability of equipment financed.

(bj Recommendation

1. At least one visit should be made by oo wovivn vvrnnoon
officer within three months of disbursement of Lhe loan

2. The client's bank statements should be regularly
reviewsad by the Branch advances officer. Observations
indicating problems should be discussed with the Branch
Manager and follow-up-action inpitiated by visiting the
client's premises and holding discussions with the'client.



